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LETTER OF TRANSMITTAL

BecramrEs axo ExcHavor Conyissrox
Waskingten, D C., May 1§, 1937,

Sre: I-have the honer te transmit herewith another part of the
Commission’s study end investigation of the worl, nctivities, per-
sonnel, and functions of protective and recrganization commitiees.
This report was prepaved and is submitted in pursuance of Section
211 of the Seenrities Exchange Aot of 1834, It deals with Pro-
tective Committees and Agencies for Holders of BPefaulted For-
cign Governmental Bonds and ineludes specific recommendations
regurding such protective commitiees, the Foreign DBondholders
Protzctive Connail, Ine., repatriation of foreign honds, znd eertain
wipeets of futhre foreign loans,

Thiz study and investigation wus headed by Commissioner Wil-
liam ). Douplas whe was then Director of the Protective Commite
lee Srudy. Collaborating with him on this part of the report were
Sammel Q. Clark, Jr., Abe Fortus, and Francis F. Lincoln, of the
Pritective Committee Study.

Under dates of May 2, 1936, June 3, 1926, Juna 18, 1936 and
Muy 10, 1937, we tranzmitted parts of this Commission’s report
which deale with Committees for the Holders of Municipal and
Cunsi-Munisipal Obligatiens, Committees for the Holders of Resl
Listate Bonds, Trustees Under Indentures, and the Strategy and
Techniques af Protective and Reorganization Commitiees, There
&re in preparution three other poarts of the report which will be
submitted shortly.

By direction:of the Commission,
’ J. M. Lawpe,

Chairman,
The Presioest oF THR SENATE,
The Seraxwen oF THE Hoven oF RernessyraTIves,
Warkington, D, €7,
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SECURITIES AND EXCHANGE COMMISSION

H#EFORT OK THE STCDY AND INVESTIGATION OF THE WORK,
ACTI¥ITIES, PERSONNEL, AND FURCTIONS OF PROTECTIVE AND

REORGANIZATION COMMITTEES

PROTECTIVE COMMITTEES AND AGENCIES FOH AOLDERS OF
DEFALLTEDY FGREIGN GOYERNMENTAL BCONDE

SECTION I
INTRODU CTION

This Commission, a5 part of its general study and investigation
of protegtive and reorpganization committees, pursuant 14 Section 211
of the Secvrities Exchange Act of 1934, has investigated the work,
sctivities, personnel, and functions of protective committess and other
arencies for holdevs of defanited foreirn Fovernmenta) bords.

It was not feasible, in view of the lerpe number of issues in default,
to study sither all defavits or all protective committens or agencies
in this field. Therefore the Cemmission selected for examiuation
situations and protective commitiess or agencies which represented
typical methods and practices emaploved. There were investigated
and axainived at public hearings the activities of three commiitees for
hokiers of bgnds of the REapublic of Chile, thrée covunittess for
hotders of bonds of the Republic of Colombia, two cununittess for
Bolders of bonds of the Republic of Culm, two committees for holders
of bonds of the Bepublic of El Salvador, sod three cominittess for
Lolders of honds of the Republic of Peru. The Commission like-
wise examined and held hearings on certuin aspeets of the readjust-
nient of the issues of the Republic of Brazil and of the proposed
readjostment of Lhe dollar bends of the Republic of Guatemala.
Hearings also were held, after investigarions, with respect to the For-
sign Bondholders Protective Coumcil, Inc., the American Council of
Foreign Bondholders, Inc., and the Latin Americen Bondholders As-
socintion, Ine., all incorporated agenciss which hove as their object ar
WNomgE their curpnrate purposes the pretection of the holders of de-

1]
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fauited foreign securities. In additicn, the Comimission gxamined
and Teld 8 hearing with vespect to the [netitute of Intevnational
Finance, & statisticnl and advisery agency in the field of foreign bond
ipvestmouat.!  Furthermere, this Commission in the preparation of
this report utilized to some extent the reports and records of investi-
gations of committees of the United States Senate in this fAeid end
ather zovrce malerial dealing with this subject,

This report deals with ghligations isgued directly by or pusrantead
by foreign governments and sold by American banlkers to the Ameri-
ean publie. It treats the issues of sovereign povernments and their
pelitical subdivizions, =uch ss states, provinees, departrocnts, and
inunicipalities, but net the ebligaticns of foreipn private corpora-
tionz* unless such isswez were povermnentslly puavanteed. The
jssues of private forelgn corpovations were widely sold in this eoun.
lry. Their recrpanization, however, unless default was causul by
some gct of the foreipgn povernment such as the establishment of an
embargo or of restrictions on foreipn exchunge, mare ¢losely resem-
bles the reorganization of demestic eorporats issnes than of foreign
governmental izsues. If governmental Intervention makes impossi-
Lle .the servicing by & foreipn private corpotation of its exterpgl
bonds, o situation of frequent cerurrence during the past few years,
the readjustment procees will necessarily involve the governmment.
Tn such a cese the process may involve use of meny of the technigues
described in this part of the report. In fact, a3 wiil be developed
later, the Foreign Bondholders Protective Councll, Inc., slthough not
including forcipn privale corporalions within the sphere of its nctivi-
ties, doea coneern itself with such issues iT defanlt is coused primarily
by goveriumental action.? ’

Agide from the the public sale of foreign Twmds in this country,
there have been, of course, substantial American investments of ather
kinds in foreign ecuntries. Since these investments directly or in-
directly affect Lhe defense of the foreign hondholdors' righis, we have
included a discossion of certsin of their aspects in this veport.
Thus, for example, we have inciuded a disdusston of short term cred-
its arising from advances to reinforee a distresged publie treasury,
ta finance public improvements, or for other purposes, with or with-
Gub the expectation of a Iater conversion inte a long term bond jssue,

3°Che: arganmienying and Acdlritles of the Institaie #f lutezroAticrel Ploansn nre duqu'hcd.l

in Appendiz B Lo thia Taport.

A Thin Commissign invontigased and held o beaflog on the protectlre somolebecn aofng
For the spcured deheetyren of Krauger & Tl AT & privale Swelinll corpraratlan, nnd has
reteceed from Hime to elme bn pilor partx o 1018 ceport oo Lheke coTrenl flecs.

1 Bs# dnfra note 204, pec. I, -

)

These credits have their claims gn the debtor’s treasury and on its
supply of foreign exchange, and thus of necessity are in competition
wilh the elaims of the bondholders.

A. PROPERTY INTEREST AT STAKE

Prior to the World War Anwerican foreign investments were rela-
tively smsli in amount, snd, as a conscquence, their effect upon the
conntry as & whole was not significant. There were then, a5 now,
direct inTestinents in plantations, mines, oil conceesions, and other-
wise. Forelgn bonds were held in not unsnbstrntial amountss but
these investments were comparatively few i number and the Jrublic
which purchused them was small in eamparison to the army of for-
gigi bond buyers reeruited st later periods, Upen defuult the
bundholders’ plight, though sericus to the individuai, was net a prob-
ban of nationel magmitnde. Tn contesst, after the ownership of for-
gign securities became widely dispersed throughout the country in
the 1920°5 and defoults® in the early 1930°s assumed alarming pro-
portions, the problems created necessarily affected the ecenomy of
the entire nation,

During the peried of 1914=1019 the ameunt of foreipn lending by
Awericin privale interests was substential in comparison with pre-

* The Batalloo of forelgs securitles (both goverowgents] sod cocpormie) Jo the American
ATkl PRtc Lo the Waald War Baw beeo descelbed by e 1), 9. Ewporgment of Cuismeree
R Eollows :

“Pricr to 1EM taeer were Practimlly po pobile oftcings of [erpSgo eocuriilra og
Ameeloan markewd. - Thoe there werr m._-“m.“f 1ELU0R, A
Awetlo, 1a bughly protoble =+ * T8 liwwerer, for Cnanedn wud Latio

AL phe' eloas 4f the olnetecnth eenlurs, % % % hepe were nlgns of & Srowlng
fntecrkl ntuany Ineeabord ko furelyn cecurltley  To TEUD, Bve T s—BE ZE0KID mar T e,
A2 500000 Tet Meslow anld 314 FBR000 for Cenado—were pubbbcly offcred 1o Ameriosn
tAvextors |chdlng red [bom an unpubllphed somplistlan feendghed by Fuul T, Djekens],
opd Lwa Amerleen logorenco conpables ok wp m IAER: BacE of thr 4 peroent bond lasases
of momre Awifa ciibes [chiog C K, Habann, The Expor of Ouplial, Laodnn, 1911, p. |5,

- (] L] - L

L] -

“AECFAING 12 ke Unpubliehed private smpltntion of feralgn mecorkis olecingn In the
L'oXerl Sraten [wm 14 Lo J01% pv Fnol j3 Dilckenw, Juse glied, 247 f;rri;::n 1a.fu¢_n rers
Pulliciy elowlad Jo this cunntry du the 14 Foce covered wilh wn agprerate pac value in
round oumlwern of §LO47 00, - Tl ATRewnte QfTeread REFW] wndpﬁ? frOM Jrar e yedr
agd rapged from H18IEE000 1o 1810 to $ITHITO000 fn. IBOK. o obly 1hrer prnfhe
B0T, 1300, wpd Il —wrrre they less ik o 1R14. Intle Afnerlcao srror ey, erpechobly
thowe of Rlexfeo snd Cgbe, wicce Fhe mest comtuooly onderwriceen @ thele Intal was
FITEO5 00,  Farreagtern ercuricics, with theer of Japao predominating, wore second
with & dotél walue of 310450060, Fupopean Onanting, atrnngoly encow b 4o bird
Elrh 5221’.:&50.(:20 ;H u.hrdACnm:dll. “I;HBI! lnet with SIT4EGHGC" L %, partmeot af

wmmuroe Fnedhoolh o tmectean Lpderwriting of Forel Betutitien Tr
Sarles. Mo, 104 (10200, a1 =T & TELED Ribe Promoaioo

*Defoglts wo tarcdgn gowerneentol laane prlor oo 1820 pemireed with heapact b the
obllgmbioug of Meslca (1904) audt Russla {1010, Fopelgn Dondbabders Froteoiler Cpuoell.
Tre., Anrygl Repoct 1935, at D48, 2910 Chinn bp 102t defaolted on Ipe LeshBuTy Tpleg
Iesued 2 yewcs caerMer. Jd., ng 181,

The Armt defnulea atker rthe markst cragh of 1028 grcurced with Teapegt o Lhe bonds
af Lntlg Armerfenn conntsies. Bollvlo defnuliesd on Jon. 1, 1081, ic ke shagtiy Fodkoswed
By w1y which Ocat dlofoutend oo Ape. 1, 1033,  Chite anil nther Loibs Amerlean couniciss
Alaa dAefsulted 1o 3831, The frer Eucopesn defaalt, 1hae by Mangary, acourerd 4@
Jan. 1, 1B12. Madden, Kodlor, and Saursin, fmerles's EXperlence or B Cresd|or ¥utdgn
[183T], ar 131-1}%,
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war yesrs* The yesr 1920, however, marked the beginning of o
period during which American private capital, in the form of
forgign loans, flowed abroad at an sccelerating rate” The Ameri-
can bankers found a resdy sale for foreipn boods in & market which
for & time sppurently had ne saturation potnc.

It has been stated that the tetal amomnua of dollar issues, including
those of foreign corporations as well as of goverumental entities,
during the yenrs 1920-1931, inclusive, reached the totsl of $9,383.-

L9600 (face or nominal amounc)? By virtue of sinking fund

retirements and redemptions at or before matarity ghis amount had
been redueced to $7,489,992,000, the sun reported outstanding as of
Decomber 31, 1935 This laree fieure cannot. however. bo taken
sz indicating the present intorest of Ui United States o fereign bond
investments,  There are severnl deductions that have to be madel?

“Phe mllowlng toble ceprinted from Amerlcon Uedereerkiliog of Foeelzn Seeoeiiles J0
1831, Trade Iofrrmation Bull. Xo. 802, pulllsbed BF the T, § Depuerpent of Commores.,
lirtg 1he farclgn cApiinl legos, Nicdk goverementol nnd rpepoepts, pubbicly offered i the
Uoited Egotes trom 1004 (broogdh 1031 '

Numbrer Total Earienaifed . Ealimaioa
i Ros ol refundidy In Adls momingd

e capd had A m#ririeaa sagdtat
an 244 AT0. 2ER 156, ANa %-i. 013, 2EE
En T ATG Oy #, G, DY
1z &, Tk, 000 1, 168, BOL. ST
) AT RS OO0 GA2, o7, 150
44 &, ], 00 Atk HAR, il
L1 aan, ST, e 391, TAT. 00
1 105, 500, D00 AL, 43T, 056
11a 60, 100, 0% 529, 307, EAG
b= 001, 421, Hiw TAE, G206, DE4
il T7, QiHD. MY £, HBY, 33y
120 1. 237, LY, Gikl W8, o2, 44T
[ 1 W Yo k] 1, 008, a6, 180
rin 1. FoZ OTA, D0 1, 320, 481, 142
20% 1, 240, 04, 0an 1, TG, T 260
o 1, 181k e LT 1, Xan, 051, 247
148 WO TLTLHL M. GG RTE GT1, 3. fd
T 1, 087, LD, 214 154, 227, Qa0 . anL, E:FEI. 14

H -

3 L1 245, 1859, 800 54, 208, D00 ZTH, Bu4. 500

Toe yesr 1831 HoaAtked the ond af thls rme af forclgn low term leoiMog, Madden,
ap. & fupra note B, e A8, .

FThr tnkig of forelga capital feaues IBI4-1D031. supra nnts 8, shown 0 eteads senrty lo-
gioage in the smoynt of the igpung after 1P00 ®leh fhe exceptlon of the years 192F wod
1825, wpdit the prak sear of 1937 wag rochm),  Tha 2 guccecdlog yedrs shotved redues
tany. Therg whe & Fourt Lo 1830 15 he follnewe? b o precinltoos doellme 5o 15%1,

' Medden, op, oll, swprd oote K nt T4 Forelgn Rordbablers Penteribre Coupell. Ioo.
Anngal Report 1034, &t & afoben: ]k ban born esibmatod that duelng the yorrs 10%50 do
1931, Touclubbre, bz were fonded In dbe Linkig] Stateq approgimately §190 54400000 of
Torelgn atoltar bolds''  Flguren tor ¢biy peried complied by othe U S, [eportmeot af
Comnenespe #hew (e Ofgrepaie omauol of nll furelpe mpital Jssues [RClsdTng e (umding
lbauws, the segedk of forelZn corporotlons eod cecigln pther 1asges a0t gtricoky  boreign
bond Jgvessmends at $11,625 143,1ET.  Erc let, Augira nole 4 apg Maddcn, op. off. sugrg
TnRbe B, At 80-TQ,

* Muddap, op, eff. Hepra mote B At IBT-1HE: Taealtute of Totgrantlowol Finnoge, Ste-
tlatica] Agelysis of Forslgn Dollar Food Defadlitd, Dol %o, BB [(April 1040], ot D,
In conpeceion with s caleulaciao of the Ealanee al interoationnd puymants of tha
U'nited Sintea, fhe U B, Deparment of Commerce tstlmates 1hat, durlng 1be penm 13202
TR, Bond eedempilon And fhe operadiat of slDklog firnds have amnucted tr 32473000860
Thin retern to dolints padd, nab the par Amounc of loase retired. U 2 Deprriment ok
Commeree, The Delawce of Inderparionpl) 'aynaeig +f the Unlee! Srapes 1B 190%, Toade
Informatlco Lull. Wa. 518 [1034), 1t 4%,

™ FTatesdloge before the Sccoriflee nod Errbange Commlsslon in the Mattar of Forelgo
Londbeldera Protective Councdl, Toe, e @, {18350, ot T8,

i

Estimates for the yenrs 1914-1929 indicaie that approximately 13.6
percent of all foreign bonds publicly offered in the United States
were sold abrond when fiest offered ' The holdings of American
investors in these issues has been further reduced by the repatrip-
tion ** af their bonds by debter countries or their nutionals, and hy
the purchase of such hands by investors in other ereditor countries

It has been steted thot by resson of thess varions factors only
abant 55 percent of the amount reported outstanding as of December
31, 1935, i actually held in this eountry.”  On this bosis only ap-
proximalely $4,130.000.000 of the $7 490 000,000 of bonds outstanding
sre held by American investors while approximately §3 360,000,000
are heid abroad '» :

The foregoing figures relate to the dollar bonds of both foreign
rovernments and foreipn private corporutions.  The importance and
the diversity of the American stake in the bonds of foreign goveru-
mintal entities ulane is made appurent by figures published by the
Foreign Bondhalders Protective Conneil, Xne.. showing dollor bonds
of foreign rovernnental dehtors outstanding g5 of December 31,
1835, in the suen of $5,345,430.580000° This amount, which is ex-
clusive of the issves of foreign privale corporations {unless povern-
mentelly guarantecd ), s hkewise sabject to reduction by reason
uf seeurities Lield abiond

Acenrding to the foliowing figures publiched by the Foarsizn Bond-
hobders Protective Council, Inc., $1,745,896.000.00 of $5,345.44% 500,00

M Modden. op. Sl auprg T0te &oone 197, whose referende Ls made to a conupllnilon hy
1he T 8 Depariment of Conmecte Accorddtog i bhe testhomuenf of one af fhe parknrea
of Jo & W, Rellimtn & Coo before tho Soredg Commilies on Banklog apd Fiuance,
20 percent af the lanne of the Bepulile of Prr murd ploted nbroad. Henetogs teftrp
!hl’.‘_{.‘ﬂmrulﬁcf an Flrmnce on Yate of Forcige londs or Secccliles 10 the Celied Stagen,
paratnol o 5 feca, 1R, 72 Coee. 18f Besn, at 13281 .

'* T repattintion of gocacltles 19 o much discusicd sublect g9f present doy inleroatinmal
firmnre.  Uted brondby |t covers purchosey tor elsklng fuod omder {he bind coofemct
#n4d repurébofes by dehintd whlle fult Bond service |w Lelog walotaincd; ke bos abap neen
szed dn A nnerewer eenge wlil meclol cefoeance te Inetantrs whers gatlbs beve de-
fautted In bend seredes, Icequectly plradiog fomufBetont furclgn rxchuoge. snd then Bare
reieane] eichiuge f7 (e purcbase of bgnide gy priced ahuarmully dapreraed by the essch-
Vou af lateeral and @lnkloy fuod pupmepis.  Reratrlatlon of this escr muost be con-
demnrd omopad ralih broghe debtor. Boe imfre see. 1V, [h A of Ui ceport. [t bae
réeduced the nmount &f Amorican ¢woed fortlgn bande thowgh -exact Oguies regandiog
tbe boenl pxtent of ibdy redoction are Dor RvellELIe.

WMadren, op ol esuprs ook 5. oor J0A-ER5.  Sree also Inelltete of lotorontionst
Financr, op, cif, supra gote 0, ok 3-4.

Y Budden, op. off, aupros mole b, AL 1GT—1%E,

ihid.

*Fucelgn Mondbolders Pestectber -Coungll, 182, Ancunl Report 1035, et BA2-2ES,
B wlno Tnatitate of Intorastlennl Finanee, op. oF. aupres aole b, gr 12-15.

" Apoiylng the matinsate of & 45 peroene reductlin [scy wupra o eexl) ta forclgn gov
eeaniiental lknaen, i1 ;inguot hebl by Ameeicas luvestors an of LDwe, 1, 1835, |g eeduped
Teom HDuwe §82H,00.000 to mbout NES40.000,000. Mhererre paferstee In mide | thia
TOrL o Ehe Amoont of farddgo bood fewuer gutscanding, the Agure sbewn, welets othor-
w.:;u Indleated, wlll e tne Amaon: reporied outstandiog loclusive of atquritles hegd
abroad,
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forelgn bonds outstanding on Decamber 31, 1935, werc pertly or
enbirely in defuull as to tnterest ;8

Im default e

Gui sl guding e infereal
Lavim Amerlerm_ oo oo ____ 51, 515, 941, 094 31, 175, 33, 404
U M - o e e e e e e e = T, 489, 63, 2 67, Gl4, 600
Far Bast o oawvam oo L Gy E, LoD &, Glk) 0K
North Amerbea (Caogde - oo e wmes 1, 783, 581, 71 LLLURG i

85, 240, 44D, £, V15, BOS (00

Froum thiz it will be seen that approximately one-third of the bonds
were 0o longer paying in full the inlerest specified in the loan con-
ftract. The Latin American group of debeors showed proportivnalely
a much higher ratis of defeult, as approxivately 76 percent of their
Issuvy were no longer paying the agreed intevest. The defaults were
not eomplete in jl! cases: some debtors werc maintsining partial
service gn Lheir bond obligations. Thus of the $1,748, 898000 forcign
bands (o default as to interest, pariisd secvice waa being maintained
on H01T 797 300 throogh (ke Jssmanes of refunding bonds ar scrip
or part payment in U, 3. dollars or locs] curroney ; the balawce of
F:082, 100700 was i total defaltt® .

It has beew estimated that between six hundred and seven handeed
thousand investors ere holding foreign bonds now in defwwle?®
Dwight W. Morrow, in an article, *Whe Roys Foreign Bonds™, re-
ported that on g basis of an examinarion of five foreign governmental
issues, averape holdings It 2 particular jssiee vary from 32991 to
$4.335." The norm is usuaily taken as 3 000> O nierest in this
connection iz B deseripticn by the Foreipn Tendholders Protectiva
Council, Inc., of the bendholders who have registered with the com.-
mittee for the Republic of Chile bonds forteed by the Couniil wad
the extent of their hoiding: :

“s ® & T Commbttee of Toudbslders Tor the Hepoblie of Clhille Doeds bas
locinded 1o the regizirations with (hint Conwitees Laxdividenl Boictiolders, banka,
truasl fonas, sebedln, colleges, uniccersilles, theologicsl seminuries, chuarches,
churcih sacloties, 1ibraries, hospltala, memgrlal homes, foundatloms, orphooiiges,

© M Forclgn Bondhoflecs Proteeilse Cooncli, Jae, Aoneal Aepoct 1045, of 284285 Da
faplt 1o bnteresl 18 cimest loverladly sceoupaoisl by defauit In slpking fuhd.  The Hyptes
af 3, HEEREL00 wing Imsincoy F104, 430,400 10 nefnylt @ to oatdarier.  Io additien {ha
sum of §200.000 1m o default g8 €0 matarity onlF [1AtencsL BiHL Betog pald} and Pee svm
of 76,505,800 1a in defmult me to Alnging fapd erly.  The tola] addadl [o” deteult Db,
therefare, §i1 82053033, 600. A, a0 F8=383,

id, At ZEG. -

=0p. ¢l sepra nola 1 ot 2. This In orclapby an orercBlmiote oe It s bafed on tha
awdinialoe that exch lovesto? Yplda ab=nut $2,00]) of bonds of Lul ooe fa®ua 4nly. While bo
pralAe Ogdred ace ovadimlile, the tofal nomber of thgue boondbheldars mig b inrge.

B (192T7) & FPorelym Afalce 210-312, reprintad as qppendls o Heorlnges befoce DO
mlttee po FiNGnce, 9P, o, sw)ma nate 13, a1 151158,

= Gp. it }upra note 10, st B2 F. ). Linman testlfiegd thok the aeerage Doldinge of EL 2ot
vaday begds was abounl 350HME. Trotesdinge before ibe Hecorodes wnd Ezchnngs Com-
mizslen Lo ghe Marter of Eondboldims Proteciivy Commitkees fnr the Requiblic of EB1
Hulewdor (ABES), wb 4I.

T

¥. M O ATk nnd cemeterr astoclutiong, Fvers Soaie e the Upited States, one
teeritory of the Loly! Etatez, the DMatelet of Colutobis. and thiete fernipn
coutiities are represenbed 1o the cepisivatlons 5o for recetved. While 1 oemboer
af the raglstrants bold suhstuntinl amewniz of Loeods, e averppe bolliog s
wery smull. sheswiug an extremeliy wide dlgtelbotion of these bhoods, 9685
of the bondbollers wiie have reglatiored represint boldings nf lexs then S50 000
warkh of bonda per perana, 8o the ayerage woldiag of this $3%% of reclstrants
Iy A3 worth of bonds Ter perion. The 45 of che bBandholders who have
regiierel boldmge over E0.000 reprtzent anm average LebiMng of L2000
wmorth of bonds per cepfstrint. The overape holdlng of gli sategorieg ju &3,5960
et of Londs per peerion.
» ® E - » - -

“It Tawsk e token Wi account thet gaany regorie holdlugs of $20,0M worth
af bonds oF aver, us well oz of zmaller dmnounts, eepresent bonds toporoed
by oog Inatitotlen bot beld by them |n frest acedmote fof ooy mdlvideals.
11 he breakdown of the bellings of ufl of soch mocaunts were avpiinbie, the
tverage holding would wndoobtedly be lower (hgn shown here™ ©

These 13sues wsually bore & high rate of interest, It was this fact,
coupled with common belief that unusual sefety was attached to
governmeital bonds, that made these issues wnusually sttractive to
the invester of small reeens.™  The Foreign Bondholders Profectivs
Couneily Inc, in its 1984 report listed 157 jssues of foreign dollar
bonds in purtisl o cmnplete defandt as to interest or sinkipg fund
ar both,  One hyndred and eighiy-two of these issues had been sold
W the public since 1920; of these, T hore intersst rates below 625,
132 bore intercst rates of (85 and over bt less than B, while 23
issues bore 8% interest.™

A. FLOTATION OF FQREIGN BONDS

Unlike Lhe tankers in Great Britain and Eurepean countries where
foreipn lending had been carried on for penerations, the American

A Foreign Mondhalders Protective Cogneel, Ine, Antun] Resart 1035 ar 948,
Mlaho Fosiee Dailles, of tbe law fem of Sulllven & Croeerctl, writing eatip lo 1BE3
BAbd )

“Tha mimpisct and most effeetvs ooy 00 Slocie Potentiel Inw

Io rhideriinnd That tie yate af 11ttrmn{ of TaChor "j:' yload, o n?';}:r:qfiser:: .:t'rﬁ"'é‘?uf;',"’g'.'i-
the mengare of rléR. A wvery largo pary aBaut Belf, of thy [eralgn Baade whish =res
oflered dn the pgatoenr gecode were prioed 49 vlebd Frem B to 85 peroent,  Tlere Tare
teen rasricAllE a0 ddefnulte Jn (hER G Degurty. ’:"h.r deinulin BRve Beeh almnsb exel rabvely
cobflned to the -bopda peld o yield mors -thon “ﬁ Deacent dnd up b B perent IF B
Bam [ gald ra rleld @ pereenc. ihen it ¢ rlsky, howerr laudeiory the nepanpcetus nnd
lwwerrr roosepvatlve whe Peputotlen of ke IS5GINg hahkerw,  Thin princkple I8 generally
$Rrednbdes] R appiteable ta dopesile bonds. There op ra, hywever, 1o Bave bogn og
lopruniion thar [te vafldlty Jid ool ectend (g fopelpm {!Efm.. tet Thar In tlil% cateao

biEIL el wonlld b cbtaloed withour rlak. Ie ghould "B InspdAgbted dd the Invesgnr'y
Iuburl—-o8 Arcnly ihat 10 canmot be eracicaled by rhe higheRt af bEh preystes salwanen.
nbl thnt ag with domestie houds, Inrelpp bonds bear eheie awn Jabe),  Eigh Impcpese
Yol dneans thal In the Jetgmeat of the Annacal commuplis these Ex elak.  Thid wlinpls
nriaclpie alang, were 11 goderstacdd nod anned wpde, w0t 10ceels prevent tha Lmpsriedes
Eg;zh-wld m:;l: ;u:r 1:1&::: It_;ﬁﬁn Fojjurlahlsv _'!ulnki]. lﬂasﬁa nr&-"lhrmesmn af gmnll meubs who

0 n T !
l¢nding 11955+ 12 Facelan ARnle b ar 0o Culies The Sccueltlen Act sod Forekgn

M Earelel Dondholders Prorecilve Councll, tne, Awtosl Ropert 1934, &r 108-217.
Jalio Faster Dwlled roportm the svesage Inicreni renbe ob forelgn bond bewen of over
14000000 |4 B.E0 percent am compabed BB 0 domegte bond Avermgs of 5,7 peresnt.
Tuls intledes bt defrahed spd noa-defatiied korfe.  Tholles, sepra pore ™, pr a4l
The avrrage [nteredt rate on defnoki=d bends bolp wouohd updeudredlr be higher
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‘bankers by and large were untrained and inexperienced in this new
fedd of finange®™ But while lack of experience may partinlly ex-
Plain, it cannot justify the reckicsznose, ineptitude, and in some cases
outright chicanery of this era of fnt"w.i;_m lending.? 3uny of these
characteristics were developed in the investipation of foreign bond
flotations by the Senate Committee on Finance in 1931 and 1832
und m the gencrsl investigation by the Senate Commities on Bank-
ing and Currency of stock exchange practices in 1942-1024, which
included within ite seope an ihvestigation of the otation of several
Toreign bond jssues .

The report of the latter Committee contained the following indict-
ment of the American houses of issue : -

"The record of the netlvicles of Snvestment bankers in the Aoeotlon of farelpgn
socuritles L5 one nf the most scandilous ¢hapdoeys |n the Liscoes af Americun
inveslment bonklag,. The sale of Lhese forelpn 1ssnes was eharncterized by proae-
Hees and sboses which mwere vialative of the mast elememtary princlplee of
bresineas erlles

L - L J L] L] L ) -

"Wnr from excrcising dlserlmibnstlon W redation to these issces, the hankars
falled to check adeguately the ieformatlon Inendshed by fereign officinly;
fgrnored hael delt records nnd bad wonent Figkes s discegorded pebicien) disturb-
ances and unheavotay failod to cxemine, ot cxumined onlr perfunctorly, vog-
norole condllions fn foreipn countries : fulled to e bepprine whether e propased
nrs of the proceeds of lont Essoes were pepolnely constooet lve; fikiled to nkcots
toin whether the proceeds of loan isawes worg applied fowsard the purposes
specifll in Ehe loan conteacis: foiled Lo scertuin whether revenues pledgol
for the goevied of lonns were collected and properly depoztbed 1o aceordoneoe
with the agreements; and peneeally indulgml fn prsetices of duubtfal pra-
priety In the peofigtion of foredpn loana and In ie mule of forelgn gecusitlos

LLE 1]

lo the Amerlean pubtic!

The Bepnle Commiltes haszed its statement on its investipgation of
the flotation of various Latin American bond issues, promiunent
atigtg wlich were the Peruvian bonts, the Cuban Public Works
bunds and the bonds of the Mortgage Bank of Chile.® The efforts of
various prolective commitiees and apencies to readjust the defuyles

M itp, mif, sugrg noe 13 ad B1-6Y. Tobio Foeter Dalies hae ptafcd @ " @e bn lurn hare new
broomag  greditor matlbon Thia developrienr. [nesleable [fo1he [6Rg ruo, wes precimd-
inked be Fho 'World War. Tt fowund one bankers el our [BVRELInE BubBlic iets dxpeeleooel
Lhnm §f the anlft fromt dekbor to credior [511an had MR & gendual ooe™  Dhliew, dupre
bote 24, oi 445 . .

F1Ir oy Ao e enld that tha bonkers ovidenced little eppreciatlag of tha Jeakeabdll by
ol eoard|oating I"cl:r\elkn teniing with commercind and tonde pollclon. )

= Haogrlngy before Commitie= un Finanee, on &6, fuprd note 11,

" lienpings befove Committes on Ban¥ing and Cuprepty, fureusnl lo % Reo. 84, 724
Copgress, and %, Fes, 50 and 8. Rea, 67,7 T30 Congress '

" Hrport of the Committes on Brekibg ord Gorocney on Brock Escbance Fractlees, T34
Congrer, BopAle Roport Mo, 1455 (1034, wl 123-124  For o dlegcusslen of the ciodilpn.
Ahip bopwesy bapker perAclloed c7lbeized Ln this Teport And the Bubsequett defoultm. onos
tendlny (bue many of tbe pracrioed dH sel coolribire 10 Lhe Jefaulte, sec a rocent Hack,
Iimkilen, wr. @f, Heprg pote 5, 86 2[‘15-;231.'

T 3enulg Report, ap, oif, supra pote 3, 8 12015
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of these icsues will be Jescribed in defail in thisz part of this
Commisgion’s report,

A further aspegt of the issmuiee of these bonds reported by the
Senate Commitiee was rhe inclusion of faise or misleading stote-
menrs o the sales prospectuses or the omisston to stale therein
pertinent facts known 1o the bankers, *

The ¢ra was characterized by the most intengs competition mnong
Amevican hankers for foreign bond business. Dlweed in peet by
this comperition, hankers would pay aubstaniial commissions known
as “fnders’ fues™ for the origination of the business; in some cases
these commissions were paid to officiale of fomirn eountries or theie
rejatives ¥ One result of this competilion was that the foreign

-obligars enjoyed & mest favorable harpnining position with respect

ta the ameunt and terms of the lean. Anolher equally pernicious
effect was n tendency on the part of the hankers to induce foreizn
gavernimeils e secepl unwanted loans, Speaking on this point in
an sddresz before the Pan-American Conferance in 1927, Themas W.
Luunoni, o partner of J, P, Morgan & Co., gaid

"Frem the polat of v af the Arnerleno Investar b 18 ohvlouslt pescssuTy
to scan fthe rifuxtlon with locreasing ctrcomapecriso ARl te wveld rach or
exeesglve lewcdleg. 1 have In mlud 1he repore that I have receniy heapd of
American bankers awnd firins e peting en almosy o wlelent seale for the pueposs
of pboobmlng [0fas in vatlous foreign maney Mnck ot ovarsmes. '

“Nuoturmlly L is o teinpting hipr Lor certale of the Furopeon Governments
(o dined B harde of Ljwritan bushers sitfaeg on their doorateps ofering them
rpme, [0 12 cethor du:mwa!ialrrg'fnr munleipalities and oomotutlens lu tha
sue countries 10 BAve woney presaed epon thens,  Thal sort of comneltien
Lends #o infcirity wod woedumt peactios. The Amaetlern (wvesior is an intellj-
gent bk dua nd cae be skl tpeen bo dlserlmina te, FoL, itk Brst jostuaes,
zuch Jlserimdnation bs the provines of the hanker who buvs the goods calher
than o thee Investor bo whom ke grlls tlem,

"l mar be ur_'!:'useﬂ of gpecial plending In atteriog thia TATHING, vet A warking
neRns to b given apainet Indkserlminnte 1eodlog and lodiserlminnte borrowding "

The tide of lending renched its peak ond started to recede in the
lute 1220's. The eorly stages of ihe depression and the begiuning
of defauits marked the end of this amaging chaptor in the annals
of American finanee

T IBid,

*E.p, the PEFREt br Amerleay bopkers of $4I5000 to Joan Leguin, Mo soo of the
Perusinn fPeepident.  Trocecdloge belose 1be Secorities uml Exchange Commlesien In tha
Mntlgr ol the eddfustaent of External Obllgnilong azd Prolesttce Commictess and of
T'ratgctite Organlakilons for Securdty Fluldern f the Republle of Feru, ef af (AF35), ot
205

™Thla gogtetion Appeacy In Hearings before Committes on Floooee, op. of, fupré nag

21, 81 45 aod lo Regort of Committes o8 Bioklog snd Cursster, ap. ol swpre oole 30

at 105,

00 abuers i the Aptnidlon of forclgn honds gct, In mddition lo ithe Bonste Repocd, o,
clf. aupra mate E0, Sonptor Hirum Jalineons speech, 706 Couk. Rec. S057—£0832 (1832),
gn¢l Winkler, Foreign Haondne, An Autopey {1933).
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The unsavory circomstances attending the issiwnec of many of
these foreign bonds are inatters of history. Dut their existénce ean-
not be ignored in eoncidering the rendjustment of the defaults which
followed. Tn the first place, ther ¢olored the debtor's views towards
its bond oblipations; in foct, in some instances debtors lLigve ot-
tempied to find justification in the hankers® conduct for the cessation
of bond service and even for the dental of the validity of the debt.
In the second place, the bankers short] v becane the target of oriti-
ciem by the purchusers of the bends and by committees organized
on default to reprezent the hondholders.  Furthermerve bondhnlders
and protective committees haove tried Lo e in the circumstonces
surrounding the issuance of the boids o basis for rescission or dun-
age suits apainst bunlers. In the thivd place, the self-saimne bankers
whao sold the bonds at times undertouk o assume a eoromanding or
dominsting rele in the rondjustinent, as representatives of the bond-

holders. We develop the vice of that practice heranfter. At this -

point it is suffictent to note that the problems urising out of these
fraudulent aety and the enforcoment of these elains by bondhalders
or their representatives caut as a practical matterbe divorced from
the rendjusiment of the debt itgelf,

The defanse of Lthe Americun interest in these debis, scaltered as
they ave over five coadinents and vequiring in theic readjustinent
negotiztions with a score of foreign natiens, has browsht ta Tiorht
serious shorleomings in the various procective methods which huve
been employed to saferuard the Amcrican bondholder. Wher this
country encered the depression few persons had any considerable
experience in handling the readjustment of defaulted foreign bond
issues and the complex and uhigue problems thereby presented.  The
neture of these problems and how they difer from those of domestie
default situations must be examined prior to any detailed study of
the roethods of handling thers, '

C. THE BEADJUSTMENT OF FOREIGK DEFAGLTS

Foreign bond defawits are handled by techniques differing in many
respects from thoss employed in the domestic Held. This is funda-
mentally dus to the fact that in the foreign field there is an almoat
complete absence of foastble legal remedies available te the bond-
helders. The sglytion for a default is necesearily to be found in the
adeptton of & voluniary armn'g.:emr:m. elfected thegugl negotiution
ond compromise. In this eonmeetion, governmental aid, through
diplomatic intervention or atherwise, bas been of assistance to the

™ ap, of, #eara wote 10, ap £8-52

il

bondholders, Dut in the last analysis, the negotistions have been
earriecd om by protective committees or other agencies acting on behalf
of the bondhoiders,

1. Forew:x Jaoax Duocouexts: Ausesce oF LEaal. Breapgnes

The principal docanents governing the issuance of forcign bonds
are the loan contract between the deltor and the house of isswe and
the fiscal ageney apreemant between the debtor and its fscal ngent,
The latter is often the house of issue or an affiliated cnrpmatmn In
faet, of the 172 defunlted foreign bond issues listed in the anmnual
veprrt of the l"oreign Bondlholders Protective Couneil, Ine., for the
year 1935, concerning which information with respect tu ﬁa:.al aunnls
is avatldh]ﬂ, the howse of issne Is either the fiscel agent or co-fiseal
ament i1 83 cosez; in 32 cases n bank formetly an affilinte of or which
had other apparent comuection with the honse of issue is Rscal apent ;
while in only 57 eases i there no apparent eonnection between the
fisen] agent and the hense of issue, Where the lown calls for che
appeiniment of & eorporate trustee, there will also be o Lrist inden-
ture. Thes ducuments set forth the conditions ander whiclh the
money is berrowed and iz fo be repaid, the security for the loar, {f
any, and the terms under which the fiscul ngeis administer their
ajmehey ar the {rostees tliedc trost,

The oldigér government inveriably promisss uneonditionally te
pay the agreed interest on the bonds, the principal st maturity
and te amortize the isswe in u specified manner. To the fulfill-
ment 6f this coverunt, it p]a{ig__,,ﬂ:s its full faith and ‘credit. Tf
the lnan is unsecured » negative  pledgs covenant i3 often
inserted. OFf e 178 foreipn loans referved to above, 63 were
unstimred wnd of these, 53 cuntsined negative pledge  clauses.
Beeuricy in vatious forms ig frequently given by tie obligor. There
may be pranted e specific mortgege of physieal property ewned
by the obligor governiaent; more frequently the security takes the
form of a pledge or a charge on fevenues acoruing to the obligor,
Thus of the 172 loans previeusly referred to, 10§ were secured, and
of thess, 70 were secured by pledges of revenues while but 11 were
speyred b]. mortgages of physical priperty only. Twenty-eight loans
werd seeuretd by both the mortgaging of physteal pmpurw and tha
Pledging of revenues,

The legal provisions which creste the security are set forth in
meticulous detail. The provisions of the loan agreement between the

‘Republic of Peru and J. & W, Seligman & Co. and F. J. Lisman &

Lo, dated March 15, 1027, which secured an issue of 7% sinking
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fund gold bands?” illustrate some of the types of covevants and
gusrantees wsed in fereign loans. They were nx follows:

YR Toe Bepubike pledges [fs pored faith and ceedit for the prompt payment
of the principal of, and the premilmn vod Intérest wpon, thie bonda oy and whon

the same shall bocome due gal pasable and for the dae e pesetn] nerform--

unec of all the othar covobants end Apoiegicats, in this epeeament ead it the
trast agreement sl inolhe honds coutalned, (0 b REERrmct) O observed by bfg
and corennnts that In caose the révénues hecolnefter pledged ge seruelty for the
brnds shotl prove (nsQfleient te make MOF pavments 10 be mede &3 provided
heroln or o the homis, or du the brust egoeemnent, ¢ will make wpn ach deflelency
vl af iy ollier r¢vchuUcs,

“% As socwrlty for the puyment of the prineipal of, nnd interest upen, the
bords, e Hepublle ngeees to specdfleplly pledpe, and creade o direst fiest len
snd charge wpou, omd Lereby dees pledge and creste n dicect fGregt Hen and
eharge apen, the gross tobieco revenles subject only tn the lleos ofF chrcges
existing thereon Lo forer of the outsranding 8 percent houds of 1924, the hollding
Rotes, tho mrclinery woted nml the seeneed gobl ooles; = * *

"4 The Republle covenuuta thet so long as Aoy of the bends aee satstnnding
1wl hot etdode Ahgllzh, oF W GRY Bahner fapwin, of peEmit the redeecion,
abniition, or lmpalrinent of, the gross Obaces Tevenues ns exicflag at the dale
of ehils nprecincnt, ne abalish nr {mpaie the wobaces monopoly or ih 4ny ocher
monner impalr, or pormit tlee lepelrment of, tho ecsarity of the bonde.

a5, % = = The prloeipnl of, peemilum on, ame Smberest OF Whe hoends of
1927 shill b poid 10 thee OF &t n% wiell as o fime of neace and whether the
hollers he oitizens or residents of & friendls or nf o hostlhe stabe, and =hall be
padd wlihone deduction of diminpcien for Any taxes, assrszments, chabges, o
dutins of oRF onture, now or at Boy tlew bercufier hesicd or Bwposcd by bhe
Repoblie, of ahy State, provines, munlclpelity or othir dnving withurily horeod

ar thervin' M

In some eazes af securcd loans. particalarly where sesured by
physical praporty, the documents spetl out the steps which creditors
may take ta realize on the value of the security by forcclosure or Ly
reduction to possession.  These and other provisionz contaibed in the
loan documents specifying the bondholders' rights and remedics are set
forth in the conventional baeguage of the doimestic loan agreements,
but ara coupled with a jargon of new. plrases to eover additional asz-
pects peculiar o nternational fin