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the imnoosition of any new requiremcnts that are "appreciably" more onernus
than those imposed upon investments of natincnals >f the cupital-roceiving
country or of third countries. From the U.S. point of view, some such
qualification was necessary to cover some kinds of exceptions that have been
practiced in this country, such as certain exemptions accorded to domestic
issuers of securities but not to foreign issuers.

In addition to this qualification to national or most-favored-
nation treatment of foreign investments, the Charter permits the continuance
of any special requirements that were in existence at the time the invest-
ment was made, or at the time the Charter comes into force. Should there
be any substantial addition to the investment, or change in the nature of
the business, thc additional investment or changed business would, of course,
be subject to the requirements in cffcet at the timc of the addition or change.
The Charter also specifically permits a country to take "reasonable mezsures
to cnsure participation /by its own nationals/ in the futurc cxpansion of
any branch of industry within its territories through increescd investment!;
thus ncw investment by a foreign company for thc purpose of ecxpanding into
ncw fields may be curbed. There is also & provision permitting a country
to require thc trensfer of ownership of forecign-owncd investments to its own
nationzls upon payment of "just considcration®, These two latter orovisions
werc irserted at the suggestion of the Indian delegation which wanted explicit
protection for a government's right to take such measurcs to cxpand locally-
controlled private business.

Member governments agree to meke "just compensation" for foreign
property which is nationulized. In a footnote interpreting this section of
the Charter, just compensation or considcration is defined es payment in
local currency that is fair both as to adequacy and as to time of payment.
The question of transfcrring such loczl currcney into foreign currcncies is
left to the vuying country which, however, is obligated not to restrict
transfors to an extent greater than that required by its general foreign
exchange policy. The Belgian dclegation stated that it would further inter-
pret this scction as reguiring that the amount of compensation to be paid
should be fixed prior to actual nationalizetion of foreign property.

To summerize the position of an investor under the Geneve draft
of the Charter:

(1) The country in which he proposes to invest hes rather
broazd discretion to cxclude him or to impose conditions on his
cdmittance.

(2) Once his investment is admitted, any discriminction
against him (as compared with the trcotment of local capital)
will not be M"appreciably" grecter thin at the timc of his
investment., Howcver, he mey ot any time be required to scll
his property to local investors or to the Government, for which
he would receive just compensation in local currency.

(3) As to thc withdrawal of profits or of cepital, the
Charter makes no substential change in the existing situation.
Withdrawals of profits or dividends receive some protection from
the International Monetary Fund agrcement (or from the exchange
agrecments to be executed with the I.T.0. by non-members »f the
Fund) limiting a country's frecdom to impose restrictions on
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currcnt paymcents, The investor's ability to obtain repayment on
capital account remeins subject to cxisting difficultics, except
thaet if the Government should require the szlc of his investment,
to itself or to local investors,.it moy not impose discriminetory
rcstrictions against the transfer of the resulting local currency.

(4) Investors would of course continue to have any protection
given by cxisting agreemcnts or treatics, which in many cases go
beyond the provisions of this Charter. Also, this draft of the
I.T.0. Cherter envisages later international agreement upon on
investment code which might give much more definite assurances
to investors on many points, cnd might cover additional subjects--
such as thc scttlement of defaults on foreign-held obligations of
a nember government--which arc not covered in the Geneva draft.

L4 ’

BULGARIAN LEV AND YUGOSLAV DINAR: NEW EXCHANGE [ATE R. E.

In September 1947, rumors were circulatcd that Bulgaria and
Yugoslavia had agreed t» establish & common currency unit, to be known as
"Slav". The Finance Minister of Bulgaria, Stefanov, denied these rumors
and on Septcmber 23 issued & press release cnnouncing that the so-called
Bled Agrecement between Bulgaria and Yugoslavia provided for the establish-
ment of a new exchange ratc between the Bulgarian lev and the Yugoslav dinar,
The new rate, presumably effcctive at once, was set at 5.75 leva to the
dinar. It was declared officially that the new rate would remove meny
obstacles in the monetery field to improved relations between the two
covntries., Since, however, in both countrics foreign cconomic end finan-
cial relatirns are under complete State monagement, the practiczl effcct
nf exchange ratcs is very limited.

In the immediate orewar period, the Notional Bank of Bulgaria
quoted a buying rate of 1,92 leva per dinar. Thc ncw rate thercfore
rcprésents cn appreciation of the diner vis-a-vis the lev close tn 200
per cent. On thc basis of the officizl Yugoslav rate of 50 dinars per
dollar (set by thc Yugnslav authoritics in April 1945), the new rate would
make the lev worth 0.3478 U.S. cent, It is generally belicved that the
official Yugoslav rate--which so far hzs not been submittcd to the Inter-
netion2l Monetery Fund as an "initial pority" rate--overvelucs the dinar
vis-a-vis the dollar by at lecast 200 per cent. If this supposition is
correct, and assuming that the new lev-diner ratc reflects rclative prices,
the purchasing power pzrity of the lcv would be in the neighborhoosd of
0.1 U.S., cent. The cross-rate hesed upon the official Yugoslav rate,
however, corresponds approximately to the ratc of 285 leve per dollar
(0.3509 U.S. cent per lev), established by the Bulgerian authorities in
1945 and still guoted as the buying rate of the Netional Bank of Bulgaria.
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PHILIPPINE GOLD SALES AT PREMIUM PRICES John Exter

The Philippine Government has been placed in an awkward position
by the request of the International Monetary Fund that members cooperate
in eliminating transactions in gold at premium prices. On the one hand,
it has clearly shown evidences of its desire to cooperate with the Fund,
while on the other, it has been under very great pressure from Philippine
gold mining interests whose task of rehabilitating the gold mining industry
would be rendered considerably easier by gold prices of more than $35 an
ounce.

At the present time there is considerahle doubt as to what the
Philippine gold policy really is. After the Fund's statement of June 24,
1947, regarding trensactions in gold at premium prices,l the Philippine
Government cooperated first by placing a temporary embargo on all gold ship-
ments and later by ordering the cancellation of all gold export licenses
which had not been used prior to the issuance of the Fund's statement. Mean-
while, the Government has carefully screened new applications and generally
has denied licenses for shipments to Mecao, where an active market in high-
priccd gold is known to exist. This policy has not been consistently followed,
however, for the press reported that licenses for the reexport to Macao of
$2 million worth of gold imported into the Philippines had been reinstated.

It is asking a good deal of the Philippine Government to cxpect
it to cooverate in a policy which clearly has adverse effects upon the
Philippine economy and the benefits of which in terms of exchange stability
are not casily demonstrable. The gold mining industry is extremely important
to the Philippine economy. Production increased steadily throughout the
'thirties and reached a rate of $40 million a year in 1940 and of approxi-
mately $45 million in the first ten months of 1941, Gold was second only
to sugar as an export commodity. It accounted for about one-fourth of the
total wvalue of all exports in 1940 and may well have represented as much as
6 or 7 per cent of the gross national product. During the war the industry
sufferzd such heavy damsge that production, even on & small scale, could not
be resumed until early this year. Production in 1948 is expected to be only
zbout $12 million. To some areas of the Philiopines the continued recovery
of the industry will mean the difference between prosperity and stagnction.
It is o wonder, then, that the Philippine Government is reluctant to take
any measures which will hamper the industry's rehabilitation.

The elimination of transactions in gold at premium prices touches the
Philippine Government at a peculiarly sensitive point for another reason. The
Chiness community in the Philippines normally sends a continual flow of living
allowance remittdnces to relatives in South China. Although the Philippine
Governnent realizes that it could not check this flow without violating both
the Internationzl Monetary Fund Agrcement and the Executive Agreement with
the U.S. entered into in accordance with the Philippine Trade lct, it has
nevertheless regretted the continual loss of valuable U.S. dollar exchange
which night otherwise be used for imports intc the Philippines. The princi-
pal markct for higher-priced gold is South China, morc particularly Macao,

1/ Sce Fecderal Reserve Bulletin, July 1947, p. 851.
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and the dollars which are used to pay for the gold in that market come
primerily from the flow of rcmittances through Hongkong. Many Filipinos
quite naturelly fcel that it would be merely poetic justice if a share of
the remittances from Chinese in the Philippines could be recaptured for the
benefif, of the Philippine gold mining industry.

It may indeed be impossiblc for the Philippine Government to
prevent, internctional transactions in gold at premium prices. The Fund it-
self has not yet asked member countrics to teke measurcs to prevent domestic
tronsactions in gold at prices above oerity., As the Philippine gold mining
industrv hes revived, a very considerable domestic murket in gold has grown
up, The Philippines has one of the freest economies in the world, without
exchange control and with very fow restrictions on imports and exports. It
has a coastline which facilitetes smuggling, considering especially the
proximity of the Philippines to China. Also, it m2y hardly be cxpected that
the Philippine authorities would be aggressive in carrying out a policy -
deleterious to one of its most importunt industries. There may.thus be a
strong temptation for the Philippine Government to do little about a situ-
ation vhich, after all, arises primarily out of the inflotionary conditions
in China and not out of any circumstonces over which Philippine authorities
have control, )

EXTENT OF LEND-LEASE SETTLEMENT M. J. Roberts

Since the fall of 1945 the United States has been in the process
of negotiating final settlement agreements with lend-leasc countries. With
these settlements will be brought to :n end & program whereby the United
States made available between March 1941 and December 1946 $50 billion of
aid to its allies. At the present time, settlements hgve been reached with
the United Kingdom, Frence, Belgium, Netherlends, Turkey, South Africe,
India, Australia, and New Zealand. Still to be negoticted are settlements
with Norway, Czechoslowvakia, Poland, Yugoslevia, Greece, the Soviet Union,
and China. Negotiations are now in progress with a number of these countries,
including the Soviet Union, but no agrcements are imminent.

Under the lend-lease program the United 3States curing the war
made availeble both war meteriels and eivilian supnlics to its allies on
a deferred scttlement basis. At the same time these allics provided the
United States with reverse lend-lease cid. In the oripginal lend-leasc agree-
ments covering wartime or "straight' lend-lcose, no definite orinciples on
which final settlcement might be based were stated. They sinply provided
that the foreign country return to the Unitcd States after the war emergency
any defense articles not destrayed or consumed which the United States might
wish to receive and that the full amount »f defense cid made oveilable by
cach coruntry should be taken into aceount and that the terms ond eonditions
of the scttlement should not burden commcrce between the two nations.,

The terms of poyment for lend-lease supplies shipped to Letin
Americen countries werc cstablished in lend-lcase ugrcements signed with
these countries at the time lend-lease wos extended to them. These agree-
nents provided that the recivient country sheuld pay to the United Stetces
over & pcriod not to exceed six years 4 spccified percentage of the total



- 11 - CONFIDENTIAL

cnst of the lend-leasc aid rcecived. This percentage varied among countrics
cnd, to eviid recriminations, has been kept strictly scerct. The lend-
lease cccount with Canada is considered closed since Canada paid in cash

ot the time for all supplies and matericls procurcd in the United States
through the lend-lease mechonism,

In thc period between the inaugurctisn of lend-lease in March
1941 en¢ Vi-day (legally, Scptember 2, 1945) when it was determincd that
wertime or straight lend-lcese should cease,l/the United Stotes had made
availzble about $48 billinn in defense aid. During the some periocd, reverse
lend-leese received by the United Stotes wes valued et aliinst $8 billion.,
Of »re-V-doy lend-leese aid, 64 ner cent was to the British Commonwealth,
23 ocr cent to the Soviet Uninn, 6 per cent to Frunce and its possessinns,
and 2 ser cent to China. About 70 per cent of lend-leasc goods were war
netericls and the balance civilian supolics,

Upon the tcminsztion oan Septenber 2, 1945, of straight lend-leasec,
therc vas the problem of arrenging terms for the delivery of a large quantity
of civilizn-type industrial and agricultural gonds which were then "on orderh2
anc which had been intended for transfer under straight lend-lease. The
United States offcrec to deliver thesd goods for payment on credit on a
long-term basis, The goods selected by the lend-lease coruntries pursuant
t> this cffer have becn referred tn os "pipeline" goods. The credit terms
offerec were, in general, payment ~f tre full velue of the goods »ver 30
years with interest at 2-3/6 ner cent. The following tabulation gives the
value ~f the pipeline goods selecteds

1/ Exceptions to this termination date for straight lend-leesc were made in
the case of certain recipient countries. The cut-off date for the Soviet
Unirn was extended t~ September 20, 1945, for certain rather technical
recas-ms. Military lend-lease aid t» China was continued until June 30,
19463 since then, certain minor military lend-lease programs have been
handled on a reimbursable bhasis. It was agreed in October 1945 that
Belpium should receive as straight lend-lease $42 million of U.S.
civilian-type goods contracted for but not shipped by September 2, 1945,
and 545 million of civilian-tvpe excess military equipment, because
Belgian reverse lend-lease to the United States had exceeded U.S. lend-
lease to Belgium by about $90 million.

2/ Goods Mon order" mcant, in the casc of industrial articles, goods for
which contracts had been placed with suppliers by U.3. procurement
agencles, and in the case of agricultural commodities, meant goods up
to the amounts allocated for the third guarter and tentetively allocated
for the fourth quarter of 1946.
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Amount of "pipeline"
Recipient country credit sales

(Millions of dollars)

United Kingdom and

colonies 350
Australia 17
New Zealand 7
India 2

- U.S.S.R. 242
France 400
Belgium 56
Nethcrlands 63
China 48
Brazil 2

Total &/ 1,187

g/fNot including Chile, Cuba, Peru, and Uruguay.
Pipcline sales to these countries werc on cash terms,

By action of Congress, pipeline deliverics were cut off as of December 31,
1946, although about $26 million of pipeline goods which the United States
had agreed yould be made avaeilable to recipient countries remeined un-
delivercd.r/ Of the undelivered pireline the Soviet Union was to receive
goods to the value of about $17 million, France about $6 million, China
and Australia cach about $1 million.

In the final settlement agreements with lend-lcase countries
certain general principles, which were first cstablished in the agreement
with the United Kingdom, have been followed. No payment is required for
any military or civilian articles destroyed, consumed,or lost during the war.
Military items still in existence at the end of the war arc left in the
possession of the recipient country, without payment, but subject to the
right of recapture. Howcver, both the lend-lcase countrics and the United
Stetes pay on appropricte terms for lend-lease and reversc lend-lease -
articles of postwor civilion utility in their posscssion on VJ—day.g/ Most
of these agreements include arrangements for the delivery of and payment
for pipelinc goods. Customarily these finel scttlement acgreements have
also covercd the salc of surplus proverty locoted zbroad and the settlement
of outstanding claims arising out of the war.

1/ Under Section 3(c) of thc Lend-Lecse Act as amended, the powers of the
President to carry out contracts or agreecments made with foreign govern-
ments was extended until July 1, 1949. However, Congress, in the Third
veficieney Appropriction Act, 1946, placed a limitation on the use of
the funds appropriated by that Act to the Treasury for administrative
expenses of the lend-lease pipeline, prohibiting the usc of such funds
for expenses incident to the shipment of the pipeline gocds after
Decenber 31, 1946. Although the foreign governments desirous of re-
ceiving the balance of their undelivercd pipelines deposited funds with
the Treasury sufficient to cover frcight costs, the gosds have not been
delivered,

2/ Thesc lend-lease goods with a postwar civilien utility are designated as
the M"lend-lease inventory", to distinguish them in the settlements from
the lend-lecasc pipelinec.
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In final settlements with lend-lcase countries, the United Statcs
has extended crcdits to cover the amounts due this country for the lend-
lecse inventory as well as the pipeline, In the following tabuletion, the
amount of thesec final scttlement credits is given and a2lso the amount of
the pipcline credits granted to lend-leasc countrics with which no final
settlemcnt has yet heen rcached.

Lend-Lease Settlement and Pipeline Credits

Period »of

. Date Rate of repayment of

Country signed Amount interest = _principal
(i¥illions (Per cent) (Years)
of dollars)

Unitcd Kingdom — 12/6/45 590 2 50, begimning 1951
France 5/28 /46 420 2 30, beginning 1951
Australia 6/7/46 .5 a/
Iran 12/14/45 8.5 none 3, beginning 1946
Liberia 12/31/43 19.3 b/
Netharlands 5/28/47 48 2 30, beginning 1951
Brazil 6/28/46 2 cf Treaty terms
China 6/14/46 58.9 2-3/8 30, beginning 1947
U.S.S.R. 10/15/45 242 2-3/8 22, beginning 1954

a/ Payment to be made in Australian currency for ccquisition of
real estate, construction of U.S. Government buildings and
improvements thereon, and furtherance of cultural rclation-
ships. ‘

g/ Cost of dock facilities being constructed in Liberia by Navy
Lepartment; reimbursement to United States to come out of
port revenues.

¢/ Bstimated.

In connection with these final settlemcnts, additional credits have4also been
extended to finance the purchase by thce foreign country of U.S. surplus
proverty located abroad.

Settlements with certain lend-lease countries included no extensions
of crelit by the United States but provided for cash c¢nllar payments by the
foreign cowntry or the mutual cancellation by the United Stetes and the
foreign country of claims arising from lenc-lease and reverse lend-lecse,

The scttlements with South Afrieca and Turkey were »f the first type. South
Africa has paid $100 million anc Turkey $4.5 million., Under the terms of

the lencd-lease settlemcnts with Australia and the Netherlands, the former _
made a cash dollar payment »f $20 million and the latter $19.5 million. The
United States also paid to the Netherlands $25 million in cash for the settle-
ment of certain claims arising out of the war. Lend-lease, reverse lend-
lease, and militery relief accounts with Belgium canceled out so that no
payments were mecde in either direction for these items in the wzr accounts
settlement, In the case of New Zealand and India, no payment was necessary
becausz lencd-lease znd nutual aid offset cach other,
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Many of the lend-lease settlements under which credits were ex-
tended provide for partial repayment in local currency if desired by the
United States. This local currency can then be used bv the Government for
certain purposes specified in the agreement which may include the purchase
of real estate, the construction of and improvements -n U.S. Government
buildings in the fereign country, cultural and educatinnal programs and
U.S. Government expenditures in the foreign country.

In the lend-lease settlements with France and the Netherlands and
in future final settlements with other lend-lease countries, provision is
made for the postponement of payments of principal or interest »nr both, if,
in view of extraordinary and adverse economic conditions, it would not be to
the cormon acdvantage of the United States and the foreign country for service
payments to be made., The agreement with the Unitec Kingdom goes further in
one respect by provicding for waiver »f interest under certein conditions, but
in another respect is less generous since there is no provision for the post-
ponement of interest or of principal payments,

For its lend-lease aid to foreign countries of over $50 billion
both before and after VW-day, the Unitecd States had received a financial
return up to the present time of over $11 billion including reverse lend-
lease, cash payments, credits extended, and goods to be returned. Settle-
ments yet to be concluded with lend-lease countries may give rise to a
further $0.5 billion of cash payments or credits.






