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American Foreign Investments

- MARCUS NADLER

F;hign investments have played an impor-
tant role in developing the natural resources
of many countries and in raising the standard

of living of both capital-exporting and capital-

importing nations. To promote world :-mnnm_ic
health private capital in the United States will

of the world when the Maphall program
comes to an end. Such a movement would
assist the development of economically-retarded
areas, facilitate the integration of the Western
European—economics, and help to maodernize
plant and equipment and to increase the stan-
dard of living of the peoples involved. !
Aside from peripds of warjor emergencics
requiring  government i tion and aid,
forcign investments have been considered pn-
marily the function of private enterprise. They
took_two forms: direct investments, r e, 10
vestment by corporations or individuals in enter-
prises in forcign countrics, and portfolio invest-
ments, . e, the purchase of foreign sccuritics
in' the currency of cither the creditor or the

- - borrowing country. Frequently, poitfolio in-

vestments also took the form of participations
by a busincss concern in goe country in a

by

from the acquisition of Canadian and a relaiv.
ely small amount of some Western European
securities by American investors, portfolio in
yestments plar:d an insignificant ‘ole.  Point
Four of President Truman's Inaugural Addres

. of January 1949 has raised the hope that afer

i have to flow in increasing amounts to the rest.

- continued large- Alow of capital 2

foreign company. The international Aow of -

shortterm funds, attracted primarily by high
rates of interest, also played a very important
role in the world moncy and capital markets,
This study, however, is concerned exclusively
‘with the movement of long-term capital, and
particularly with the -outlook for American
foreign investments.

" Since the end of World War II the United

States has invested abroad huge amounts of
long-term capital. While most of this took the
form of government loans and grants, direct
investments were also substantial, particularly
in the oil industry. On the cther hand, aside

the necessary legislation. has been passed, the
flow of private capital from the United States

to economically-revarded arcas. as well o,

economically-highly-developed  countrics will

increase materidlly, thus speeding the rehabi

litation of free countries and helping to combut
Communism. The revival of foreign inves-
ments on a large scale will also help end the
acute shortage of dollars abroad and ulimaty
to bring about the free convertibility of Western
European currencics,

The primary }mqmp of the present sody
is to analyze the following points: 1) the flow
of American capital abroad after the two,World
Wars; 2) the experience of American inves:
ments abroad and the causes of the numeros
defaults on American foreign dollar bonds sold
during the 20%; 3) the E":m!::;r? fo 1

)

extent to which existing inﬂimiinn:“nr}k

1o legislation on Point Four will sum

ratcﬁdﬂ:'i of Amcrican capital abroad, and

5) finally, the outlook for the export of capid
from the United States.

American Investments Abroad, 1919-1930:

Whereas prior to 1914 the United States Wl

a debtor nation to the extent of 2 to 3 bills
dollarg, in 1979 American investments
exclusive of inter-governmental debts, :mwnmd
to § 644 billion, consisting of § 3.9 billion #
direct investments and $ 2.6 billion in
investments. During the "20's, when mane

 reduction
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- qates in the United States were lower, than in

many other countries and the need for Ame-
rican capital to rehabilitate foreign economies,

particularly in Europe, was very great, there

was a large outflow of American capital. At
the end of 1929 Asflerican rrivmu investments
sbroad totaled § 16,800 million, composed of
§ 7,700 million direct and § 9,100 million port:

 folio investments, showing an increate during

the ten years of § 10,300 million. The bulk

of the American capital invested abroad took

the form of foreign dollar bonds sold primarily

to individuals and institutions in the United -
Sqar {rect investments increased by § 3,800

uﬁil;:i Ehuﬁ:!g the decade, being u;:::! tca: de-

welop the natural resources of economically-

metarded countries and o establish branch

factories and subsidiaries throughout the world

bet notably in Latim\America and Canada.

As of 1939 about 39 per cent of all foreign.
dollar bonds originally offered in the United
Sttes were in defaulr, causing large losses to
American investors. Because of the large pro-
portion of defaults, [ﬂm’g; bonds acquired a

tior and, with minor exceptions,
rﬂﬂjmm of these securities came ln-m:iucnd‘
In view of this expericnee, it is not likely that
this type of capital outflow will be revived to
any great extent, cxccpt for Canadian oblig-
atons and thosg of the International Bank for

tion and Development: —the latter,

* for thi timic being, rest largely upon the credit

af the United States Government.

By the end of 1945 the composition of
American foreign investments abroad had un-
dergone a considerable change, Total private -

The postwar perlod has been marked by a
substantial increase in the foreign investments
of the United States Government and of private
dircct investments,  Portfolio inveitments, on
the other hand, remained practically unchang:
cd from 1945 to 1948, At the end of 1948,
total American longterm private investments
abroad aggregated § 16,762 million, of which
direct investments amounted to § 11,318 mil- -
liont or 65 per cent, foreign dollar bonds to
§ 1,673 million, and securities payable in fo-
reign currencles and other long-term invest-
ments to § 3,771 million, On the other hand,
long-term “United States Government invest-
ments amounted to $ 12,003 million, or 435
per cent of the total American long-term in-
vestments abroad.  Moreover, government in-
vestments abroad do not include the huge
amounts of grants made by the United Seates

“in the postwar period.

The developments during 194548 forecast
to some extent the character of the Aow of
capital that may take place in the future. They
indicate that any large-scale export of capital
from the United States will very likely be
financed by government agencies including the
International Bank or take the form of direct
investments, primarily to p the natural
resources of foreign coumldes. Considering
the difficulties now being entowntered by the
American oil companics in disposing of the
products of their foreign subsidiaries, it may
be doubted, bowever, that the flow of direct
investments abroad in the near future will be

< as large/as in the immediate past.
lonpterm investments were then estimated-at .” :

% 3,658 million, of which direct investments*  Reqsomr for Default of Foreign Dollar Bonds.

amounted to § 8,360 million and foreign dollar
bonds to only § 1,748 million. Securities
payable in'local currencies and other long-term
mvestments amounted to $ 3,541 billion. The

bngterm investments abroad of the United

States Goverfiment amounted to $ 1,680 mil-
lion, These figurés indicate that while a drastic
cccurred in portfolio  investments
i o2 and 1g45, direct investments in

depression during the 'io0's and

ﬁ;' of the
favages of the war actuallfrdncreased by
oot § 670 million. W

T

s

- Although this question is rather ancient
history ‘and has been the subject of countless
discussions, it is important to analyze it at this
time in ordes-4o_indicate the mistakes to avoid
in the future. The principal reasons for the
defaults may be summarized briefly as follows:

™) the total volume of foreign loans issued
in the United States was too large and the
principal and interest payments constituted too
heavy a burden on the balance of payments, of
the rest of the world, Failure to pay interest
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and principal when due constitutes a defaul.
This is not the case with direct investments, on
which profits and dividends are paid anly when
they havesbeen earned. Moreover, the inability
of a foreign subsidiary to remit earnings in the
currency of the capital-exporting country does
not constitute a default and does not refiect on
the credit standing of the capitalimporting
country; : :

2) individual countrics borrowed beyond
their:capacity to pay the debe in the currency
of the lender. This also is unlikely to happen
in the case of direct investments since the com-

pany usually makes a carcful analysis of the

economic position of the foreign country before.

establishing a subsidiary or branch or under-
taking the development of some natural re-
.~ SOUrCes; EE i

-~ .3) very often the proceeds of the loans

were used for purposes which did not create
foreign exchange or reduce the demand for
foreign exchange, 1.c., they were not wed to
increase Exports or to reduce imports, visible
and invisibfle. Even when the investments
helped the gencral cconomy of the borrowing
country, they led fo e en they did

#not improve its balance of payments. More-
over, at times the proceeds of the Joans were
used_for purposcs other than those for which
they were im:pdcd;_

4) the foreign exchange transfer problem
was aggravated by the sharp decline in world
prices of raw materials and farmm products and

" “the decline in business activity throughout the
“world. Furthermore, the unsound hightariff
policies adopted by the Unired States Govern-
ment during the "20's, as well as the existence
of war debts reparations, contributed at least
in part to the wholesale defaults on foreign
dollar bands,

With few minor exceptions, notably securi-
‘ties_issued by Canada-and the International
Bank for Reconstruction and Development, the
~Entire period from 1930 to 1950 was devoid of
foreign loans.
The lestons that the experience of the United
States with foreign dollar bonds teach, briefly,
are these: loans to foreign governments or

o R

States. Onee the dollar quota of the Bank ha

i
corporations, on which interest or principal hay

to be paid in the immediate future do noe

constitute a good medium of investment, par.
ticularly if the amounts involved are large and
are thus likely to create a transfer problem,

They are uselul, and could be used again in

the future under certain conditions, if the
amounts involved are not large, and particy.
larly if the proceeds are used to improve the
balance of payments of the borrowing country.
Loans in moderate amounts which would Jead
to an increase in exports.and a reduction a
imports, visible or invisible, are sound and
will be made again in the future, Because of
the bad experience with foreign dollar bonds,
and because economic and ‘political conditions
do not seem to be propitious, it does not appear
likely, however, that the near future will wir
ness any substantial outflow of capital from the
United States to foreign countries in the form
of long-term loans sold to individuals or int-
tutional investors. Such loans a1 are made will
be small and will be confined to a few coon
tries, and principally Canada. An owflow of
private capital from the United Smﬁ'bwﬂi bk
almost exclusively in the form of direct inves
mients.

This outlook applies also to loans by the
International Bank for Reconstruction and De
velopment. The Bank's capital nts @
$ 8.3 billion, of which $ 6.7 billion i sill
uncalled. It is evident, however, that -Ame
rican investors consider its becuritics sound oaly
3o long as they rest on the credit of the United

been used up it is doubeful whether it will be

* able to sell a large volume of securities in the

American market. This becomes all the more
clear when one takes into account the fact thit
the savings of the United States have become
largely institutional in character and are hand-

led primarily by insurance companics, savings
banks, savings and loan associations, EUT -

companies and commercial banks. These insti
tutions arc as a general rule very comservaf¥e
in their investing policies and are likely
look upon foreign securitics with considerable
suspicion.

&

Experience with Direct Invectments.

The experience with American direct invest.
mente abroad has, on the whole, bren much
berter than with portfolio investments. The

Jireet investments were based on the judgment

of individual companies and were made only
aher careful study.~Often they were made for
the purpose of developing the natural resources
of lﬁ:?::'ﬂgn country and thus made possible
“an increase in exports,  Furthermore, l.i::::I estis
plishment of manufacturing subsidiaries and
branches in foreign countrics. led to a decrease
in their imports. Thus the balance of payments

of the foreign country was favorably affected -

in irections.

%?:- difficulties encountered by direct in-
vestments, aside from changes in business acti-
vity which affected profits in local correncies,
were, bricfly, as follows: 1) the inability to
transfer profits into the currency of the investor,
ln these cases, however, the latter could re-
invest the earnings and thus expand the earning

_ power of the enterprise; 2) legislation on labor

relations, wages and prices.  In these respects
the foreign subsidiary or branch was generally

- affected no differently than the Jocal manufac

mrer; 3) legislation requiring native directors
and cxecutive personncl in foreign subsidiaries;
4) nationalization of property wil]m.:dtqu_am

compensation; 5) confiscation gfumm
ofthe propertics during the w:.ri.lg luation

_of currencies, which had an adversefefiect on

the current asscrs of forcign subsidiaries when
oaveried into the currency of the investing
country; 7) legislation discriminating against
fortign capital. - .
These difficulties arc inherent in most-fo-
mign direct investments and constifute” the
nal risk the investor takes in making such
: . The principal advantage of these
imvestments is the higher rate of return on the
funds invested abroad, which often constitutes
te. compensation for the increased risk.
However, if conditions are such that the risks

- mvolved are greater than wsual and are not
. smpensated by the higher return, corporations

:_Jl ﬂ:mne more hesitant to invest abroad.
0 the: postwar period the return on capital
H.’Bﬁ-ﬂ?_in the United. States has increased
materially and does net Wh}nd the

i P
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yield on foreign capital, This is indicated in
the following table;

BATIY OF EARNINGS To INVESTMENTS
('w Fer Crur)

e e . e P

United Sinbes Foselgn
Direet [nvestmeny Invwesien ety
s W
Uniberileve lnped Theweloped Unived Sadien
Bicay * Erean
| |
- i |
1243 [ LESE ] r 1 nr |
1946 i (FT | LI L
T 1 | iy i 14,0
(L] { ig.A | (' i (EA ]
| |

* Represent in pare ibe large fncome derived from [nven.
mends in ml - propeties,

On the other hand, the forcign risks appear i
to have increased. Thus, unless measures are
taken to mitigate these hazands, the flow of

- foreign capital from the United States in the

form ~of direct investments §s likely o be
retarded.

The difficulties that will have to be over-
come in connection with foreign direct invest-
ments are bricfly these:

1) the political and economic instability
in many parts of the world. Unlike previous
Etriod:, when the ending of a war was followed

y a prolonged period oﬁilu%ftimal political
stability, the present sitnation Wmarked by the
a cold war », accompanied by increased arma-
ments in all countries and a widespread fear
of war. Such a condition is naturally not
conducive tor the international flow of capital

. .on a large stale; ' ]

.- 2 the dollar shortage abroad is very

+ pronounced and it is IiI:ﬂIL'tn continue after

Mardhall aid has ended unless there is a large
outflow of private capital from the United
States; .

- 3) there is a growing tendency toward
nationalism-t=many countries which had led
to restrictions of foreign investments and their
exclusion from some fields reserved for the
goverhments.  For example, in some of the

" newly-independent nations in the'Far East the
constriction of basic public works is reserved
entirely to the respective governments;
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4) there is @ tendency to nationalize,

certain basic industries, or at least to regulate
their activities. Foreign capital -is naturally

hesitant to invest in enterprises which ‘may be
elther nationalized or hamstrung by all ]f.!nd!-

~ of government regulations;

5) many countries are suffering from
political unrest and some of their labor unions
are dominated by the Communist Party which,
as is only two well known, is hostile to foreign
investriients in general and to Americah invest-
ments in particular;

6) despite the recent devaluation of cur-

rencics, there still exisg unn:'mnil;y about their .

ultimate  international value. orcover, de-
valuation has apain set in motion a spiral of

.prices and wages, the end of which cannot as
yet be foreseen. This naturally has complicated -

the' cost factor and tends to handicap direct
investments;

- =) while the need for foreign capital in
economically-retarded arcas is very great, con-
ditions are not yet ripe for Jargescale invest-
ments in thess areas.  Before such a capital flow
can take place great improveménts will have

be made in health and trinSportation faci-
ﬁiu and in agriculture, which are primarily
functions of government rather than of private

entcrpasc;

8) in the coloniet of some European
countries American investors encounter restric-
tions from industries located in the home

As long as these conditons cxist, | direct
investments of American capital will be se-
riously deterred. To climindfe them and to
give American investors some insurance against
the abnormal hazards will require special
measures by foreign countries and by the
United Stated Government as well,

" Point Four and Governmental Loans,

. Because of t'hné1 unfavorable economic and

 political conditions prevailing in mnanam of

the world, which create an-unfavorable climate
to foreign investments, and because of the re-
alization that it is to the interest of the United
States to strengthen the free countries of the
combat the spread of Come

munism, the President of the United States, in
his Inaugural Address in January, 1o49, ane

nounced the now world-famous Point | Four,

In this message the President advocated making
availakle to economically-undeveloped  ares
American knowledge and technical skill and
stimulating direct investments abroad by Ame
rican private capital. The basis for this plan
wiis the realization that even after the tefmin
ation of the European Recovery Program in
1952 there will continue to be a dollar shortage
ghroad, This gap will have to be filled pri-
marily by private capital, aided by the Govern.
ment and supplemented by credits granted by
the Export-Import Bank and the Internation
Bank for Reconstruction and Development,

‘Point Four proposed that the United States
" Government assist economically underdeveloped

countries to improve health, transport and
agricultural conditions and thus prepare the
way for attracting private capital to those aren
to develop their natural resources and to raite
their living standards. '

. This programi has raised high hdpes ie
many parts of the world but so far ligtle ha
been accomplished.  Several bills have been
introduced in Congress, one of which authorizs
the President to extend technical assistance 1
foreign countries through agencies of the United
States Government or, where practical, throagh
agencies of the United Nations and
agencies or individuals, and to. empower the
Export-Import Bank to guarantee private in-

vestments abroad against inconvertibility of

arofits of foreign investments into dollars, and
loss resulting- from expropriation, confiscation

 or scizure by a foreign government. The Pre

sident has also recommended granting cerain
tax advantages to Ametican corparations operal
ing abroad. Under the proposed program l?
United States will conelude investment treatic
with foreign countries to create conditions
which will e coyrane the investment of Ame
rican capital E{Er'pddu : :

An anslydis.of these points will throw some

light on,the praspects for the flow of American
privite capital abroad under Point Four.

For the first year am appropriation 0
$ 45,000,000 has been recommended by the
President for technical assistance w foreipn
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" countrics, This amount is rather small, con-

sidering the enormous economic lems con-
fronting the economically-retarded areas, More-

aver, the financing of the sanitation, education, -

mranspartation - and 'ggﬂfu]tuml developments
will have to be cifried out by the respective
countries themselves, and their ability to_cover
these autlays is limited, In addition, the lack

‘of skilled workers increases the difficulty of

wccomplishing  the desired “resilts within a
short fme. :
In general, political and social conditions

in economically-retarded arcas are not now

conducive o the attraction of foreign capital.
Nevertheless, large investments have been made
in the development of natural resources for
which there is a strong world demand and in
manufacturing enterprises which promise to be
more profitable th.:.nrn‘simﬂn: operations in the
United States. For example, during the three -

years 1946-48 American oil companies invested

. almost § 1.2 billion abroad, much of it in

economically-backward countries, with rather
pnfavorable living and wocrl:i.ng conditions.

 When these investments were made, however,

they promised to yicld substantial returns, and
this proved to be the case. The adjusted ratio
of infome to total foreign invewtments in the
petroleum industry rose from 14 per cent in
1945 to 28 per’ cemt in 1948. The ratio of
eamings o investments in certain , parti-

-n.lluly the Middle East, was much larger.

Some American steel companics arc preparing
to invest large amounts in the development of

imon ore resources’ in Venczucla, an economic-
allj-retarded country, and in Canada, a coun-

demonstrate where conditions are
favorable, no povernment guarantee is needed
to induce American capital to go abroad.
Despite the limitations mentioned, technical
anistance rendered under Point Four will have

which is hi . 'Theig ‘examples,, *
g!&h ghly ﬂl;zi‘ﬂwd ples.,

.2 beneficial effect in the countries invelved.

If the improvement in health and educational

- #tandards and the expansion of transportation
i {“ﬂmﬂ and agricultural output lead to higher
purchasing power and increased demands for

 commodities ‘they  will -undoubtedly’ tend to
amract foreign capital. For . ime being,
however, the amount is

d o be small,

7

partly because of the uncertain conditions pre-
vailing in the various areas and partly because
their absorptive capacity is still very limited,

Grigrantee of FPareign Inveitments,

While the povernment guarantees against
inconvertibility of :urr:n:Y apply to economic-
ally-retarded careas as well as to ERP, and
other countries, they are primarily intended for
the more industrially-developed nations, A first
glance it might appear that assurance by the
United States Government of currency con-
wertibility would stimulate a large outflow of
American capital.  This, however, may not

necessarily be the case. Guarantees against in- -

convertibility have been provided for by the
E.C.A., and for this purpose § 300 million was
set aside for the first year and about § 150 mil-
“lion for the second year. Newertheless, so far
applications for guarantees amount to only
% 5 million. This would seem to indicate that
the existence of a_guarantee against inconver-
tibility does not in itself constitite a strong
attraction to American companies, partly be-
cause of red tape involved in the establishment
of branch factories or subsidiaries in some of
the E.R.P. countrics but primarily because the
guarantees are intended- the require-
ments of small and mediuhemized concerns.
These companics as a rule do not have much
experience with foreign investménts; and their
managements, even under the best of circum-
stances, arc.rather ‘reluctant to invest capital

_abroad. Direct investments by American com-

“panies will be made primarily by the wvery

* large concerns with considerable experience in

this. ficld. These corporations, however, are
not particularly interested in a guarantee which
is bound -to involve an element of cost and
under certain conditions may prefer to carry
out their operations without government as-
sistance. With"a more favorable economic and
litical climate, however, a guarantee against
tibility could stimulate the outflow of

capital from the United States, although not
in as large amounts as was formeily hoped for.
Similarly, although tax concessions by the
Government to foreign investors would ‘be
welcomed, not too much hope can be placed.



-

) v Mancs Marlonsle deél Lavoio

-+

in_ this mgglcsrimr of the President. It is not

yet clear what the tax concessions will be and

how much they. will save the corporations
investing abroad. Nevertheless, such a mea

sure, particulacly if it provided liberal con- -

cessions and  also embraced  investments of
individuals, could be an important factor con
tributing to the outflow. of capital from the
United States.

Bilateral Investment Treatier,

-Although the treaty phase of the Paint Four
program has received relatively linle attention,
it can, | if other conditions are favorable, play a
maost impartant role. Already some treaties have

been concluded, for example with Iraly, and

others afe under consideration. These treaties
remove -the danger of discrimination against
-American capital and create a more favorable

" investment ammsp-h:r:. They give assurance,’

“to Aherican corporations that no discriminatory
legislation will be passed or that if such action
is taken the United States Government will
take steps to remedy the situation.
In themselves, however, the treaties cannot
ereate a large outflow of capital.  Other con-
ditions over which the signatory tountries may
have no control could Ela}' uch more im-
dportant part. Among these may be mentioned
the following: 1) the ratio of camings w©
invested capital, which is smaller in the E.R.P,
couniries and their dependencies than in some
~ other arcas, for cxample the American re-
publics. It must be reiterated that the invest-
ment of foreign private capital is done pri-
~ marily with the desire to make a profit. 1f
- profits are not satisfactory or the outlook is
not good, capital will be hesitant to go abroad;
2) labor conditions in some cotintrics, Italy and
France for example, are at present not con-
ducive to larpescale investments. Where po-
litical strikes are common and where, becanse
of labor'difficulties, the investor is not sure
whether his branch plant or subsidiary will be
able to operate satisfactorily, capital will natur-
ally be very hesitant to go in; 3) the internal
taxation system, labor legislation, and other
laws applying to investors, domestic as well as
foreign, may also retard the fow of American
capital to some countries. However, in spite
i

of these drawbacks, the investment treatig
congtitute a step in the right direction,

Taking the various provisions of Point Fou
into account and analyzing the various facton
involved, one reaches the conclusion that Poiny
Four in itself is-not likely to set in motion 3
large. flow of capital from the United Stater
This does not preclude the investment of
considerable surhs by American: firms in Cp
nada or some of the neighboring countries, no
does it rule out the possibility of subsganial
investments in the development of natural re
sources in certain arcas and of investments in
countries where senumental reasons may play
a more important role than economic factors,
as for example in lsracl,

The Possible Flow of Capital Abroad,

Various estimates have been made regar
ding the amount of foreign, primarily Ame
rican, capital needed to develop economically
retarded areas and to restore healthy conditices
in the developed countrics. The Food and
Agricultural Organization of the United N
tions has estimated that an dnnual foreign
investment of about § 8 billion will be requird
for a period of four years. This estipate i
unrealistic, since such huge sums could ndt be
raised in the few countries capable of export
capital and it is doubtful w r the caps
impnrling countries could absorb them withos
creating inflationary conditions. Desirable
such investments might be, the arps B¢ ar
altogether too high to be achicved within 2
reasonable period of time. | ;

“The National Association of Manufactures
of the United States based its estimates of th
expected export “of capiral from the United

 States not so much on the needs of the forrigm

countries but rather on the ability of the United
States to supply them, Based on the ratio of
foreign investraents to total national incom:
for the period 1922-29, and assuming a nationa
income of § 225 billion per annum, a figure
of American foreign investments of betwee

§ 2 and § 204 billion was reached, Ths °

amount can, be raiséd in the United Swte,
particulariy if the estimate includes both diret
investriiénts by American corporations

and Joans made by agencies of the Government
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such as |]'|I: -l.':!pottrlmpcirt Bank and the Inter-
pational Bank. Morcover, one can go a #tep

farther and state that under certain conditiohs

the total can: be reached even if Canada is ex-
cluded from the list of borrowing countries,
The Export-Import Bank and the Inter-

pational Bank for Reconstruction and Develop-

ment combined wiﬂﬁr"ﬂ‘lﬁu position to furnish
ahout § 700 million annually for a period of
four to five years. The amount of capital that
can be cxported by these institutions is relakiv-

‘ely small, partly ‘beeause of the limited smount

dollars at their disposal and partly because
their activities are rgidly circumscribed by law,
Under present legislation the Export-Import
Bank is in a position to lend berween $ 150 and
§ 1o millicn a year over a period of four or
five years. At the end of 1949, the World
Bank had made loans and commitments of
§ 740 million. During the next four or five
the Bank may be able to sell about

§ 500 million of its TUfEs per annum .in

and the better utilization of existing resources,
to gradual industrialization and an increase in
the general standard of living. © For the former,
it leads to an increase In expons and thus
stimulates production and creates employment ;

2} at present there are only a few count-
rics in a position to export capital on a large
scale.  OF these the United States is by far the
most important, followed by Switzerland and
Canada, which are able to export capiial in
moderate amounts, There is also a slow but
steady How of capital from Grear Britain to
the sterling area countries;

3) there is no lack of capital in the United

- Stares which could be invested abroad if con-

the United States and place these sums ur the °

disposal of foreign countries. This assumes,

| - however, that suitable projects can be presented

by the respective borrowers to the Bank.
If carcfully handled, an outflow of capital

 from the United States of about $ 2 billion per

annum, aside from any, further assistance that

come from the United States Government
in the form of loans and grants, could have an
i favorable effect on the economics of
I:dfm.mlrics, afftcted. While this\:ﬁ, nt u}
iself i not very large, particularl view o
the present pughuE; Puw of 51: dollar, it
could Jead to a material increase in the stand-
and of living' of the recipient countries and
contribute. materially to bridge the dollar gap,
thus making possible the free conversion of ‘the
lading European currencics arisiig” out of

difent transactions. )

Conelusions:

1) the fruitful effects of the international
flow of capital are well understood. It is
genierally recopnized that such a flow of

;Pitil ishf;imb]c-and' has a bmcdﬁ:‘.:li
et on both the capital-exporting an

ﬂplgfrlm
lears 1

rting countries,  For the latter, it
developmient of natural resources

et

ditions were propitious, Money rates in the
United Statés are extremely low and large

institutional investors are confronted *with a

serfous problem of finding suitable outlets for
the funds at their disposal. Because of previous
bad experience with foreign loans, however, a
tevival of the ‘fotation of foreign loans in
creditor countries is not to be expected for
years to come. Direct invesuments abroad are
also handicapped at present by the uncertain
political and economic conditions prevailing in
the world, and in particular in some of the
countries most in need of foreign capital. The
backwardness of some cconomically-retarded
areas also reduces their ability 1o absorb large
amounts of forcign investme This, how-
cver, docs mot apply t&"{:t:pmn:nt ui
capital for the purpose of developing natura
ﬂm. such as oil, for which there is a
great world demand.  But even in the case of
oil a temporary oversupply seems to be in the
making and*a slowing down of American in-

- avestmcnts |J|:u'ndu:'uln‘:lt:ns)-l foreign oil resources m:.r
i

iy

_be expected. The high rate of return which
capital can obtain through investments in the
United States is also a handicap to investments
abroad. So long as American capital can ob-
tain a high return at home, it is not likely to
seek risky investments abroad even though
they may promisc a higher rate;

.4) Point Four of - President Truman's
Inaugural Address has been carefully formulat-
ed snd in the long run could play an im t

_role in facilitating the export of capital from
the United States. The high hopes which have’
J

-
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been  rai
likely to materialize in the immediate futire;
&) what form Point Four will take it is
as yer impossible w state. [t will depend on
the-type of legislation that will be passed by
the Congress.  Bug even under the most favor-
able conditions the flow of private dapital from
the Uniﬁ;! States to foreign countries will
depend nbt so much on legislation passed by
the Congress of thie United States as on eco-
nomic and political conditions prevailing in
the capitalimporting countries. 1f the cold
war subsides, if the danger of war and nation-
alization is removed, if the nationalivic trend
in many countrics subsides, a considerable out-
Aow of capital can be expected from the United
Srates} :
6} for a short period of time, even’ after
- 1052, [the United States Governmient may con-

tinue to place moderate sums at the disposal:

of foreign governments in the form of loans
or grants, It has been fully recognized in this

. country  that the United States canndt be

_ prosperous in a poverty-stricken world and that

e

regarding - it are, ‘however, not -

‘favorable conditions one cah expect in the im

a wrong and healthy Western Europe with 4
rising standard of living will not only have 4
favorable effect on international trade in generl
but will also constitute the strongest bulwad
against the spread of Communism;

=) the flow of capital from the Unis
States to foreign. countries, climinating intes
governmental loans and investments that may
be made in Canada during the next feiw yen,
is npt likely to be very large.  Under the mos

mediate future an outflow of capital of abos
$ 2 billion, consisting of direct privace invet
ments, and loans that may be made by the
International Bank for Reconstruction and De
velopment and by the Export-Import Bk
Relatively small as this amount is, if propedy
handled, and particularly if accompanicd by
technical and managerial assistance provided
by the United States Government,” it eould at
least lay the foundation for a much larger inter-
national movement of capital once world con-
ditions become more normalized and moce
stable.



