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Preface 

“Questions and Answers on the Bank for Reconstruction and Development”1 is a document distributed to 
delegates and journalists at the international financial conference held in Bretton Woods, New Hampshire 
in July 1944. The United States Department of the Treasury issued the document, although some of the 
ideas and language seem to have originated with British officials in the extensive Anglo-American financial 
discussions that preceded Bretton Woods. The document explains some fundamental issues concerning 
the organization later more colloquially known as the World Bank. 
 
The Treasury also issued a companion document, “Questions and Answers on the International Monetary 
Fund.” It was published in the first of the IMF’s series of official histories.2 “Questions and Answers on the 
Bank” has never been published. Historians of the Bretton Woods conference and of the World Bank have 
cited it, but it has never been widely available. The source for our transcription is a mimeograph copy in 
the U.S. Treasury Library in Washington, D.C. We thank the librarians, Zac Twining and Andy Young, for 
permission to reproduce it. A stamp on the cover indicates that the copy once belonged to Herbert M. 
Bratter, a former Treasury employee who covered the Bretton Woods conference as a correspondent for 
Banking magazine.3 
 
This paper is part of an effort by Kurt Schuler and Andrew Rosenberg to digitize certain unpublished 
material related to the Bretton Woods conference and to post many previously inaccessible source 
documents on the Internet.4 Kurt Schuler took the digital photographs of the Treasury Library’s 
mimeograph copy. Dylan Schuler transcribed the mimeograph into a word processing document using 
dictation software, and Kurt Schuler then proofread the word processing document.  
 
Hyphenation and some other punctuation follow today’s conventions rather than those of 1944. We have 
made minor corrections to the text silently. We indicate more important corrections with brackets. All 
footnotes are our additions. Page numbers in brackets indicate the start of pages in the original 
mimeograph. Photos of the mimeograph are available in a file at the Web site of the Center for Financial 
Stability. 
  

                                                           
1 United States Department of the Treasury, “Questions and Answers on the Bank for Reconstruction and 

Development, June 10, 1944,” mimeograph, Washington, D.C. 
2 J[ohn] Keith Horsefield, editor, The International Monetary Fund 1945-1965: Twenty Years of International 

Monetary Cooperation; Volume III: Documents, Washington, D.C.: International Monetary Fund, 1969, pp. 136-182. 
3 Proceedings and Documents of the United Nations Monetary and Financial Conference, Bretton Woods, New 

Hampshire, July 1-22, 1944, Washington, D.C.: Government Printing Office, 1948, v. 2, p. 1246. 
4 Kurt Schuler and Andrew Rosenberg, editors, The Bretton Woods Transcripts, New York: Center for Financial 

Stability, 2012 (e-book), 2013 (hardcover); also Schuler and Rosenberg, Center for Financial Stability Web site > The 
Bretton Woods Transcripts > Historic Documents and Memorabilia, 
http://www.centerforfinancialstability.org/brettonwoods_docs.php. 

 

http://www.centerforfinancialstability.org/brettonwoods_docs.php
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[p. i] Contents 
 
Question 
 
1.  On what principles will subscriptions to the capital of the Bank be apportioned among member 

countries? 
2.  Will capital of $10 billion be adequate for the Bank, particularly if only a small part of the capital 

subscription is to be paid in? 
3.  Why is it necessary to have any gold subscription to the Bank, or for the Bank to hold any gold 

resources? 
4.  What is the appropriate role of the Bank in the field of international investment? Will the Bank 

compete with private financial institutions? 
5.  What will be the relation of the Bank to postwar relief and rehabilitation organizations? 
6.  Will the Bank restrict member countries in their use of the proceeds of loans guaranteed, participated 

in, or made by the Bank? 
7.  How significant will the guarantee of loans be in the operations of the Bank? Under what conditions 

will the Bank offer its guarantee? 
8.  Why is a substantial portion of the subscribed capital reserved in the form of unpaid subscriptions as a 

surety fund for the securities guaranteed or issued by the Bank? 
9.  To what extent it is expected that the Bank will participate in loans placed to the usual investment 

channels? What disposition will be made of the securities acquired by the Bank through participation? 
10. To what extent will the Bank engage in direct lending? Will the Bank continued to hold the securities 

resulting from its lending operations? 
11. Will it be possible to utilize the facilities of the Bank to meet needs for local funds by securing an 

international loan and converting the proceeds into local currency? [p. ii] 
12. What assurance is there that international lending will be on a sounder basis because of the 

operations of the Bank? 
13. Will the Bank be able to prevent the excessive extension of credit to member countries? 
14. What reason is there for the Bank to facilitate loans which private investors are not prepared 

otherwise to make? 
15. Why is an international agency necessary to encourage and facilitate the provision of long-term credit 

for international investment? 
16. How will it be possible to prevent the operations of the Bank from having an adverse effect on the 

security markets and money markets of member countries? 
17. How will it be possible to prevent the operations of the Bank from intensifying the effects of excessive 

investment in boom times and deficient investment during depression? 
18. What will be the relationship between the proposed Bank and the International Monetary Fund? 
19. Will the Bank’s operations facilitate the maintenance of equilibrium in the balance of payments and 

thus help to stabilize exchange rates? 
20. What provision is made to assure the Bank against loss from exchange depreciation? What provision is 

made to prevent undue hardship to member countries during a period of exchange stringency? 
21. Will the rate of interest be uniform on loans guaranteed, participated in, or made by the Bank? 
22. Will it be possible for the Bank to avoid making loans based chiefly on political considerations? [p.1] 
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Question 1 
 
On what principles will subscriptions to the capital of the Bank be apportioned among member countries? 
 
Reply 
 
The authorized capital of the Bank is to be equivalent to about $10 billion (II-1).5 The Bank is to be an 
international agency to whose capital all the United and Associated Nations6 will be expected to subscribe 
although, of course, member countries cannot subscribe equal amounts. Each government will, therefore, 
subscribe to a minimum number of shares to be determined according to an agreed formula. 
 
The draft proposal sets up no necessary relationship between the capital subscription of a member 
country and the amount of loans which it may secure from or through the Bank. Nor is there any 
necessary relationship between loans made by the nationals of a member country and a subscription to 
the Bank. However, subscriptions of member countries will determine their relative share in the 
management of the Bank. An appropriate formula should, therefore, apportion subscriptions among 
member countries on the basis of their ability to provide capital for the Bank and the benefits they may 
expect to secure from the operations of the Bank. The draft proposal does not prescribe the formula for 
apportioning subscriptions but suggests that the agreed formula should take into account such relevant 
data as national income and the foreign trade of the member countries (II –3). [p. 2] 
 
The ability of a country to subscribe to the capital of the Bank can best be measured by its national 
income. Obviously, the great industrial countries have to provide the greater part of the capital of the 
Bank. They are, at the same time, the countries that are particularly interested in the maintenance of 
foreign investment as lenders of funds abroad and as exporters of capital equipment. 
 
The maintenance of a high level of international investment will contribute to the growth of world. All 
countries, even those not directly involved in international investment, will benefit from the expansion of 
world trade that will result from the maintenance of the large and steady volume of foreign investment. 
The volume of foreign trade, therefore, will serve as a convenient indication of the benefit that member 
countries will derive from the maintenance of a high level of international investment after the war. 
 
In testing various formulas based on these factors it was found that a fairly satisfactory apportionment of 
subscriptions could be secured by requiring each member country to subscribe an amount equal to 4 
percent of its estimated national income in 1940 and 6 percent of its average annual foreign trade in 
1934-1938. It might be desirable to adjust the subscription upward or downward as much as 20 percent 
of the amount determined by the formula where the member country and the Bank conclude that such 
an adjustment would be equitable. [p. 3] 
 
                                                           
5 Roman and Arabic numerals within parentheses apparently refer to articles and section numbers of the draft 

agreement for the Bank as they stood on June 10, 1944, when this document is dated. The earliest readily available 
draft agreement, dated July 6, has slightly different numbering: see Proceedings and Documents of the United 
Nations Monetary and Financial Conference, Bretton Woods, New Hampshire, July 1-22, 1944, Washington, D.C.: 
Government Printing Office, 1948, v. 1, pp. 191-215 (Document 169); it is online at. 
http://fraser.stlouisfed.org/publication/?pid=430. 

6 The World War II Allies and other countries represented at the Bretton Woods conference. No Axis countries were 
represented, although it was envisioned that they would eventually join the Bank after being defeated and 
rehabilitated, and that neutral countries would also eventually join. 

http://fraser.stlouisfed.org/publication/?pid=430
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The formula proposed is tentative. It appears approximately satisfactory, but no doubt other factors could 
reasonably be included. There will be an opportunity for the technical experts of all participating countries 
to consider modification of the proposed formula. [p. 4] 
 
 
Question 2 
 
Will capital of $10 billion be adequate for the Bank, particularly if only a small part of the capital 
subscription is to be paid in? 
 
Reply 
 
The capital of the Bank will serve two purposes: it will be needed to assure creditors of the adequacy of 
the Bank’s resources and provide working capital for its daily operations. 
 
Because the Bank’s principal function is to encourage international investment by private investors, the 
surety aspect of the Bank’s capital will be of particular importance. The Bank will encourage international 
investment primarily by acting as guarantor on approved loans made by private investors. The 
effectiveness of the Bank’s guarantee must depend on the confidence of the investing public in the 
capacity of the Bank to meet its liabilities. It is probable that a subscribed capital of $10 billion will made it 
possible for the Bank to act as guarantor for two to three times this amount of loans without impairing 
the high quality of its guarantee. 
 
The Bank will also require capital for making and participating in loans financed largely by private capital. 
Since these direct lending activities are expected to be only of secondary importance, the Bank’s 
requirements for working capital will be comparatively small. Only 20 percent of the total subscribed 
capital will be paid initially by member countries. It is believed [p. 5] that the $2 billion paid in as capital 
will provide sufficient resources to permit the Bank to make or participate in loans in those cases in which 
the Bank’s operations will take this form. 
 
If the Bank should find it needs additional working capital, it would be possible to call for further 
payments on capital subscription, subject only to the limitation that not more than 20 percent may be 
called in any one year. The Bank, however, may prefer to acquire additional funds for its operations by 
issuing its own debentures or by borrowing from financial institutions in member countries. As discussed 
more fully in the answers to Questions 9 and 16, the issuing of securities by the Bank to raise funds for the 
operation would be one method by which private investors could provide, through the medium of the 
Bank, the capital needed for international investment. 
 
It is not intended that the entire capital should be used directly in the operations of the Bank. The 
tentative proposal requires that a substantial portion of the subscribed capital shall be reserved in the 
form of unpaid subscriptions as a surety fund for its obligations as guarantor or issuer of securities. Since 
these funds are to be reserved for this specific purpose, there is no reason for imposing an unnecessary 
burden on member governments by requiring full payment of subscriptions. The assurance of adequate 
capital, so important to holders of securities [p. 6] guaranteed or issued by the Bank, is fully provided by 
the obligations of member governments to meet the unpaid portion of their subscriptions.. 
 
It should again be emphasized that the primary function of the Bank will not be to provide loans directly 
out of its own resources but to act as guarantor of securities sold to private investors. Whatever lending 
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the Bank does out of its own resources, either as a participant with private investors or as the sole lender, 
is expected to be small relative to its operations as guarantor. For such purposes the paid-in capital of the 
Bank should be more than adequate. 
 
Average annual gross volume of international investment by the leading industrial countries in the period 
from 1923 to 1937 was somewhat less than $3 billion a year. A considerable part of this, perhaps as much 
as one-fourth, was in the form of direct investment for which funds were generally not raised in the 
capital market. It is quite probable, too, that if the Bank had been in existence it would not have 
undertaken to guarantee or lend on some of the issues that were floated in this period. Moreover, even 
with the Bank in operation a considerable part of all international investment will continue to be made 
directly through the usual investment channels without any recourse to the facilities of the Bank. Under 
the circumstances it would seem clear that even if the volume of international investment [p. 7] should be 
greater than in the period from 1923-1937, a Bank for Reconstruction and Development with a subscribed 
capital of $10 billion would have sufficient resources to facilitate and encourage the maintenance of an 
adequate volume of international investment in the postwar period. [p. 8] 
 
 
Question 3 
 
Why is it necessary to have any gold subscription to the Bank or for the Bank hold any gold resources? 
 
Reply 
 
The Bank must hold resources that will enable it to serve the interests of borrowers and lenders. This is 
possible only if the Bank holds sufficient gold to acquire the member currencies it may need. An adequate 
holding of gold will enable the Bank to maintain the liquidity it requires for its operations. 
 
Where the Bank participates in loans or makes loans directly it will be necessary to provide the borrower 
the currencies needed for procuring equipment and supplies. If the Bank could lend only in the currencies 
it holds, the borrowers might be restricted to obtaining the goods in the countries whose currencies 
happens to be available, even though more suitable equipment or better prices could be obtained 
elsewhere. 
 
With its holdings of gold, the Bank could acquire the currency of any member country and make or 
participate in approved loans it would otherwise have to refuse. In this way it is possible for the Bank to 
avoid a type of bilateralism in capital transactions which may restrict trade and may involve uneconomical 
use of the borrowed money. Since the Bank is to “impose no condition upon a loan as to the particular 
member country in which the proceeds of the loan must be spent” (IV-7), it must hold some gold 
resources [p. 9] to enable it to implement this policy. This point is discussed more fully in the answer to 
Question 6. 
 
The Bank will also need gold occasionally to compensate capital-goods supplying countries for the adverse 
effects on their balances of payments which may result indirectly from the Bank’s loans. To produce the 
goods required, some countries may have to import additional raw materials. For example, if China 
borrows from the Bank in order to pay for electrical machinery and equipment purchased in the United 
Kingdom, the loan (with the approval of the United Kingdom) would be in sterling, but Britain might need 
additional dollars or Chilean pesos to buy copper. Accordingly the Bank would furnish Great Britain, on 
request (IV-14), with foreign exchange or gold equal to an appropriate portion of the sterling loan. 
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In some instances a borrowing country might find that its need for foreign exchange, other than that 
required to pay for equipment for the loan project, has increased as a consequence of a developmental 
program financed with the aid of the Bank. The construction of an electric power plant would increase 
imports of electrical equipment and machinery that must be paid for with foreign exchange, or the 
construction of a railway would temporarily require the shifting of labor from the production of export 
goods. Although the loan would provide the foreign exchange needed in connection with the project, so 
that the investment program would [p. 10] not directly affect the foreign exchange position of the 
borrowing country, the indirect effects could under some conditions temporarily disturb the borrowing 
country’s balance of payments. Under such circumstances, the Bank may provide part of a loan in gold 
were needed exchange as the circumstances warrant (IV-8-d), as explained in the answer to Question 19. 
 
The Bank must also be in a position to meet promptly its obligations to security holders regardless of the 
currencies in which they are due. Only in this way can the Bank retain the full confidence of private 
investors, which is essential to its successful operation. As a guarantor on loans made to member 
countries through private investment channels, the Bank has a contingent liability which would come into 
force if the borrower defaulted. The Bank has a direct liability to the holders of securities it has issued for 
the purpose of raising funds for its lending operations. The Bank will, of course, have receipts as well as 
payments in the currencies of member countries. The holding of an adequate balance of gold would give 
further assurance that the Bank will always be in a sufficiently liquid position to meet its obligations. 
 
For these reasons, it is necessary to provide the Bank with a balance of gold at the outset and to assure it 
a flow of gold from its operations. The proposed gold subscription will not be a burden to the members 
since it will vary with the members’ holdings of gold and gold convertible exchange (II-4-a) with, [p. 11] 
perhaps, 20 percent as a maximum. The amount of gold payment will, of course, depend on the 
graduated scale adopted by agreement of the members. Assuming a 12.5 percent average, the initial gold 
subscriptions to the Bank would be about $250 million. Aggregate gold subscriptions of this amount 
would be a very small part of the gold holdings of member countries. The Bank will be able to replenish its 
gold balance through the payment by borrowers of interest and principal which must be made in gold or 
currencies acceptable to the Bank (IV-10). 
 
Every effort has been made in the proposal to avoid pressure on the gold and exchange reserves of 
member countries. The provisions for a moderate gold subscription and gold payments are intended 
solely to enable the Bank to perform the important functions for which it is to be established. [p. 12] 
 
 
Question 4 
 
What is the appropriate role of the Bank in the field of international investment? Will the Bank compete 
with private financial institutions? 
 
Reply 
 
The function of the Bank is to aid and encourage international investment through the customary private 
channels. Its appropriate sphere of activity is to assist private investors in meeting the needs of an 
expanding world economy. In the immediate postwar years capital will be urgently required for 
reconversion to peacetime production, for the reconstruction of destroyed areas, and for the 
development of economically backward regions. The revival of international long-term lending on 



 
 

 

-9- 
 

adequate scale is essential to the attainment of a high level of world trade without which wo[r]ld 
prosperity is impossible. 
 
Private investors will be prepared to do some lending after the war. It is doubtful, however, whether 
unaided they will be willing to undertake more than a small part of the total investment required. In view 
of the losses suffered by international investors in some countries in the prewar years, aid and 
encouragement will undoubtedly be necessary if adequate international long-term credits are to be 
provided by private investors. It is this specialized role which the Bank is to play. To the extent necessary, 
it will guarantee private investment abroad and thus encourage lending by private investors through the 
usual investment channels. [p. 13] In some instances, it will lend directly, out of its own resources or by 
participation with private investors. 
 
Procedures will be established to make certain that the Bank does not compete with private investment 
agencies and does not grant loans which can be placed in the private capital market on reasonable terms 
(IV-6). The selection of specific methods to ensure the application of this principle would be left to the 
discretion of the governing board of the Bank. 
 
The work of the Bank will be of great assistance to private investors. A competent committee under its 
auspices will investigate the loan project for which the Bank’s aid is requested. The committee will be 
especially concerned with the productivity of the project and with the anticipated balance of payments 
position of the prospective borrower. Methods will be employed to assure the use of the proceeds of the 
loan only for the approved purposes. The Bank will also make possible the extension of loans over a 
longer period than would otherwise be feasible. The schedule of repayment will thus be better adjusted 
to the character of the project that is financed. These services will be performed in connection with all 
loans guaranteed by the Bank as well as with loans in which it participates. 
 
The Bank’s operation as guarantor, participant, and lender will undoubtedly encourage private investors. 
Its guarantee may well become the mark of a high-grade security appealing to a wide range of investors. 
The Bank’s cooperation will be particularly [p. 14] necessary in the immediate postwar period and private 
investors may be hesitant because of the heavy losses they have suffered on international investment in 
the past and because of the uncertain business conditions which may be expected to prevail for some 
time in the future. The defaults of the past did incalculable harm in generally discouraging international 
investment. The Bank, by reducing and sharing risks and by establishing standards for sound loans, will 
help to restore confidence in international investment. 
 
Although the major part of the Bank’s activities will be concerned with loans, it will also provide 
assistance in the equity capital market. The fact that the foreign loan capital required for project will be 
available through the Bank should considerably facilitate the acquisition of the equity capital which may 
be necessary. Moreover, the Bank will offer active help to equity investment in two ways. It will obtain 
the guarantee of the national government that conversion of earnings on foreign-held equity investments 
into foreign exchange will be permitted. It may also participate in equity investments itself, although its 
aggregate participation in such securities may not exceed a small portion of its paid-in capital (IV-4). [p. 
15] 
 
 
Question 5 
 
What will be the relation of the Bank to postwar relief and rehabilitation organizations? 
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Reply 
 
The Bank will not directly participate in postwar relief operations, in the sense of providing food, 
medicine, clothing and other supplies needed by the stricken populations of Europe and Asia. The direct 
relief task will require special agencies to deal with it. The United Nations Relief and Rehabilitation 
Administration has been established for this purpose, and its activities will probably be supplemented by 
private and public organizations in many countries. 
 
The function of the Bank is to facilitate international investment for productive purposes. The loans it 
guarantees or makes must have favorable prospects of repayment. Without denying the urgency or 
importance of relief and rehabilitation, it is clear that the Bank cannot use its resources for this purpose. 
The Bank is to be a business institution whose resources are to be used to encourage international 
investment under prescribed safeguards in order to provide the necessary assurance to its creditors and 
shareholders. 
 
In the immediate postwar period the Bank will facilitate the provision of capital for the reconstruction of 
war-torn countries. In this way it will aid in restoring their productive equipment and will permit the 
resumption of normal [p. 16] employment for their workers. If adequate capital is available on reasonable 
terms, the total amount of relief expenditure can be greatly reduced and the period during which relief 
operations are necessary greatly shortened. It is to the general advantage that the need for the 
dependence upon relief aid should be terminated as soon as possible and that the normal trade relations 
with the countries of the world should be restored. The Bank can be extremely helpful in bringing about 
conditions under which such trade relations can be resumed. [p. 17] 
 
 
Question 6 
 
Will the Bank restrict member countries in their use of the proceeds of loans guaranteed, participated in, 
or made by the Bank? 
 
Reply 
 
The draft proposal accords member countries the maximum freedom in the use of the proceeds of the 
loans consistent with the objectives of the Bank. Member countries initiate their own projects, borrow in 
whatever capital markets they prefer, and buy the capital goods where they wish. The conditions imposed 
by the Bank in making loans are only those which are essential to protect the Bank against loss and reduce 
unnecessary disturbance to the economic life of member countries. 
 
Each country will be free to direct investments into the type of undertaking which it regards as most 
important to its welfare. The facilities of the Bank will be available for industrial and commercial 
enterprises, as well as for government projects. However, where the borrower is a corporation or a 
municipality, the Bank will require the guarantee of a member government, its central bank or a 
comparable agency. The Bank itself will apply no other tests to a proposed loan than to determine 
whether go be productive and whether it can be repaid. 
 
The borrower may also seek to raise the funds in whatever capital market is most advantageous. It is not 
the function of the Bank to direct loans into one capital market or another or [p. 18] to restrict the capital 
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markets of member countries in which the borrower may obtain funds, but it may not make or guarantee 
loans in any currency without the consent of the country concerned. It will merely aid the borrower by a 
guarantee of the loan when this is necessary to make the loan possible, if the loan satisfies the Bank’s 
requirements. 
 
Finally, the borrower is free to buy needed material and equipment wherever it can procure them at the 
lowest cost or in the most satisfactory form. “The Bank shall impose no condition upon a loan as to the 
particular member country in which the proceeds of the loan must be spent” (IV-7). Where a loan is 
guaranteed by the Bank, the borrower is free to use the borrowed funds in any member country, provided 
the transfer of the funds has the approval of the countries concerned. Where a loan is made by the Bank, 
however, it will provide the borrower with the currencies required to pay for purchases. 
 
While the Bank will provide the loan in the foreign exchange that is needed (IV-8), it would not restrict the 
expenditure of the loan to countries whose currency it has available at the time, since it can obtain other 
member currencies by the sale of gold or foreign exchange (IV-15-c). Moreover, provision is made for 
assistance to the borrowing and lending countries in securing other foreign exchange if needed as a result 
of the loan transaction (IV-8-d, IV-14), as discussed more fully in the answer to Question 19. [p. 19]. 
 
In addition to the careful examination of loan projects submitted, the Bank must make arrangements to 
assure the use of the proceeds of any loan in which it is concerned for the purposes for which the loan 
was approved (IV-1-d). In the case of loans made by the Bank directly, this may be done by making 
payments only to meet drafts covering documented expenditures (IV-9). For guaranteed loans, somewhat 
similar procedures can be devised. 
 
While member countries will be free to borrow and expend the proceeds of loans in any member country, 
the Bank does not limit the control that may be exercised by the lending and capital-supplying countries. 
A loan might affect business conditions in such countries by overexpanding production in boom periods or 
by acting on securities and foreign exchange markets. Through its member on the Bank board, a country 
may veto sales of securities in its market, the transfer of borrowed funds to other countries, or the 
expenditure of loan funds in the opportune times (IV-8-a, 13, 15). These aspects of the problem are 
discussed more fully in the answers to Questions 16, 17, and 19. 
 
A veto of this kind will not be used frequently or arbitrarily, since it will generally result in a reduction in 
exports. A capital-producing country probably will exercise this power only when the loan would have 
clearly undesirable effects on its own economy. In that case the borrower, of course, is free to obtain 
funds and to procure equipment in some other country where conditions are more favorable or where 
increased industrial output [p. 20] is regarded as desirable. Since not all countries are in the same phase 
of the business cycle at all times, this should not be too difficult. In short, the borrower may secure a loan 
in any member country willing to lend and may spend the proceeds of loan in any member country willing 
to sell the capital goods. 
 
The provisions of this proposal are thus definitely designed to prevent the use of the Bank as a device for 
favoring the economic interests of any of its members to the disadvantage of others. It seeks to avoid, as 
far as practicable, bilateralism in capital transactions which is costly to the borrower and tends to restrict 
world trade. The limiting provisions included in the proposal have no other purpose than to safeguard the 
resources of the Bank, to ensure the soundness of international investment, to permit member countries 
to protect their capital and exchange markets, and to prevent excessive investment during periods of 
business expansion. [p. 21] 
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Question 7 
 
How significant will be guarantee of loans be in the operations of the Bank? Under what conditions will 
the Bank offer its guarantee? 
 
Reply 
 
The most important of the Bank’s operations will be to guarantee loans in order that investors may have a 
reasonable assurance of safety in placing their funds abroad. In this way it is expected that the 
international flow of capital in adequate volume will be encouraged. In time, the guarantee operations of 
the Bank should help bring about the re-establishment of a ready market for foreign loans among private 
investors. Under any circumstances, private investors will provide the funds for loans guaranteed by the 
Bank, and such loans will be sold to the investing public through the usual investment channels. 
 
Some countries, especially the larger ones, will probably be able to secure international loans in the 
immediate postwar period without the aid of the Bank. The Bank’s guarantee, however, may be needed in 
other instances. First, the public may not be familiar with the position of the borrower and may be unable 
to determine the quality of the security. This would apply especially to smaller countries, municipalities 
and corporate enterprises. Second, the experience of the past two decades has brought foreign loans into 
disrepute among many [p. 22] investors. Good risks are confused with bad risks in the investor’s general 
impression of the doubtful character of foreign loans. 
 
Certain conditions must be fulfilled before the Bank will facilitate any loan, whether by guarantee, by 
participation, or by direct lending. 
 

 
1. The principal and interest must be fully guaranteed by a member national government (IV-

1-a). That is, when the loan is made to a political subdivision or to a private corporation, 
the national government must guarantee payment in the event of default by the private 
debtor. This guarantee will serve as assurance that the international loan is regarded as in 
the interest of the borrowing country. Where advisable, the central bank or comparable 
agency may be substituted at the guarantor. 

 
2. A competent technical committee of the Bank must submit a report in favor of the loan 

(IV-1-c). This report will be based on an analysis of the proposed project or program and of 
conditions in the borrowing country insofar as they relate to the prospect of servicing the 
loan. Loans will be approved only if they will serve to increase the productivity of the 
borrowing country and if the prospective balance of payments of the borrower is such that 
transfers of payments to foreign creditors seem assured. 

 
3. The Bank’s guarantee will be given only when the borrower could not otherwise obtain 

funds on reasonable terms (IV-1-b), and the Bank will make reasonable terms a 
prerequisite to its guarantee (IV-2-a). The term of the loan must be long enough so that the 
annual charges are appropriate to the purpose for which the loan is made and to the 
prospective balance of payments of the borrowing country (IV-1-e). 
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4. Finally, the Bank is to adopt procedures to see that funds loaned will not be diverted from 
the intended use (IV-1-d). These procedures may include such devices as inspection of 
construction, audit of accounts, or reports to the Bank. [p. 23] 

 
The guarantee of the Bank will give the investor assurance that each loan has been thoroughly 
investigated to determine that it is sound from the point of view of the investor as well the borrower. 
Furthermore, the borrowing country has assumed responsibility for payment of the loan. This is a 
responsibility to all countries with whom it shares membership in the Bank, as well to the lender. Finally, 
the resources of the Bank assure the lender that in case of default the guaranteed part of the loss will be 
met. The larger part of the capital of the Bank is specifically reserved in the form of uncalled subscriptions 
as a surety fund for this purpose. 
 
The guarantee given by the Bank need not be the same for all loans. In some instances the Bank will 
guarantee in full both principal and interest payments. In others the Bank may guarantee principal or 
interest, or guarantee only part of these payments. The extent of the guarantee and the type of 
guarantee given will depend on the circumstances of the case. In general it is intended to give a guarantee 
sufficient to assure that the loan can be made at reasonable rates and on appropriate terms, without, 
however, assuming an unwarranted obligation on the Bank’s part. This problem is further considered in 
the answer to Question 21. 
 
Since the Bank is to be compensated for its risk in guaranteeing loans (IV-2-b), the fee paid by the 
borrower will depend on [p. 24] the type of guarantee. Thus the fee might be a single payment made at 
the time the loan is floated, varying with the size of the loan, its term, the extent of the guarantee, the 
credit of the borrower and other relevant conditions. Alternatively, the fee might be made an annual 
charge payable at the interest dates. This fee could be based on the principal of the loan outstanding and 
so would decrease as the loan is amortized. The precise methods by which the Bank is to be paid for its 
risk must be left to the discretion of its governing board[,] who can adjust terms to fit the circumstances 
of the particular loan. [p. 25] 
 
 
Question 8 
 
Why is a substantial portion of the subscribed capital reserved in the form of unpaid subscriptions as a 
surety fund for the securities guaranteed or issued by the Bank? 
 
Reply 
 
The guarantee operations of the Bank are intended to give assurance to private investors by reducing and 
sharing their risks. The Bank must also be in a position to borrow some private funds for the loans it 
makes or in which it participates with the public. In order to perform these functions satisfactorily, the 
institution must have large resources relative to its liabilities and it must be able at all times to meet its 
obligations as a guarantor and issuer of securities. Although a part of the subscribed capital of the Bank 
will be needed for current operations, a substantial portion will be required exclusively as a reserve that 
provides additional protection to private investors. 
 
The ability of the Bank to engage in current operations will depend in large part on its assets[,] consisting 
principally of member currencies, gold, and the securities in its portfolio. The attitude of the public to the 
Bank’s guarantee and to the Bank’s securities, however, will depend not merely on the resources it has in 
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hand but even more on the resources it can call in as needed. As explained previously in the answer to 
Question 2, the unpaid portion of the capital subscription will be a surety fund that can be called for 
payment when funds [p. 26] are needed by the Bank to meet its obligations on the securities it has 
guaranteed or issued (II-5). 
 
Since the capital shares are nonassessable (II-2), such a reserve can be most conveniently held in the form 
of unpaid subscriptions, for in this way it is possible to make stockholders subject to call in case of 
emergency without increasing their total commitments. The shares are limited in liability in order that the 
maximum contribution of participating countries may be clear and definite at the outset. It would be 
possible to require full payment of subscriptions and then to employ part of the paid-up capital as a 
surety fund. To do so, however, would burden member nations without purpose, since the funds would 
be immobilized except under unusual circumstances. Under the present provision, it should be noted, the 
Bank will be provided with this reserve at no current cost to the participating governments. 
 
The unpaid capital held in reserve as a surety fund will provide assurance to the persons and institutions 
which have invested in the Bank’s bond issues or in those which it has guaranteed. It will strengthen the 
Bank’s position and increase its ability to assume obligations by the guarantee of securities at a very 
moderate cost. The surety fund will give confidence to private investors and will make it possible for the 
Bank to raise funds from the public for its operations. Thus, the Bank should be able to carry on its 
operations successfully with a much smaller working capital than would be necessary [p. 27] if a surety 
funds were not reserved to meet the direct and contingent obligations of the Bank. [p. 28] 
 
 
Question 9 
 
To what extent is expected that the Bank will participate in loans placed through the usual investment 
channels? What disposition will be made of securities acquired by the Bank through participation? 
 
Reply 
 
The Bank would not participate in the lending activities of private investors merely for the purpose of 
investing its liquid assets. It would participate only when and to the extent that its participation is 
required to place a loan in the private capital market, the largest possible part of every loan being made 
by the investing public. The principle laid down in the draft proposal, that the Bank will lend only when 
the borrower is unable to secure the funds from private sources, holds equally for the Bank’s participation 
in loans made by private investors (IV-1-b). 
 
The Bank’s participation in loans is likely to be most important in connection with very large ventures. The 
ability of private investment agencies to secure the participation of the Bank should enable them to 
finance larger projects than might otherwise be feasible. The immediate postwar years will see the 
reconstruction of vast areas devastated by war and the need for financing of such projects by relatively 
large loans. In some instances the security markets might be unable to absorb an entire issue and might 
find it helpful to have the participation of the Bank. [p. 29] 
 
In addition to its services in connection with large ventures, the Bank will also participate in loans when 
the market is not able to absorb a new security issue in its entirety. This need may arise when credits are 
extended to a country, or for a project, not sufficiently familiar to the general public to have more than a 
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narrow appeal. Furthermore, if there should be only limited demand for a security, participation by the 
Bank may lend some of the Bank’s prestige to the issue and thus increase its marketability. 
 
It is also reasonable to expect considerable demand from the investment market for the Bank’s 
participation and for its own securities and periods of depressed business conditions, both for the funds 
which can be obtained and for the prestige of associating issues with the Bank. Although private investors 
are less likely to undertake specific foreign investments at such times, they will probably lend to the Bank 
because of its position as an intergovernmental institution and because of the opportunity which its 
securities will offer for diversified foreign investment. As a result the Bank will be able to tap private loan 
funds, making them available to foreign borrowers through direct loans and participation. 
 
The Bank may participate only when all the conditions required for direct lending or guarantees are met. 
These comprise the national government guarantee of interest and principal, an investigation into the 
productivity of the proposed development, and reasonable terms, including a schedule of repayment, 
adjusted to the life and [p. 30] character of the project (IV-3). The Bank’s participation will be indicative to 
the investing public that these conditions have been satisfied and that the loan is made with the aid and 
approval of the Bank. The Bank may participate in loans with or without guaranteeing the securities 
involved. If it should participate without guaranteeing the loan, the rate of interest paid to private 
investors would of course, be higher than if the loan were guaranteed by the Bank (IV-3). 
 
The securities acquired through participation the road tamed in the main portfolio only so long as they 
cannot be readily marketed. Since the Bank is not to be an institution primarily interested in investing its 
own funds, it will have no reason to hold the securities. They’ll be disposed of to the customer channels 
whenever private investors or investing institutions are ready to absorb additional parts of the issue. It is 
reasonable to assume that many securities, which for various reasons may not be immediately 
marketable, will become so in time. Furthermore, in order to facilitate the placing such securities, the 
Bank may guarantee them (IV-5). By disposing of securities obtained through participation as rapidly as 
possible, the Bank will be filling its primary goal of facilitating private international investment for 
productive purposes. [p. 31] 
 
 
Question 10 
 
To what extent will the Bank engage in direct lending? Will the Bank continue to hold the securities 
resulting from its lending operations? 
 
Reply 
 
The extent of the Bank’s direct lending operations will depend on the ability and willingness of private 
investors to provide the capital needed for international investment. The Bank is not to compete with 
private investors (IV-6, IV-1-b) and it will make direct loans only when the private investment market 
cannot supply funds on reasonable terms even with the Bank’s guarantee of the loans. 
 
The Bank will find it necessary to make some direct loans[,] particularly in periods of depression, when the 
private capital market is likely to reduce the volume of all investments, and foreign investments 
especially. Since loans can be most beneficial to both borrowers and lenders in slack times, the Bank can 
perform a very valuable function in maintaining international investment in such periods, as explained in 
the answer to Question 17. The Bank’s guarantee may induce more private investment abroad in periods 



 
 

 

-16- 
 

of recession than has been characteristic of the past, so that the Bank may not be called upon to take 
many large loans directly. It will be available, however, to supplement private sources when they are not 
in a position to make desirable loans. 
 
Doubtless some loans will be made by the Bank even in prosperous [p. 32] times. Investment bankers may 
not be interested in some small loans, for which the cost of underwriting and selling is too great in 
proportion to expected return. They may also be less interested in loans to small countries or small 
corporations abroad, whose securities would be more difficult to sell to their customers. Loans of this 
sort, however, may be entirely safe and extremely important for the country concerned, since they 
contribute to the development of its economy. By making such loans the Bank can perform an important 
function that would otherwise be neglected. 
 
When the Bank lends directly it will receive the bonds or other obligations of the borrower, which it may 
hold in its portfolio or sell as circumstances permit. Its own funds will, therefore, be invested in direct 
loans for varying periods, depending upon the type of project, the credit position of the borrower, and the 
state of the capital market. If a loan is made at a time when securities can be readily sold in the market, 
the Bank may be able to sell the bonds from its portfolio rather quickly. When market conditions are 
unfavorable, the securities will have to be held for longer periods. Although this would not be the policy 
of the Bank, it may be compelled to hold some securities to maturity. 
 
Sooner or later the Bank should be able to sell the larger part of its portfolio investments to private 
lenders on reasonable terms. Its procedure would be roughly analogous to that of the [U.S.] 
Reconstruction Finance Corporation, which took the bonds and notes of local authorities [p. 33] and held 
them until the market situation had improved sufficiently for private investors to absorb the securities. 
This method not only provided funds needed for important local public works, which could otherwise not 
have been secured on the market, but also yielded the Reconstruction Finance Corporation a fair return 
on its investment. In the case of the Bank, the marketing of the securities can be facilitated by 
guaranteeing the issue at the time of sale. 
 
As an alternative to this sale of the obligations of the borrower, the Bank may issue its own securities (IV-
15) and sell them to private investors, using the proceeds to make loans to member countries and holding 
the borrowers’ obligations. In this way the Bank can consolidate a number of relatively small loans into a 
single marketable issue. Moreover, the Bank’s direct obligations may be viewed more favorably by 
investors than the bonds of borrowers in some member countries, even though guaranteed by the Bank. 
The policy of the Bank would be to secure from private investors the greater part of the funds it lends 
directly. The Bank’s own securities would, of course, be sold to the usual investment channels. [p. 34] 
 
 
Question 11 
 
Will it be possible to utilize the facilities of the Bank to meet needs for local funds by securing an 
international loan and converting the proceeds into local currency? 
 
Reply 
 
Borrowers through or from the Bank will not be able to use its facilities to raise local funds except under 
special circumstances. In general, the Bank is not intended to provide funds for expenditure within the 



 
 

 

-17- 
 

borrowing country, even in the case of projects for which the foreign exchange needs are financed largely 
by the Bank (IV-8-b). 
 
The Bank will not compete with the capital markets or commercial banks of the member countries in 
providing local funds for investment. In its lending operations it will provide an amount sufficient only for 
the necessary foreign purchases in the specific currencies required (IV-8-a). It will be further safeguarded 
by the regulations governing the use of proceeds of loans (IV-9). 
 
As a rule, a borrower should obtain local funds needed for an investment project from its own capital 
markets and should not depend on foreign loans to meet the need for local funds. It is generally a grave 
error to burden the balance of payments of the country with the servicing of a foreign loan when the 
needed capital can be raised at home. The facilities of the Bank should not be used for local [p. 35] 
financing, although indirectly the availability of international credits will help a borrower in securing 
supplementary local funds. In the case of a project undertaken by private enterprise, the funds will 
probably be obtainable from the sale of shares or bonds within the borrowing country. The raising of local 
capital by a government or a private business concern will be facilitated by the knowledge that the Bank 
will provide the foreign exchange required in connection with the project. 
 
There will be occasions, however, when the Bank will find it desirable to make part of the loan in local 
currency. It will be prepared to do so when it finds that the domestic expenditures needed cannot be 
financed at home (IV-8-c). Such a situation may arise when the amount to be spent locally is relatively 
large and facilities for borrowing from private investors or from banks are underdeveloped. Of course, 
where a developmental project will temporarily disturb the balance of payments position of a country, 
the Bank will provide for the foreign-exchange needs which are an indirect result of the investment even 
though local expenditures bring about this temporarily disequilibrium. Satisfying these requirements, 
however, will not generally entail the provision of foreign exchange to meet needs for local funds [p. 36] 
 
In the exceptional circumstances where the Bank decides that it is necessary to provide some of the local 
funds in connection with the developmental project, it would not in fact be necessary ordinarily to 
convert foreign exchange into local currency. This is certainly true of loans made directly by the Bank. The 
foreign-exchange markets would not be affected when the Bank makes part of a loan in local funds, for 
the Bank would lend that portion to the borrower out of local funds held by the Bank (IV-8-c). Under any 
circumstances, if exchange transactions become necessary in connection with loans through or by the 
Bank, they can be undertaken only with the approval of the countries concerned (IV-15-c). A fuller 
discussion of this point will be found in the answer to Question 19. [p. 37] 
 
 
Question 12 
 
What assurance is there that international lending will be on a sounder basis because the operations of 
the Bank? 
 
Reply 
 
The operations of the Bank may be expected to have a wholesome effect on international investment by 
restoring the confidence of private investors in foreign securities. Although the Bank would not prevent 
loans being granted on any basis agreeable to the parties concerned, the operations of the Bank would, 
nevertheless, tend to improve the quality of foreign loans. 
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It is reasonable to assume that the standards established by the Bank for its own lending activities will, 
over a period of time, have an effect on the attitude of private investors. These standards will focus 
attention on the importance both of the productivity of the project being financed and of a prospective 
balance of payments in the following country favorable to servicing the loan. Emphasis will also be placed 
on a schedule of repayment appropriate to the life and character of the project. The written report of a 
competent technical committee, having no vested interest either as lender, borrower or intermediary, 
required by the Bank prior to the approval of loans, will help to assure the fulfilling of these conditions 
established for the protection of the investor. [p. 38] 
 
The revival of international investment in amounts commensurate to the task depends upon the 
restoration of the confidence of private investors in foreign issues. It is unfortunate that in this country 
[the United States] private investors have failed to discriminate sufficiently in the past between good and 
bad risks. The substantial losses which they suffered undoubtedly affected adversely international lending 
as a whole. The example of loans properly safeguarded should encourage private capital to go into 
international investment after the war. 
 
The emphasis placed by the Bank upon the importance of reasonable conditions for international 
investment should also contribute to greater security on international loans. Too often loans bearing very 
high interest rates and short terms of repayment resulted in severe losses to investors. Such loans carried 
a deceptive compensation for risk, since the terms on which they were granted made repayment difficult. 
To this must be added the feeling of some borrowers that the terms were too onerous to meet. 
International investment can be maintained at a high level only if defaults are minimized. The Bank has 
the duty to protect both the borrower and the lender by stressing the necessity of high standards and 
reasonable terms on foreign security. International investment can be maintained only when lenders and 
borrowers secure advantages from international investment. [p. 39] 
 
Moreover, as discussed in the answer to Question 13, the Bank will have an overall picture of the loans 
contracted by a borrowing country[,] which will be useful in discouraging excessive extensions of credit. 
Loans made with the Bank’s assistance will also be safeguarded against default because of the strong 
moral obligation to fulfill commitments to the Bank and because of the economic consequences to 
defaulting countries. For further discussion see Question 15. 
 
Finally, the Bank may be able to coordinate its lending policies to prevent large fluctuations in 
international investment. It will undoubtedly be able to effect a net increase in foreign investment during 
periods of depression, and it may also be instrumental in preventing excessive expansion resulting from 
international loans in a country experiencing a boom. The problem is considered in greater detail in the 
answer to Question 17. [p. 40] 
 
 
Question 13 
 
Will the Bank be able to prevent the excessive extension of credit to member countries? 
 
Reply 
 
One of the difficulties in connection with international investment in the past is been a tendency to 
extend excessive credit to some borrowing countries. No satisfactory quantitative test can be set to 
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sermon whether an excess amount of credit is extended to the borrowing country. The practical test must 
be this simple objective one: Can a borrowing country, including its political subdivisions and business 
enterprises, meet the servicing requirements of their foreign obligations even in periods of business 
recession? If they can, the conclusion must be that credit has not been overextended. 
 
A number of provisions in the tentative proposal are designed to assure that on loans made through or by 
the Bank[,] interest requirements and repayments of principal will be met. The underlying purpose of the 
safeguards is to protect the investor from making excessive loans and the borrower from undertaking 
excessive obligations. It is to the interest of both borrowers and lenders that aggregate international 
investment be maintained on a remunerative basis to induce private investors to continue to provide 
adequate supply of funds for productive projects in borrowing countries. [p. 41] 
 
The default of a foreign loan may come about because the borrower cannot obtain the local funds 
required for the debt service or because it is unable to arrange the transfer to the external creditor. To 
avoid these difficulties, the tentative proposal provides that no loan may be guaranteed, participated in, 
or made by the Bank unless a competent technical committee has made a careful study of the merits of 
the project or the program and concludes, in a written report, that a loan would serve to raise the 
productivity of the borrowing country and that the prospects are favorable to the servicing of the loan (IV-
1-c). Emphasis is placed on the productivity of a loan, for it is the basic safeguard that a loan will provide 
the local funds or the foreign exchange required to service the debt. 
 
It should be noted that one requirement on loans made through or by the Bank is that the national 
government, central bank or comparable agency must fully guarantee the payment of interest on loans to 
political subdivisions or business enterprises in the country (IV-1-a). One purpose of this provision is to 
secure the definite commitment of the national government to the transfer of funds for servicing the 
loan. A specific requirement to this effect is made in connection with equity securities that are placed 
with the aid of the Bank (IV-4). 
 
If a loan is productive, the nation’s capacity to produce will be increased and its capacity to develop a 
balance of payments [p. 42] surplus may also increase. Loans made for the development of the export 
industries directly will be most effective in this connection. Similarly, loans which diversify the commodity 
exports of a country may be expected to reduce the danger of adverse market conditions which 
sometimes burdened the single-crop exporting countries in the prewar world. It is not all essential, of 
course, for a loan to be directly related to foreign trade, provided it is productive and the prospective 
balance of payments position of the country is favorable to the servicing of the loan. 
 
No simple criterion are can be used in determining whether the balance of payments position of the 
country will be favorable to the servicing of foreign debt. There have been countries, such as the United 
States, which for long periods were borrowers abroad with a persistently adverse balance of payments on 
current account, although in part this adverse current balance was a reflection of their position as 
borrowers for investment purposes. In considering the capacity of the country to service foreign 
investment, the prospective balance of payments is more significant than the present balance of 
payments. Countries with a relatively large and growing export trade may be regarded as in a favorable 
position to service the foreign debt, even for the time being they shown an adverse balance on current 
account. In some borrowing countries tourist trade and other invisible items7 will be an important source 

                                                           
7 Services and unilateral transfers, as contrasted with “visible” trade in goods. 
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of foreign exchange [p. 43] and should be considered along with exports [of goods] in determining the 
prospects for servicing foreign investments. 
 
In considering the prospective balance of payments of a borrowing country, emphasis should be placed 
on aggregate foreign exchange receipts rather than on its net balance of payments. So long as the country 
has a flow of foreign exchange it can meet its contractual obligations, although at times this might 
necessitate a reduction in its imports. Where a country’s imports do not consistent predominantly of food 
and raw materials, a reduction in imports relative to its exports can be brought about through changes in 
the consumption pattern of the country. However, even in such a case there is some limit to the extent to 
which imports can be reduced in an emergency, and for this reason annual foreign requirements for debt 
servicing should not become too large as compared with gross foreign-exchange receipts. 
 
The technical committee of the Bank would undoubtedly take all such factors into consideration in 
determining whether the prospects are favorable to the servicing of a loan guaranteed, participated in, or 
made by the Bank. Obviously estimates of such matters must remain judgments made in the light of a 
continuously changing world economy. The judgments of the Bank directors, however, based as they will 
be on the careful consideration of all the relevant economic growth factors, are likely to be better than 
has been characteristic of judgments on the [p. 44] soundness of investments in the past. When 
unpredictable circumstances make it impossible for a country to meet its foreign obligations for short 
periods, the Bank may accept local currency for periods of three years (IV-10-c). 
 
Careful investigation along the lines suggested above should help prevent the extension of unduly large 
credits to member countries by or through the Bank. Undoubtedly, the action of the Bank will affect the 
attitude of private investors. When the Bank limits its loans to a particular country or refuses to guarantee 
further issues, it is likely that private investors will be less ready to lend to that country. In the case of 
member countries which do not require assistance from the Bank, the Bank will probably have no control 
over the amount of their borrowing or the purpose for which the credits are used. These, however, will be 
the countries whose loan records in the past indicate care in not overextending their obligations. [p. 45] 
 
 
Question 14 
 
What reason is there to make and facilitate loans which private investors are not prepared otherwise to 
make? 
 
Reply 
 
There are occasions when the Bank may properly facilitate loans to borrowers even though private 
investors would be unwilling to invest in such loans without the guarantee of the Bank. It is quite 
apparent from the experience of the 1920s that private investors are not always right in their evaluation 
of foreign loans. Just as at times they made bad loans, so at other times they have refused to make sound 
loans. Lack of knowledge may make proper evaluation of foreign securities difficult for private investors. 
The Bank[,] on the other hand, will have more complete knowledge of foreign investments and adequate 
facilities for the investigation of every loan placed with its assistance. 
 
There is, furthermore, no reason to assume that the legitimate need for capital will always be met in full 
by private investors. The fact that funds are not available at a given time cannot be interpreted as 
evidence that the private capital market is unwilling to lend because the securities are poor risks. General 
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market conditions, rather than the soundness of specific securities, are often the predominant factor in 
determining the volume of lending. Investors have loaned freely in boom years without regard to the 
merits of the investment prospects of [p. 46] repayment. They have been reluctant to lend in periods of 
depression even to borrowers of high standing. The great variation in the volume of foreign investment is 
evidence of the importance of factors not related to the merits of individual projects requiring capital. 
 
Changes of considerable amplitude in the volume of foreign lending occurred even during the prosperous 
years of the 1920s. For example, gross long-term foreign lending in the United States rose from $1.2 
billion in 1925 to $2.1 billion in 1928. A major decline occurred during the period of depression when 
gross long-term foreign lending fell to less than $300 million in 1932. It be noted that during this period of 
depression, net foreign investment was actually negative because of the repatriation of American capital 
and the flight of foreign capital to this country. 
 
The sharp decline in foreign investment during the 1930s is not an indication of the absence of 
opportunities for long-term productive investment. It is evidence, however, of the fact that at certain 
times private investors cannot be expected to lend abroad. In such periods even the best borrowers must 
go begging. If the legitimate needs of countries for capital imports are to be met regularly and with good 
prospects of repayment, an international institution capable of aiding and supplementing private 
investors is necessary. [p. 47] 
 
It is a mistake to think of countries simply as good or bad risks for international loans. Every country is a 
sound risk for loans in limited amounts for productive purposes. While private investors cannot assure 
themselves that the loans they make, though sound at the time, will not be impaired by excessive 
borrowing at a later time, the Bank is in a position to prevent such a development. It can keep the amount 
of loans made through or by the Bank at a conservative level, and make certain that such loans are used 
exclusively for productive purposes. Furthermore, as explained in the answer to Question 15, an 
international agency is in an especially favorable position for seeing that obligations on loans made 
through or by it are met by the borrowing countries. [p. 48] 
 
 
Question 15 
 
Why is an international agency necessary to encourage and facilitate the provision of long-term credits for 
international investment? 
 
Reply 
 
There seems to be wide agreement that encouragement and aid is necessary if an adequate volume of 
international investment is to be maintained after the war. There has been some question whether an 
international agency is best suited for this purpose. 
 
The provision of long-term international credit affects every aspect of international economic relations. 
Unless an adequate supply of capital for international investment is available, it will be difficult to 
maintain the balanced growth of international trade. International investment facilitates the maintenance 
of equilibrium in the balance of payments and thus helps to stabilize exchange rates. Furthermore, 
worldwide fluctuations in business conditions are to a considerable extent the result of large fluctuations 
in international investment. An international problem, so broad in scope and with such wide 
ramifications, can best be handled through an international agency such as the proposed Bank. 
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International investment is not confined to any one country. The large industrial countries of Europe as 
well as the United States have played an important role in the provision of capital for international 
investment. No doubt, as the result of the [p. 49] war other countries, such as Canada, will for the first 
time become important sources of capital for international investment. The resources available for 
encouraging international investment can be most effectively used through an international agency 
embracing all countries. 
 
The risks of holders of securities guaranteed or issued by an international agency are shared by all of the 
participating countries. The creditors on securities issued through or by the Bank would in a real sense 
include all of the participating countries or guarantors of securities through their subscription to the Bank. 
The default on such securities becomes default on a general international obligation to many countries 
and the measures that may be applied to the defaulters would be applied by all member countries. 
 
If national agencies should be established generally for the purpose of encouraging international 
investment it is doubtful whether countries could altogether escape use of their lending agencies for the 
purpose of furthering national political interests. The extension of credit to a particular country becomes 
a political matter to be settled by negotiation between the borrowing country and the lending country. 
Even if such political considerations could be kept to a minimum, it is doubtful whether national agencies 
would [p. 50] be as helpful as an international agency in developing international trade and removing the 
restrictive bilateralism that grew up in the decade before the war. 
 
The provisions of the Bank proposal are designed to safeguard the national interests of member 
countries. No loan can be made nor can any securities be sold by the Bank in a member country without 
its approval. No exchange transactions can be undertaken in the currency of a member country without 
its approval. These provisions are intended to make sure, as explained in the answers to Questions 16 and 
17, that the operations of the Bank do not adversely affect the capital, money and exchange markets, or 
business conditions in member countries. The determination of policy on these matters is completely 
reserved to each member country. 
 
An international agency working in cooperation with the national authorities can be most effective in 
encouraging private investors to resume international investment and provide adequate capital for 
productive purposes. The operations of such an agency can do much to contribute to a higher level of 
world trade, a greater degree of stability in exchange rates, and fuller employment in all member 
countries. [p. 51] 
 
 
Question 16 
 
How will it be possible to prevent the operations of the Bank from having an adverse effect on the 
security markets and money markets of member countries? 
 
Reply 
 
The provisions of the proposed Bank are designed to prevent disturbances in the security markets of 
member countries as a result of its operations. Each member country has a safeguard against undesirable 
action in requirement that securities may be sold in its markets only with the consent of its 
representatives on the Bank board (IV-15-a). 
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In its operations the Bank proposes to utilize as fully as possible the facilities of the investment markets. It 
is expected that its main function will be to guarantee securities representing productive loans made in 
the usual way by private investors to member countries, their political subdivisions or business 
enterprises. As explained in the answer to Question 10, even when the Bank lends directly to borrowers in 
member countries, it will receive the borrowers’ obligations and hold them for subsequent sale through 
the usual investment channels when market conditions permit. If the Bank issues its own obligations to 
secure funds, it will also dispose of them through the investment market. 
 
Because the Bank’s operations are intended to assure the provision of investment funds directly or 
indirectly through the [p. 52] capital market, it is essential that the operations of the Bank should not have 
disturbing effects on the security markets. The Bank itself will undoubtedly be concerned to see that the 
foreign loans it facilitates do not deprive domestic borrowers of the funds they need for domestic 
investment. In the last analysis, however, dependence must be placed on the member country to inform 
the Bank when its operations have an undesirable effect on the capital market. In accordance with IV-15-a 
and other provisions, member countries can prevent the sale on their markets of securities originating 
from the Bank’s operations. 
 
It is conceivable, too, that the operations of the Bank could affect the money markets of member 
countries. This would be particularly true of the direct loans of the Bank, if the Bank’s holdings of member 
currency were kept as a deposit with the central bank. Under such circumstances, the expenditure of a 
loan made or participated in by the Bank would result in an increase in the reserves of the commercial 
banks. Similarly, the payment of interest or principal on securities held in the Bank’s portfolio would tend 
to decrease the reserves of the commercial banks. 
 
There is still another way in which the operations of the Bank could affect the money markets of member 
countries. If the securities guaranteed by the Bank or issued by the Bank were bought or sold in any 
considerable volume by commercial banks [p. 53] it would, of course, increase or decrease the volume of 
deposits and affect inversely the volume of excess reserves. Under such circumstances, the availability of 
bank funds for domestic borrowers would depend in part upon the attitude of commercial banks toward 
securities guaranteed or issued by the Bank. 
 
Obviously, every effort should be made by the maintenance operations to avoid any direct effect on the 
money markets of member countries. Monetary policy must remain wholly within the control of the 
national monetary authorities. The Bank can minimize the effects of its operations on the money markets 
by predominant use of guaranteed loans rather than direct loans out of its own funds. The Bank would, of 
course, cooperate with the central bank and the monetary authorities of the member countries so that its 
operations would not offset measures intended to make the monetary policy of the country effective. 
Under any circumstances, it is within the power of the member country to prevent the Bank from 
guaranteeing, participating in or making any loan in its currency without its consent (IV-13). [p. 54] 
 
 
Question 17 
 
How will it be possible to prevent the operations of the Bank from intensifying the effects of excessive 
investment in boom times and deficient investment during depression? 
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Reply 
 
The operations of the Bank in facilitating international investment are certain to affect business 
conditions in the borrowing and lending and, indirectly and to a lesser extent, in other countries. It is 
important, therefore, that the operations of the Bank should not be of a character tending to accentuate 
the forces of expansion during boom or the forces of contraction during depression. On the other hand, 
the Bank can aid considerably in stimulating production in periods of business depression and it can 
cooperate with central banks and governments in their attempts to check excessive expansion in periods 
of business prosperity. 
 
The expenditure of the proceeds of international loans, whether made by private investors or by the 
Bank, will affect production in the country receiving the loan as well as in the country supplying capital 
goods. An international loan for the purpose of acquiring capital equipment abroad will generally tend to 
encourage domestic expansion. The investment project for which the foreign loan is made is certain to 
involve in part domestic outlays for labor and local materials, even if much or all of the essential 
equipment comes from abroad. The effect will be to increase the income and expenditure of domestic 
labor and so contribute to industrial expansion. [p. 55] 
 
The loan will also stimulate an expansion of production in the countries supplying the capital goods. The 
production of new capital equipment will require additional labor and raw materials. The increased 
employment in heavy industry will in turn increase demand for consumer goods. The effect of 
international investment on business conditions is particularly important since the heavy industries are 
subject to rather extreme fluctuations in the demand for their products. 
 
The effects of foreign investment are obviously not entirely confined to the borrowing and lending 
countries. The higher level of employment and income resulting from such investment necessitates 
increased imports of raw materials for production of finished goods for consumption. The aggregate 
volume of foreign trade is increased and all countries engaged in foreign trade feel the indirect effects of 
international investment. 
 
Because of its importance, it is desirable to prevent excessive fluctuations the aggregate volume of 
international investment. It would be most unfortunate if the operations of the Bank were to result in 
excessive international investment during a period of worldwide prosperity and a sharp contraction of 
international investment during a period of worldwide depression. Large fluctuations in international 
investment in the 1920s and 1930s undoubtedly contributed to the sharp decline in international trade 
and to the severity of the depression in the 1930s. 
 
The problem of maintaining international investment at an [p. 56] appropriate level is not only concerned 
with the aggregate amount of international investment but also with its distribution among member 
countries. The great industrial countries, which are the principal source of funds for foreign investment 
and the principal producers of capital goods, are themselves subject to booms and depressions of large 
amplitude related to fluctuations in the volume of domestic investment. The operations of the Bank must 
be coordinated with business conditions in such countries. For obvious reasons, domestic investment 
must be given precedence. 
 
The international character of the Bank is particularly important in relation to the maintenance of 
adequate but not excessive international investment through the course of the business cycle. Business is 
not always in the same phase of the cycle in all countries. The Bank can avoid accentuating a boom in a 



 
 

 

-25- 
 

capital-producing country by facilitating loans in other countries with available labor and unused 
industrial capacity. Moreover, by encouraging international investment at the beginning of a recession the 
Bank may aid in avoiding a more serious breakdown, which would have worldwide repercussions. 
 
The Bank itself will undoubtedly take into consideration business conditions in the lending and borrowing 
countries when passing upon applications for loans to be guaranteed or to be made by the Bank. The 
primary dependence on private investors for loanable funds will to some extent tend to check excessive 
investment in periods of expansion, for at such times interest rates will tend to be [p. 57] relatively high. 
However, complete reliance cannot be placed in such checks, as previous experience has proved. The 
Bank should determine its policy on international lending with reference to worldwide business 
conditions. It should maintain the closest cooperation with the central banks and the monetary 
authorities of member countries. Ultimate responsibility to ensure that international investment does not 
induce excessive expansion in a member country must depend on its own monetary authorities. Under 
the provisions of the proposal the Bank must give due regard to the effect of a loan on business and 
financial conditions in the country in which the loan is to be spent and must obtain the consent of the 
country affected (IV-13). [p. 58] 
 
 
Question 18 
 
What will be the relationship between the proposed Bank and the International Monetary Fund? 
 
Reply 
 
The Bank and the International Monetary Fund are both needed to help solve the international monetary 
and financial problems that will confront the world in the period after the war. While the two agencies 
will cooperate with each other in many ways, each has distinct functions of its own to perform. The Fund 
has been specifically designed to promote currency stability, whereas the Bank is intended to facilitate 
international investment for productive purposes. 
 
The establishment of the Bank would simplify the task of the International Monetary Fund, and the 
successful operation of the Fund would enhance the effectiveness of the Bank. The existence of one, 
however, is not essential to the other. Each could stand and function alone; together, they could make a 
more significant contribution to the development of world prosperity. It is hoped that all the United and 
Associated Nations will participate in both organizations. 
 
Although each agency could exist alone, the establishment of the Bank and the Fund would be helpful to 
both institutions, and would facilitate their successful operation in the immediate postwar period and the 
years thereafter. The loans made with the assistance of the Bank will expand the volume of foreign trade 
and thus improve the opportunity for all countries to maintain a balanced position in [p. 59] their 
international accounts. The extension of long-term credits will be less variable, as explained in the answer 
to Question 17, and the existence of the Bank should help prevent the reappearance of the large unstable 
short-term indebtedness which was in part a result of an unwillingness to invest at long-term, as 
explained in the answer to Question 19. The Fund, in turn, will decrease the risk of foreign investment by 
minimizing disorderly fluctuations in exchange rates which have discouraged long-term foreign loans. It 
will help to eliminate foreign exchange restrictions which, by the preventing the withdrawal of income 
earned on investments, have seriously deterred international lending. 
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In the course of carrying on their separate activities the Bank and the Fund will cooperate and consult 
each other on matters of joint interest. The Bank may find it necessary on occasion to buy or sell foreign 
exchange as part of its operations. It will undertake such transactions after consultation with the 
International Monetary Fund and only with the approval of the countries concerned (IV-15-c). 
Furthermore, in so far as the Bank converts gold into member currencies needed for its operations, it may 
choose to do so through the Fund. 
 
It is clear that the two major financial problems of the postwar period are closely interrelated. Currency 
stabilization cannot be completely separated from the provision of long-term international credit. The 
two institutions designed to deal with these problems will find that cooperation between them is 
essential. Together, they can help to provide a sound financial foundation for a prosperous world 
economy. [p. 60] 
 
 
Question 19 
 
Will the Bank’s operations facilitate the maintenance of equilibrium in the balance of payments and thus 
help stabilize exchange rates? 
 
Reply 
 
The operations of the Bank will generally contribute to the maintenance of equilibrium in the balance of 
payments of both lending and borrowing countries. 
 
Short-run equilibrium in the borrowing country is facilitated because international loans enable it to 
purchase capital goods on credit, where it might otherwise be compelled to employ an excessive part of 
its gold and foreign exchange resources to pay for such imports. International investment helps prevent 
the development of pressures on the exchanges that might necessitate exchange control and similar 
restrictive measures designed to force a balance in a country’s international accounts or an undesirable 
alteration in exchange rates to offset a temporary disequilibrium. 
 
Long-run equilibrium in a borrowing country’s international accounts is facilitated by investments that 
increase its productivity and capacity to export relative to its import needs. For example, international 
investment for the development of the iron ore deposits of Brazil or the petroleum resources of both 
Venezuela and Colombia will increase the exports of these countries, with the proceeds available for both 
debt servicing and additional imports. [p. 61] One of the most difficult problems of some debtor countries 
has been the great fluctuation of foreign exchange receipts resulting from excessive dependence on one 
crop. Loans which would diversify their output and their exports would clearly be helpful in maintaining a 
greater degree of equilibrium in their balance of payments. 
 
Foreign loans extended for the purchase of capital equipment will help restore equilibrium in the balance 
of payments of a country whose current accounts are already favorable. Some exports of capital 
equipment that would otherwise have been paid for by an inflow of gold or the accumulation of balances 
abroad would be paid for with the proceeds of the loan. Furthermore, foreign investment by a country 
with a favorable balance of payments will increase exports, production, and income at home, and bring 
about an increase in imports of raw materials and consumption goods[,] which will contribute further to 
the balancing of its current international accounts. In the long run, the maintenance of equilibrium in the 
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balance of payments of the capital-exporting country must depend on the adjustments in reciprocal 
demands that grow out of the development of the productive resources of the borrowing countries. 
 
Where a loan is made in one country and expended in others, the transaction could be disturbing to the 
foreign exchanges if the favorable balance on current account of the lending country were less than its 
new foreign investment. The draft proposal safeguards against such a development by providing that the 
Bank must take into consideration the effect of a loan on financial conditions [p. 62] in the lending 
country and must obtain the consent of the country concerned (IV-13). Furthermore, the Bank may not 
buy or sell foreign exchange except with the approval of countries concerned (IV-15-c). 
 
Countries not directly concerned as borrowers or lenders are also likely to benefit from a larger volume of 
international investment. As explained in the answer to Question 17, the level of production and income 
in the borrowing and lending countries will rise with more international investment. At the higher level of 
production and income, their imports will also increase. All other countries not directly concerned as 
borrowers or lenders will be affected by the increased demand for their export goods and will 
consequently find their balances of payments on current account more favorable than they would 
otherwise be. 
 
Although the general effect of international investment is to facilitate the maintenance of equilibrium in 
the balance of payments on current account, there may be some instances in which this will not be so. 
Where investment is undertaken with the aid and encouragement of the Bank, provision is made to offset 
the resulting adverse effects on the balances of payments of the member countries concerned. 
 
If long-term credits are extended by a member country with an unfavorable balance of payments, the 
loan may temporarily increase the disequilibrium in its position. Of course, the loan may result directly in 
an increase of an equal amount of exports and this will [p. 63] tend to limit the adverse effect on the 
balance of payments. Furthermore, the Bank will repurchase for gold or foreign exchange a part of the 
local currency spent in the lending country (IV-14). With the application of this provision, a country will 
find that its balance of payments will not deteriorate as a result of loans made through or by the Bank. 
Again, it should be emphasized that loans cannot be made through or by the Bank without the consent of 
the country concerned (IV-13). 
 
The Bank’s assistance may also be needed to help maintain equilibrium even when the lending country 
invests abroad no more than its favorable balance on current account. Increased exports of capital goods 
stimulated by long-term lending may increase the level of production and income in the lending country, 
with a consequent rise in imports of raw materials and consumers’ goods. This indirect effect on the 
balance of payments is the same whether or not the Bank is a guarantor or participant in an international 
loan. However, in the case of loans through the Bank, the exporting country will be protected against 
difficulties of this kind by the provision that the Bank will repurchase for gold or foreign exchange part of 
the local currency spent in the lending country. 
 
Provision is also made to offset any tendency to increase disequilibrium in the balance of payments of the 
borrowing country which may temporarily arise as a result of loans through the Bank. A country importing 
capital for a developmental program may find its trade position impaired for a short period because of 
augmented imports induced by rise in the national income or by the diversion [p. 64] of labor to the new 
project which necessitates imports to compensate for decreased consumers’ goods output. A nation 
undertaking extensive capital improvements may also for a time divert capital and labor from the export 
trade. Obviously, the pressure on the balance of payments from such forces must be of a temporary 
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character or there would not be a sound basis for extending foreign loans. The Bank in making loans 
agrees that “whenever the developmental program will give rise to an increased need for foreign 
exchange for purposes not directly related to that program yet resulting from it, the Bank will provide an 
appropriate part of the loan in gold or desired foreign exchange” (IV-8-d). 
 
Special consideration is given to the problem of servicing of loans made with the Bank’s assistance so that 
it will not cause disequilibrium in the borrower’s balance of payments. Protection is given through the 
requirement that loans must provide for a schedule of repayment appropriate to the character of the 
project and the balance of payments prospects of the borrower (IV-1-e). To the extent that the debt 
service is geared to the life and nature of the capital project, repayment may be feasible out of the 
increased productivity and export surplus resulting from the loan, without straining the country’s balance 
of payments. In the event of an exchange stringency the Bank may permit payment of interest and 
principal in local currency for brief periods (IV-10-c). To protect the Bank, the borrower must arrange for 
the repurchase of such currency. [p. 65] 
 
The Bank will improve the general prospects for achieving equilibrium in the balances of payments of the 
major trading countries by preventing drastic declines in the total volume of foreign lending. There can be 
no doubt that the general effect of international investment is to help maintain equilibrium in the balance 
of payments of debtor and creditor countries; but when the world has become adjusted to a given level of 
international investment, a large and sudden reduction in the volume of international investment can be 
extremely disturbing. The Bank can help to maintain a greater degree of stability in the provision of 
capital for international investment. [p. 66] 
 
 
Question 20 
 
What provision is made to ensure the Bank against loss from exchange depreciation? What provision is 
made to prevent undue hardship to member countries during a period of exchange stringency? 
 
Reply 
 
The draft proposal provides that the member countries must guarantee the Bank against loss on its 
holdings of local currencies (III-2). If a member country reduces the value of its currency in terms of gold, 
it is required to compensate the Bank for the loss by delivering an additional amount of local currency, so 
that the gold value of the Bank’s holdings of local currency after depreciation will be the same as before. 
A considerable portion of the Bank’s capital, from 80 to 90 percent, will be paid in member currencies, 
and the Bank will acquire additional amounts in the course of its business. To enable it to fulfill its own 
obligations, the Bank must be protected against the loss which would result from a member’s 
depreciating its currency with respect to gold. On the other hand, in the case of the appreciation of a 
member’s currency, the amount by which the value of the Bank’s holdings of that country have increased 
in terms of gold will be returned to the member country. 
 
Although the Bank is not to be concerned directly with the maintenance of exchange stability, its 
operations are designed to avoid disturbing established exchange rates. In order to guarantee, participate 
in, or make a loan in a specified currency, the Bank must secure the consent of the country concerned. 
This consent may be withheld if in the judgment of the member country the loan would [p. 67] adversely 
affect its foreign exchange position (IV-13). Furthermore, the Bank may not buy or sell foreign exchange 
except with the consent of the countries whose currencies are involved (IV-15-c). 
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Direct loans by the Bank will be made in the member currencies needed for obtaining the capital goods 
required, so that as a consequence there should be no great disturbance of the exchanges of either the 
borrowing country or the capital-supplying country. Payment of interest and principal must be made by 
the member country in foreign exchange acceptable to the Bank or in gold (IV-10-a, -b). At the time the 
loan is made the Bank and the borrower may agree to payment in the currency actually borrowed. In 
either case the Bank is to be protected by the borrower against exchange depreciation (IV-10-d). 
 
While the Bank proposal contains ample safeguards against losses from exchange depreciation, it will 
permit some flexibility in periods of emergency. It must be recognized that even with the International 
Monetary Fund and the Bank in operation, some countries may have temporary exchange difficulties. In 
such cases, the Bank is to be authorized to accept local currency in payment of interest and principal, 
instead of the required gold or foreign exchange. This privilege is to be extended by the Bank to a 
borrowing country for short periods (IV-10-c). The borrower is to be allowed a period of several years in 
which to repurchase this local currency under an agreement that safeguards the value of the Bank’s 
holdings. [p. 68] 
 
As discussed more fully in the answer to Question 19, the position of borrowing and lending countries is 
safeguarded by the provision that where an indirect need for foreign exchange arises as a result of loans 
made through or by the Bank, the Bank will provide part of the loan in gold or foreign exchange (IV-8-d; 
IV-14). By providing exchange for needs arising indirectly from international investment, the Bank will 
prevent its operations from disturbing exchange rates as much as possible; and member countries will not 
find their exchange position impaired as a result of the operations of the Bank. [p. 69] 
 
 
Question 21 
 
Will the rate of interest be uniform on loans guaranteed, participated in, or made by the Bank? 
 
Reply 
 
The rate of interest on loans through the Bank will vary with the conditions of the financial markets and 
the credit position of the borrower. The basic consideration to be taken into account is that the Bank will 
not guarantee, participate in, or make loans where the borrower can obtain funds from other sources 
under reasonable conditions (IV-1, 6). Quite obviously, some governments, municipalities, or business 
enterprises will be able to borrow in international markets at reasonable rates without the Bank’s 
assistance. 
 
Loans will be made through the Bank only when prospective borrowers are not able to obtain funds on 
reasonable terms. Since the Bank must be compensated for its risk as guarantor and must also earn a fair 
return on its direct loans, the rate of interest to borrowers of this type will be higher than that paid in the 
market by borrowers who do not need the Bank’s assistance. In general, the Bank will be concerned 
merely with making the loan possible and not with equalizing interest rates. The extent of the Bank’s 
guarantee will be just enough to make the securities marketable at reasonable terms. 
 
In the case of Bank-guaranteed loans, interest rates will depend [p. 70] upon the willingness of the market 
to absorb the issue. These loans will be secured by the credit of the borrower and by the credit of the 
Bank as guarantor. The extent of the Bank’s guarantee will vary with the conditions of the market and the 
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position of the borrower. Some loans will be fully guaranteed as to principal and interest, others will be 
only partially guaranteed. 
 
The guarantee of the Bank will undoubtedly reduce the risk of a loan but it cannot completely eliminate it. 
Even on securities fully guaranteed by the Bank, investors will have to consider the credit of the borrower 
and evaluate the security partly in terms of the borrower’s reputation and financial visions. On securities 
guaranteed by the Bank only in part, the reputation and position of the debtor will be even more 
important in determining the attitude of investors. The effect of the Bank guarantee, therefore, will be 
used to reduce the difference between rates of interest paid by various foreign borrowers[,] although 
differentials will not be eliminated. 
 
Borrowers on guaranteed loans will pay the coupon interest rate to investors and will pay a guarantee fee 
to the Bank. As stated in the answer to Question 7, this may be an annual charge, a fixed amount in a 
single payment, or a combination of fixed fee and annual charge. The annual cost of a loan to the 
borrower will be the interest plus the guarantee fee. This cost cannot well be less than the interest rate 
which will be paid by borrowers who did not need the Bank’s assistance. [p. 71] 
 
When the Bank participates in a loan, its position will generally be the same as that of the other 
participating interests. Its part of the issue will have the same coupon rate and the same terms as the rest. 
The Bank’s participation will influence the interest rate only insofar as it makes possible a larger loan than 
could otherwise be floated under the given conditions. When the Bank guarantees a loan and also 
participates in it, the Bank will receive its guarantee fee based on the total amount of the issue. The 
securities which it holds will be the same as the securities sold to the public and will bear the same 
interest rate. 
 
There may be instances in which the Bank will participate in a loan without guaranteeing the issue. 
Subsequently, to dispose of its holdings, it may be necessary to guarantee the issue. The bonds would 
then be on the market in two forms: guaranteed and nonguaranteed. The guaranteed bonds taken from 
the Bank’s portfolio could no doubt be sold at a premium under the assumed conditions, and in this way 
the Bank could be reimbursed for its risk. When the Bank guarantees and sell securities it holds, there 
need be no change in the interest rate to the borrower, and no additional guarantee fee. 
 
On loans made directly by the Bank, the interest rate will be related to the rates on loans which a 
guarantees or in which it participates. Since the Bank is to lend only when the borrower [p. 72] cannot 
secure funds at reasonable rates, there would seem to be two types of loans which it might make directly. 
 
The first type of direct loans would be to borrowers of good credit standing who are not able just then to 
obtain funds from private investors because of financial stringency in world capital markets during a 
depression period. Their inability to borrow is purely temporary. The Bank can reasonably expect to 
dispose of such securities as soon as financial conditions improve. The Bank may charge such borrowers 
interest rates approximately equal to the rates at which borrowers could secure funds under fairly normal 
conditions. 
 
The second type of direct loans would be to borrowers who are not able to obtain funds at reasonable 
rates because of conditions peculiar to them rather than to the financial market. In this case the Bank’s 
interest rates would have to include its own interest cost plus risk premiums which would be roughly 
equivalent to the amounts it would receive on guaranteed loans. Probably since these risks are greater 
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than those guaranteed by the Bank, the annual cost to the borrower on such direct loans would be 
somewhat higher than the total annual cost, interest and fee, on guaranteed loans. 
 
The question of the precise interest rate to be charged on any given loan must be left to the discretion of 
the governing board. Too many factors are involved to specify in advance all the conditions which might 
influence rates, since the state of the financial [p. 73] markets and the credit position of the borrowers 
will vary from time to time. Moreover, loans will be made for different purposes and with different 
conditions. Each of these factors will require evaluation in each specific case. Investing institutions 
regularly take such factors in consideration, and the Bank’s board will have to make decisions of the same 
character. To a degree, the Bank’s policy will be determined by the ability of private investors to make 
loans and the terms which private investors expect. 
 
The Bank’s operations are intended to reduce risks to investors, and this reduction of risks will be 
reflected in a larger volume of lending and lower interest rates than would prevail in the absence of the 
Bank. The preference of investors will continue to be reflected in differences in interest rates for various 
foreign securities. [p. 74] 
 
 
Question 22 
 
Will it be possible for the Bank to avoid making loans based chiefly on political considerations? 
 
Reply 
 
The Bank is designed to be an international economic agency to facilitate productive international 
investment without regard to political considerations. In deciding on loan applications, the Bank is not to 
be influenced by the political character of the country requesting the credit. This provision is part of the 
general requirement that the Bank shall scrupulously avoid interference in the political affairs of member 
countries (IV-19). 
 
The greatest assurance that the operations of the Bank will be based solely on economic considerations is 
given in the provisions of the proposal. The Bank may guarantee, participate in, or make loans only for a 
specific project or program that has been investigated by a competent committee and has been approved 
as one that will increase the productivity of the borrowing country and for the servicing of which the 
prospects are favorable (IV-1-c). The investigating committee is to consist of experts selected from the 
technical staff of the Bank and one expert selected by the country applying for the loan. With these 
requirements, no loan can be made to a country for other than purely economic purposes, and the 
standards which prospective borrowers must meet are those which protect the economic interests of the 
lender and borrower. [p. 75] 
 
The character of the Bank’s operations should give further assurance that political considerations will not 
affect the decisions of the Bank. The greater part of the Bank’s operations will be directed toward 
encouraging and facilitating international lending by private investors. While the Bank would generally be 
prepared to guarantee or participate in loans approved by the technical committees, it would exert no 
pressure on private investors to undertake such loans. It is reasonable to assume that private investment 
institutions would not give weight to political factors, except as the stability of the government of the 
borrowing country affects the risk element in all foreign loans. There is thus a further check by private 
investors on all loans guaranteed or participated in by the Bank. 
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The international character of the Bank is also a protection against loans made for political purposes as 
previously discussed in the answer to Question 15. The Bank itself can have no policy outside the purely 
financial sphere. So far as concerns individual member countries, they do undoubtedly have important 
international political interests. However, it would be quite difficult for any member country to utilize the 
Bank for the purpose of furthering its political interests. Each member country is represented on the 
[Executive] Board by one member, and no single country can dominate it (V-1). Furthermore, the Board is 
expected to consult with the Advisory Council on matters of general policy. The Council is to consist of [p. 
76] men of outstanding ability, whose primary concern would be with economic and financial rather than 
with political matters (V-5). 
 
It remains true that the possibility always exists that pressure will be extended to induce the Bank to 
extend foreign credits because they are politically necessary. So far as possible, the draft proposal is 
designed to minimize such influences in international lending. We recognize, however, that no set of rules 
will of itself completely eliminate political considerations and that proper limitation of the Bank’s 
activities depends ultimately on the character of the men responsible for its operations. 
 
This does not imply that international loans for political purposes have no justification. Obviously, there 
will be instances when those may properly be made to aid a friendly government. But such loans should 
not be made with the aid or encouragement of the Bank[,] which is exclusively concerned with 
international investment for productive purposes, nor should such loans be made with funds provided by 
private investors. Where loans must be made for political purposes, the funds should be provided by the 
interested government or governments, without requiring either the Bank or private investors to assume 
the risk inherent in such loans. 
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