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interest or profits from a foreign currency into U, S. dollars, or to liquidate
his investment and reconvert his capital into dollars. In part, of course,
this depends on the ability of the foreign country to sell its exports for
dollars and thereby obtain the dollars to make such conversions possible.
This is related to the whole problem of developing international monetary and
trade relationships that will be conducive to free multilateral trade. Im-
portance also attaches, however, to decisions of the authorities in the par-
ticular country: the extent to which its economic policies will be directed
to the promoting of production for export (rather than for domestic uses),
and the extent to which the country will let its supply of dollars be used
for meeting the claims of foreign investors as distinguished from being al-
located to more imports, |

The U. S. Government has undertaken to negotiate treaties with
foreign countries to assure equitable treatment for investors. It seems clear,
however, that specific and binding provisions relating to all possible future
situations cannot be formulated. Thus, while treaties may be helpful, the
more important assurance to the investor would be an attitude of fairness and
friendliness among the people of the country to which he is sending his funds.

Similar considerations apply to other kinds of risks affecting a
foreign investment. For example, investment in an enterprise abroad calls
for some assurance that the laws and regulations of the foreign country will
not place unfair obstacles in the way of operating at a profit, This cannot
really be assured in advance by the terms of a contract or treaty, Any real
assurance of such treatment can come only from the existence of influential
public opinion favoring such treatment in the recipient country,

The developing of such public opinion takes time. It may be hoped
that the working out of the Point Four program -- demonstrating the advant-
ages which foreign technology accompanied by private capital can bring to
receptive countries, and demonstrating the cooperative attitude which such
countries can expect from investors coming within their borders -- will
gradually help to develop public attitudes of the kind that will encourage
more investment, i

Governmental moves to get this process started 7/ include not only
the negotiating of investment treaties (as mentioned above) but also the
bills now before Congress to set up a guaranty system. Under these bills
the Export-Import Bank would be empowered to issue guaranties against risks
peculiar to foreign investment, Such guaranties might assure the investor
of being able to convert his profits and reconvert his capital, up to agreed
limits, into U. S. dollars., He would thus be protected against losses arising

7/ B Department of State document "Point Four! (Washington, 1950 -~ 167 pages)
~ gives a full presentation of the program.
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either from arbitrary action of a foreign country, in refusing to make dollars
available, or to economic difficulties which might make it impossible for the
foreign country (no matter how friendly its attitude) to provide him with
dollars. ‘

The guaranties might also cover losses due to the seizure or eX~
propriation of property without prompt compensation in dollars. It may prove
difficult, however, to draw up a satisfactory definition that would dis-
tinguish "expropriation" from other kinds of actions which, while detrimental
to the foreign enterprise, could hardly call for compensation under a U. S.
Government guaranty. 8/

Regardless of such Government guaranties or of possible changes in
foreign attitudes, there remains for prospective U, S, investors the out-
standing problem of whether a greater net return (after allowances for risks
of loss) can be expected from foreign than from domestic investment, During
recent years the return on domestic equity investments in the United States
has been high -~ so high that an investor has relatively little incentive to
seek other fields for earning an attractive return. Should there be a dec¢line
in the return available from equity investments in the United States —- es-
pecially if this decline should occur through a rise in the price of equity
securities rather than through a decline in companies' earnings and dividends
-~ this might radically change the relative attractiveness of foreign invest-
ment.,

Even with an increased degree of public confidence in foreign in-
vestments, there would still be serious practical problems in the making of
foreign investments by most investors. The average individual is not in a
position to judge the merits of one foreign enterprise as against another,
Furthermore, there would be the problem of liquidity. In recent decades
American investors have siown an inereasing preference for securities that
are readily marketable or convertible into cash. This preference would be
an obstacle to the making of foreign investments except in bonds of foreign
govermments or shares of very large enterprises,

Under these circumstances there could develop an important function
for investment trusts which can bring together the funds of numerous indi-
viduals and can undertake the investigations that are a prerequisite to in-
telligent investment in equities abroad. Investment trusts would also provide
the liquidity desired by American investors. While the investments held by
a trust might have varying degrees of marketability, the shares of the trust
itself would be saleable for decllars,

8/ Further discussion of this difficulty appears in an article by Wu, "Govern-—
T ment Guaranties and Private Foreign Investment", American Economic Review,
March 1950, pp. 67 - 69. )
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- This would not necessarily call for investment companies that would
~ specia

Spec ize in foreign investment. Under the assumption of a more favorable
‘relationship between the returns available from foreign and from domestic

 investments, existing investment trusts might well decide that they could -
’.'be,t*SErvsatheir shareholders by undertaking to examine propositions in the
,,fdf'r:5gn/£ield and investing some part of their funds there. "Open end"
~ trusts, which undertske to repurchase on short notice any shares that a share-
'*halderamay wish to ligquidate, would of course have to contimie keeping a
‘large part of their portfolio in readily marketable securities. It does not
appear impossible, however, for them to invest some part of their funds in
items of less liquidity. .

Problem of Mobilizing Domestic Savings

As indicated earlier in this paper, the mobilizing of a country's
own domestic savings is a most important part of the financing of its econumic
development, CGountries borrowing money or receiving investment funds from
abroad incur a future obligation to remit funds abroad, in order to repay or
service the investment; to the extent that they can finance their development -
with domestic funds, they avoid such obligations., Therefore, even if unlimited
dollar loans were available to underdeveloped countries, it would be to those
countries' interest to maximize domestic savings and channel them into useful
investments. :

The generating of a maximum rate of domestic savings requires that
use be made of the country's existing resources, both manpower and material,
so as to produce greater amounts of useful goods and services. At the Same
time there must be measures to channel as much as possible of the country's
increased income into the kinds of savings that will further the development
program -- rather than into inecreased current consumption or into less useful
forms of savings and investment, Such measures require both technical and
administrative competence on the part of the country's authorities, and they
also require political strength,

Technically, the developing and mobilizing of savings require a
set of measures that will encourage increases in production and will, at the
same time, limit or postpone the improvements in living standards that would
otherwise be associated with increases in production, In most countries this
calls for measures in the fields of taxation and credit control, as well as
the devising of financial mechanisms in other fields adapted to the partic-
ular country, Drawing up such measures, and reconciling them with each other,
is not easy. Putting them into effect involves real administrative problems;
these become especially difficult if they involve attempts to change abrupt-
ly from established methods and procedures of doing business. Politically,
the authorities must be able to convince the population that the limiting of
immediate increases in living standards will really redound to the country's
long-term benefit, '

Because such measures are so difficult to carry out, an'underdéveloped
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i agalnst current consumptlon demands for a sunply of resources that 1,.

equate to cover both. This leads to shortages and price rises, followed

by demands for wage rises and the likelihood of an inflationary splral..,,f'

Nevertheless, it is a way whereby useful capital assets can be brought Lntou
existence.

Only extremely skillful management can maintain economic propressu,f
under these circumstances. Otherwise, progress is likely to be stopped by
pervasive dislocations of the country's economic life, particularly the di-
- version of investment into assets llkelj to appreciate in value rather than -
those that will help development, and the further disappearance of domestlc 
savings., This in turn would lead to the country's losing the confidence of
foreign sources of investment funds. $/ '

Conclusions

In order to speed their economic advancement, underdeveloped
countries need both a greater flow of capital from outside and the mobiliz-
ing of more savings at home. In addition, they need an adequate supply of
technical skills to use these funds effectively., FEach of these requirements
presents difficult problems,

As to the raising of outside funds, a large potential source is
U. S. private capital, In fact, however, except for the investing of private
U. 5. capital in petroleum development abroad, the present flow of dollar
capital is largely from U. S. Government sources and from the World Bank,
and only a minority of funds from these sources has been going to under-
developed areas,

Any large increase in the outflow of U, S. private funds :
is prevented by a combination of economic and political factors. On the
economic side, high returns are available on equity investments in the
United States while present international economic problems add to the

9/'The mobilizing of domestic savings (and general problems of economic
development) are discussed in documents of the U. N. Department of ,
Economic Affairs and in the proceedings of the U. N. Economic and Social
Council. See especially "lMethods of Financing Economic Development in.
Underdeveloped Countries" (Lake Success, 1949) and "Methods of Increas-
ing Domestic Savings and of Ensuring Their Most Advantageous Use..." (1949).
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- uncertainty of foreign investments. Apart from such economic considerations,

' however, a larger flow of private capital would require that there exist in

'{;;th§$r¢¢ipient’countries the kind of public opinion that would really assure
ff §air‘tréatment to such investments. Such changes in public opinion take
ime v

4 ,’Finally, even if there were a new confidence in foreign investments,
the individual investor would still have difficulty in buying foreign secur-
~ ities intelligently. Foreign investment by investment trusts might be an
arswer,

The mobilizing of a country's domestic savings calls for measures
that are often hard to formulate and to carry out, but the benefits are so
important that countries have a great incentive to undertake such measures.






