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Iffice Correspondence Date_Jenuery 7, 1947.
To Chairmen Eccles Subject: Report on proceedings of

Netional Advisory Council meeting
From Mr. Knapp held on Jenuery 7, 1947.

The following is a report on the proceedings et the Natiomal Ad-
visory Council meeting this afternoon.

(1) Instructions to American members of American-Philippine
Financial Commission. The Council approved without change the Staff Com-
mittee's recommendetion on instructions to the American members of this
Commission. These instructions (see pages 4-5 of N.A.C. Document No. 315
attached) emphasize the desirability of exploring methods which would
maximize the contribution of Philippine resources and minimize the de-
pendence of the Philippines on additional foreign credits. Among the
metters which the Americen members of the Commission are instructed to
give attention to are:

"4+ Banking reform, particulerly the possibilities
of employing existing banking facilities more effectively
in promoting economic recovery and of teking steps toward
the establishment of & centrsl banking system.

"5. Monetery reform, particularly the possibility of
freeing such part of the present currency reserves as might
be considered excess to an adequste margin of safety.”

(2) Agreements between the United Nations and the Internstional
Monetary Fund and Bank. The Council approved the recommendation of the
Staff Committee that the U.S, Directors in the Fund and the Bank be
instructed to negotiete as close working relationships as possible
between those institutions and the United Nations, but to submit the
administrative budgets of the ingbtitutions to the United Nations for
informetion purposes only. In view of the special setup and voting
power in the Fund and the Bank, which differ from those in other spe-
cialized agencies of the United Netions, it is obviously impracticable
for these institutions to submit to review of their budgets by the
Generel Assembly of the Unite® Nastions.

o t

(3) Polish loan request to Internationel Bank. The Staff Com-
mittee had come up with & new formula by which the Bank would bind Poland
to supply coal to Western Europe, but the whole metter was deferred at
the reduest of Mr. Clayton and Mr. Farrimaen who indiceted that they de-
sired to wait the results of the Polish election which is to be held on
January 19. As you know, there is every expectetion that this election
will prove to be a "strong arm" affair and not a free and democratic
election as was promised by Poland in the Yalte and Potsdam Agreements.
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(4) Finnish request for Export-Import Bank credit. The pro-
posal for a 25 million dollar Export-Import Bank loan to Finland either
by & direect govermment loan or through exporter credits was approved,
although Bill Martin indiceted thet the Eximbenk might well find after
further investigation thet it might not want to go as far as the Council
had authorized.

(5) Mexican and Bolivian requests for Export-Import Bank credit.
The Council approved Export-Import Bank loans to Mexico and Bolivia of
5 million dollars each. These loans did not receive much discussion
because of their smell size, and in the case of the loan to Bolivia the
Eximbank argued that the only way to get projeets completed in which it
hed already invested substantial sums was to make this additional money
available.

(6) Ooral report by Mr. Collsdo on affairs of the Internstional
Bank. Mr. Collado reported that despite the lack of a President, the Bank
was making very substantial progress in planning its operations, i.e. in
reviewing loan epplications, in preparing for the issuance of debentures,
and in meking decisions as to financial policy. (In fact he gave the
impression that ection was now being expedited since the President's of-
fice was no longer a bottleneck.)

He reported on the stetus of the Bank's examination of various
loean applications. His most interesting disclosure was that the Bank's
loan committee will shortly report to the Executive Directors that the
whole 500 million dollar loan recuested by France is economically justi-
fieble and a proper loan for the Bank to meke. Mr. Collado reported,
however, that there was agreement in the Board of Directors that the
initial installment on this loan should not exceed the sum of 250 million
dollars spproved by the National Advisory Council. He pointed out that
it might be necessary when announcing this loan to meke clear that the
immediste granting of only half of the French request was not intended
to prejudice consideration by the Bank of the other half at a later date.
The Council agreed to leave this matter in the hands of Mr. Collado, on
the understanding, of course, that no commitment would be made in such
a stetement.

On the subject of the Bank's progrem for issuing securities
in thig market, Mr. Collado said that a great deel of the technical work
had been accomplished and thet 2 draft prospectus for the Bank's debentures
had been submitted to the Securities and Exchange Commission. He indiceted
concern, however, as to the progress of the legisletive program and said
that & great deal of work would have to be done in the next few weeks to
get favorable action in the various States with regard to insursnce company
and savings bank investment in these securities. He also expressed the view
that the reputation of the Bank in the New York financisl community had suf=-
fered considerebly not only from Mr. Meyer's resignation but from the fact
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SLCRT ational Advisory Counecil
- | Docunient. No, 315
Decciiber 23, 1946
c I"ZORAIDUI” TO: Neotional sdvisory Council

Fron: The Staff Cormdttece

Subject: National Advisory Council's Instructions to Amcrican
..cmbers of A crican-Piiilipnince Finoncial Counission

I. Dirminent setivation of the Amcrican-Philipnine Financial
Commaission

The American scction of the Commission has now been formally con-
stituted ond o technical staff is being orgonized, It is anticipated
that the Philippine Government will shortly complete the designation
of the Philippine mcmbers ~nd that the work of the Comuission will
begin sorie tine in Janu.ry.

IT. Teriis_of Reference

The Anmerican Ambassador to the Republie of the Philiprines formally
pronoscd the csteblishment of the Cormission to the Philipnine Govern-
ment in & note dated September 13, 1940, This notc proposcd that the
tirms of refercnce of the Cormission should be to consider the finencicol
and budgetary problums of the Philipdhine Government and to mcke rccom-
nendetions thercon to the two Governiients, with refercence to the tex
system anc its adninistration, the budget, public debt, currcney and
benking rcform, c¢xchonge and trade problems, rcconstruction and develop-
nent, The Fhilippine Government was also informed that the Cormission
could not be cupoverced to consider tiwe Philippine Government's applica-
tion for an Export-Inport Benk loan, as thc Ixpmort-Import Bank end the
Nationcl Advisory Council could not delegotc this responsibility, It
was pointced out, howzver, that the fiadings and recomincndations of
the Coaxission would be brought to the attuntion of the Txport-Inport
Bonk end the National Advisory Council tnd would be of the utnost valuc
to these agencics in thelr counsideration of specific problons.

O

The Philippine Foreign Office in a notc of Sentember 17, 1946,
to the Amcrican sAmbassodor accented thie proposal for the cstoblishaent
of thc Commission, stating thet it approved "the plan to cntrust to the
prozoscd Cormission the consideration of t.c finaneial and budgctary
probiens of the Philininc Governient and the formulation of rccormienca-
tions to pthe two povernnents of iicasures to mect budgetory deficits
of the Philipnine Governmeont.”" The note clso aporoved the inclusion
of the specific »roblems listod in the Ancrican proposal, as noted in
the parazraph above, ithin the scope of the Conmission's inquiry.

c .
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III. Intent of th. HetZonel idvisory Council
The intent of tl.c Nationel sdvisory Council in initizlly propos-
ing the cstoblistmient of the Corrdssion iims outlined in a stota.cnt
by tnc Chairmen of th Notioncl Advisory Council. given to the Housc
Corriittee on Benking and Currcney on July 24, 1946, In this statenent, r~§v
the Chairman refcrrcd to a request of Presidcnt Roxas for crcdits aggre-
goting approximately ;400 nmillion to cover anticipated budgetary deficits
over the next five years., He statod that it was the focling of the
National Advisory Council that a brozd progran of this n:gnltude should
not be undertaken before study had been mede of the facts and of possible
alternative solutinons of this nrobleni. He cormented that it would be
unfortunaie if the Philiphinc Republic werc to be unnceessarily soddled
with an externcl debt of this size, He indicated that anongz the topices
the Corridssion iiight cxgplore were '"measurcs 'iiich night be t ien to
robilize ang utilize the exdsting rcesources of the 1J¢11p,inbs.”

(9}

IV. Rclevent Factors in the Philiwinc Finonci-l Situation

e

The Chairran of the Nationnl iAdvisory Council expressed the vicws
outlined in Porosronh IIX “bovv ccause, in addition to tlac nced for
further inforrntion concernin: th; currcnt Philinpine situation, the
National Advisory Council was otr>n' 1y of the opinion that the Philin-
pinc Governmcent cen toke a widide varicty of meesurcs to inercase its
rcvenuces and otherwise rioke bettor use of its ovn resources, It felt
such mcasurcs might to a substantinl degree obviatce any real need for
foreign credits in nddition to thosc now cuthorized., It also beliceved
that the gronting of credits as initially rcoucstod by the Philiprine
Governent in ilay, 1046, would rcmove incentives for toking these meos=-
urcs, This oninion has already been porticlly confirmed by subscquent
developments. It nay be reeclled that in 2 letier to Scerctary of the
Trecsury Snyder doted Junc 26, 1946, President Roxes stated that $100
nillion would be nceded to cover Philippine budgetrry doficits during
fiscel 1947, and thet on Junc 30, 1946, his government would be precti-

cally sdthout funds cxecpt for currcney rescrves, It subscquently
appearcd that on a cash basis the Philinnine Goveranent's nced for addi-
tional funds to cover budgcinry deficits did not arisc until toward

the end of the ycar. It further beconcs cvident that the Philippine
Governrient, in all probabilitr, will not rccuire the full amount of the
Reeonstruction Fincnee Corporstion credit of 7% iaillion which Congress
has authorized to b ¢ extonded duringz fiscal 1947. This dcvelopricnt
r2y be attributed to stens vhich the Thilipnine Governnent hias taken
rceently to inercasc its tox receipts end to finanec o substantial
rchabilitation program previously included in its 1947 budget, tihrough
the newly crcated Philinnine Rehobilitation Fincnce Corporation,
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This Coriorntisn is bcing finnneed +ith reecipts fron the sales of sur-
plus property onl with ronctory rescrves jud;ed to be in execess of legel
rcquircrients on ccehunt of loss or destruction of currency during the
wor. Accordingly, Presicdent Roxos hos in: Lc"t :d thet he docs not sntici-
pate an irmcdiate need for pressinz the application now on filc with

the Export-Import 3ank for a 250 million crcedit,

Encourcsing os these developnients are, no funﬁhnunth¢ approach
to the Philiprnince financial problom, as envisnccd by the National fd-
visory Council hos s yct been teken., Such on &p sroach would involve
consideration of such sicasurcs as a thorough ov\rhaullﬂ~ of thc tax
system and its adninistration; budgetary rcformsg development of an
internal corkcet for Philisine Government sceuritics (dircet or gusran-
tecd); nossibly the cstetlishment of a centrol bank, or somc other
approach to o nodernization of the currency syston; and cecnzniie policics
and administrotive rnicosurcs dcsigncd to achicve the riost cffective usc
of tiic FPhilippines' forcign exchange rcesources for internal reconstruc-
tion and dcvelopiient,

V. Structurc ondé Operction of the Corrdssion

It has been decided hetween the two Governrients thiat the Coriiission
C vill earprise three fmericen end three Philipnine niembers with onc

fmerican and onc Fhilipnine nudber ceting as Co-Chairmen. It is
hoped that the Corrission will produce o roport signed by both
Inerican and Philipoine crbers embody ;“; findin; s and rccormendotions
of the Conridssion nd its stoff uh¢ca will be aveileble to off¢c1hls
of brth Governnents. Joucever, since the Corvidssion has becn consti-
tuted on tie poart of the U, S, GovUrnncnt at thic initiation of the NAC
the .nericon members of the Comgdssion should be advised fonmuclly by
FAC on vhat procedurcs to follow in reportin | to the U. S, Govcrnﬂcnt.

In order to clarify tlic stotus of the Aucrican nombers thcy night
appropriactely be acdvised by thc ILiC that they arc responsible to the

1TA

President and Congress throush the IA

VI. Coanclusion

The Staff Co.midttee belicves that the Jnerican nenbers of the
Commaission shoul.l hnve the benefit of such juidance as the National
idvisory Council can provide at thie tine in the form of o stotanent
outiining the brood objcetives which the Council thinks the Jdiserican
uenbers should scek to achicve,

c eTmATmTm
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The followin: nction is rce.mriended to tiwe Council for its con-
siceration: Y

The National . 'visory Council cdopts the following stotoment for
the guildence of the /merican nerbers of the smerican~-Philippine Financial
Coramission:

The /fmerican nombers of the fnerican-Philinpine Fincneiol Comnds-
sion should ainm at the adoption by the Coriidssin of rccormendations
vhich will outlinc o finencial, monctery, fiscal, ond trade progran
designed to faeilitate the achicverwent of ccononic rchisbilitation and
rccovery in the Philinnmines, and perticularly thc insétution of sound
and cfficicnt govermmentel fincieial policies oncg »nroctices. In consider-
ing the vorious nicthods for nchicving these objcctives, the fiacrican
nerbers shoula sive preferred attention to those unlch would effectively
Mexirdze the contribution of Philippine resourcces and rinimize the de-
nondence on additional foreipn erodits.,

The Netional “fvisury Council considers thet in Lplenenting o
sound rchobilitation and developrient prograiz it would be umdse for
thie Philinpine Government to co ntrect £ore Aan-obli-ntions: larger-thon

those absolutely nccessery to supplement its ovm 1tternml rLsources,
In particular, these ob
too severe a drain on t

lizations ishould not be so large cs to innose
he future Phailivpine balonce »f »oyents.

As to the speeific measurcss to vidceh attention should be piven,
the National /dvisory Couneil dous not :lesirc to linit the broad ronge
or scipe of the Corrdssion's ficld of investipgotion as propnoscd to and
acccsted by the Philipnine Governient Thc National .dvisory Council

19
aocs 4us‘rc, Sowever, thot spocifi ctriled attention be given
to certoin probloms with o vir t mx.;nﬁfng nensurcs to produce
additional rcvenue and cehdceve the xost effective usc of the Philippine
Governnent's actual and potentinl fincneinl resources. These are listed
below:

bl
0

O(
_.v".z
O:Jo

o

1. ZTex reform, particulerly the possibility of incrcasing the
raotes of (XAstlnL tax laws, adopting new trx nicesures, and enforeing
all tex lews rorc offcctively,

2. Budict, particulerly the possibility of adoptin; administrative

ricasur.s Lo increasc sovernmentel efficiency, and of reducing cxpendi-
turcs for non-~cssential urposcs.

QOTIM™
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3. Public 1 bt, perticularly the futurc possibilitics of floating

internal loans, inciuding indirect (fuerantecd) oblijations of the
Philippine Governient.

L. Benking rcforn, particulorly the possibilitics of anploying
existing bankln freilitics morc CffCCthClJ in prouoting econonic
rccovery and of thKlng steps toward the establishment of 2 central bonk-
ing systan,

5. loenctary rcform, particularly the possibility of frcein. such

part of the prcscnt currcney rescrves as might be considercd cxcess to
an adegquete mergin of scofety,

6. Trade_and exchenge problems, particulorly the possibility of
taking ncasurcs to cchicve the most cffcetive use of netusl rnd potential
foreign cxchange rcsources for internal reconstruction and development.,

It is desirchle that the Commiissicn's report Hc available to the
U. S. Congrcss a2t thc ecorl iust possible,date. It is thercfore requestod
that it be submitted to the Natiensl .[dvisory Council not later then
iay 1, 1947,

The fincrican nembers of the Curridssion arc resnonsible to the
U, S. Govermnent 11rbct17, tu“wutu the NiC, They are instructcd that
the report or rerorts produced by the Cormdssion siionld be addrossed
to the President of thce United Steotecs end tronsmdtted through the NAC,

The Council approves the tronspittel »f o copy of NAC G Docunent

No, 315 to the frcricon Co-Chedirnon of the Jrerican-Philip sine Finance
Coumrxission,
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