April 21, 1948
Chairman McCabe Agende for today's Nationsl
Mr. Knapp idvigory Council meeting

Attached is 2 copy of the agenda for thies afterncon's Nationsl Advisory
Councll meeting.

Please note that the metiter of ERP sllocations iz not formally listed
&® an item on the agends, but the paper which we discussed yesterdsy will be pre-
sented for the iuformation of the Council under "Qther Business®, 4is of lest
night Secretary Enyder had not yet talked to ¥Mr. Hoffman, and it is still not
known whether there will be any discussion of the procedurs]l problem ianvolved in
these allocations. Incidemtally, I em atteching for your informatiom = copy of
the minutes of the NAC discussion of this subject last month (please note that
these minutes, and a1l NAC minmutes, ere classified TOP SECRET).

¥With respect to Item 2 on the agends, "Proposed terms of payment on
ECA loans®, there is attached the report by the Steff Committee on this subject
vhich was mot available in time for our meeting yesterday morning. Plezse note
that subseetion (d) in the secomd paragraph, which gave ue some trouble yester-
day morming, has now been slightly redrafted by the Treasury. Their redraft
seemg to me to be an lmprovement, and I thinmk it will be ncceptable to you.

Two nev items bhave been sdded to the agenda., The first, listed as

Item 3, "ipplicatiom of Iceland for §2.3 million eredit”, relates to an applica-
tion by Iceland to the Export-Import Bamk for z 2.3 million dollar eredit for
the purchase of & fishing vessel and related ecuipment. Since Iceland is an ERP
country, the Staff Committee feels that this credit cught to be handled by the
jdministrator if possible; on the other hamd, 1t sppears that the purchase of
this ship i 2 matter of some urgemey so that if the idministrator is not pre-

to handle it right sway sction by the Export-Import Bunk would seem up-
propriate. The Staff Committee is therefore recommending the following actions

“The National Advisory Council approves consideratiom by the
idministrator for Ecomomic Cooperation of eredits to the Government
of Iceland in an smount up to $2.3 million. If the Administrator for
Economic Cooperstion does not find it feasible st this time to ex~
tend these credits the Netionmal Advisory Council approves considera-
tion by the Export-Import Bank of credits to the Goverament of Iceland
huanu’?Jlillm-'

A further item which will be raised for discussion under the heading
"Other Businegs® relates to = proposed credit of 26 millien dellars to Iran for
the purchase of surplue military equipment., I =m attaching a separate memorandum
on this MMO

Attachments
JBXsnla
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- TOP SECRET

NATIONAL ADVISORY COUNCIL
ON
INTERNATIONAL MONETARY AND FINANCIAL PROBLEMS

Agenda
Meeting No. 93
Wednesday, April 21, 1948
4:00 p.m., Room 4426, Main Treasury

1. Appropriation request for economic rehabilitation of Japan
(NAC Document No. 654 - previously distributed;
NAC Document No. 642 - previously distributed;
NAC Staff Document No. 214 - previously distributed)

2. Proposed Terms of payment on ECA loans
(NAC Document No. 665 - previously distributed;
- NAC Document No. 668 - to be distributed)

3. Application of Iceland for $2.3 million credit
(NAC Document No. 640 - previously distributed;
Draft Action - to be distributed)

4+ Bank for International Settlements
(NAC Document No. 661 - previously distributed)

5. Other Business

John V. Gunter
Secretary

TOP SECEET
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SJUPREY

National Advisory Council .
t "~ Document No. 665 ‘
April 20, 1948

LIEORANDUI{ Tos National Advisory Council
From: Iational Advisory Council Staff Committee

Subject: Proposed Terms of Payment on ECA Loans

l. Problem

The Administrator, in accordance with the Economic Cooperation
Act of 194E, has requested the advice of the National Advisory Council,
on terms of payment on loans to participating countries,

2+ Background

(a) United States Government Loans and Credits, Considerable
variation has existed in the terms of payment on loans and credits
extended by the United States Government in recent years. Some
general principles, however, can be stated, All the longer-term
credits have called for amortization of the entire principal sum by
regular annual or semiannual payments., In some cases the amortiza-
tion of principal has not been scheduled to begin immediately but
only after a period of several years (in the following discussion,
such an initial period of deferment is referred to as a "period of
grace"). Interest payments have ordinarily begun from the date the
loan or credit was extended, or from the date that it was disbursed
or utilized, even where there has been a "period of grace" for the
amortization of prinecipal; the only important exception to this rule
has been in the Angleo-american Financiel Agreement, where interest
does not begin to accrue until about five years after the date of
the loan.

The following summary indicates the terms of each of the
principal U.S. Government loans and credits.

Lend-Lease (3-C Agrecments)

Final meturity 30 years, no period of grace, interest
rate of 2-3/6 percent per annum,

War Settlements arrangenents

Final maturity 35 years including 2 5-year period of
grace on repayments of principal, interest rate of 2 per-
cent per annum, provision that payments of interest and/or
principal may be postponed if both parties agree that be-
cause of extraordinary and adverse economic conditions aris-
ing during the coursc of payment any periodic payment would
not be to the common advantage of both governments,
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< Export-Import, Bank Loans

(1) Loans to finance export of goods for which re-
quisitions were filed by foreign governments under Lend-
Lease, - Final maturity 30 years, no period of grace,
interest rate of 2-3/8 percent per annum.

(2) Reconstruction loans. - Final maturity 20-30
years, periods of grace of about 5 years, interest rate
of 3 percent per annum,

(3) Development loans, - Final maturity up to 20
years (depending on nature of project), periods of grace
in some cases, intcrest rate of 3-1/2 percent per annum.

(4) Various other loans and credits at varying
maturities and interest rates according to the nature
of the commodity and the transactions.

Anglo-smerican Financial Agreement

Final maturity 55 years, including a 5-year period of
grace applying to both interest and amortization, interecst
rate of 2 percent per annum, and allowance for waiver of
interest under certain conditions,

W Office of Foreign Liqguidation Commi.ssioner Credits

Final maturity not more than 30 years, with postpone-
ment of first amortization payments for 5 years if necessary,
and intercst rate of not less than 2-3/8 percent per annum,

Reconstruction Finance Corporation (Philippine Loan)

Maturities epproximately 5 and 6 years, no amortization,
interest rate of 2 percent per annum,

Wer Assets Administration Credits

(1) For war-devastated countries, — Payments over a period
of 15 years, including a 2-year period of grace on repaymcnts of
principal, at an intercst rate of 3 percent per annum.

(2) For non-war-devastated countrics, — Paymcnts over a
period of 10 years or less, including @ 2-year period of grace
on rcpayments of principal, at an interest rate of 3-1/2 percent
per annum,

(3) Items subject to stetutory limitations, i.e., raw
meterials, consumer goods, small tools, hardware and non-asscmbled
articles which may be used in the manufacture of more than one type
of product, Payment in 3 years, no amortization, intercst rates
as above,
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W (b) International Bank Loans., The International Bank has made
loans to five countries with terms as follows:

(1) France: Loan for a period of 30 ycars with amortiza-
tion over a 25-ycar period beginning 1952, interest rate
(from date of disbursement) 3-1/4 percent per annum plus a
commission of 1 perccnt per annum, comaitment charge from
date of conmitment to disbursement at rate of 1-1/2 perccnt
per annum. Anortization schedule arranged so as to permit
smeller payments of principal in the earlier years than in
the later years.

(2) The Nctherlands: Loan for a period of 25 years with
amortization beginning in 1952; interest rates same as for
France.,

(3) Denmark: Loan for a period of 25 years, with a 6-ycar
period of grace on rcpayments of principal, interest ratcs
same as for France.,

(4) Luxembourg: Loan for & period of 25 years, with a 2-
year period of gracec on repayments of principal, interest
rates same as for France.

- (5) Chile: Two loans: $13.5 million for a term of 20

w years, amortization poyments to begin in the sixth year,
with interest rate of 3-1/2 percent per annum plus 1 percent
commission per annun; 2.5 million for a tcrm of 6-1/2 ycars,
amortization payments to begin in the third year, with
interest at thc rate of 2-3/4 percent per annum plus a con-
mission of 1 percent per annum. Commitment charge 1-1/2
percent per annum but increasing on amounts undisbursed cfter
six months,

(¢) Private Cepital Financing. Financing in the United States
private capital merket by the participating countries has, in the
post-war period, bececn extremely limited. In April 1947, Norway sold
210 million of 3-1/2 percent 10-year bonds at 98-1/2, and in llay
1947 the ietherlands sold $20 million of 3-3/4 percent 10-ycar bonds
at 99. Recent quotations for these issues have indicated a con-.
siderable declinc from the original issue price.

3. Discussion

(a) Uniformity.

As a general principle, the terms of payment on locns (in-
cluding maturity, period of grace, rates of interest, etc) should be
uniform among participating countriecs, OSerious administrative diffi-

{ a culties, as well as political hazards, would be involved in drawing
-
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~ distinctions between recipicent countries on the basis of the risk
involved, urgency of necd, or ability to repay. Differences in
credit worthiness can be taken account of in practice only in de-
cisions whether to lend or not to lend, or whether to lend morc
or less. An evaluation of this type has already been expressed
in the percentage divisions bectween loans and grants recently re-
cormicnded to the Administrator by the Council,

Application of the principle of uniformity, however, neced
not preclude varying the terms of different loans to any one country,
provided the annual debt burden assuned by each country is generally
not greater than would result from the uniform terms. For example,
if a uniform maturity of 30 years were considered as reasonable,
there would appear to be no objection to extending some loans for
a shorter period if they were offset by other loans to the same
country that would be for longer than 30 years (or would be for
30 years but would call for lower rates of amortization in the
carlier years and higher rates in the later years)., Likewisc,
some of the loans might bcar interest rate lower than the standard
rate if they were offset by others bearing higher than the standard
ratce In this way, the annual burden on the balance of payments
of the recipicnt country could be made about the same as if all
loans had been extended for 30 years and at the standard ratc of

= interest, This would provide a desirazble degree of flexibility
in the administrator's operations without inviting the charge of
unviarranted discrimination among participating countries,

Where lozns are mede to countries that will also be
receiving grants, a speciel case can be made for setting the
terms of loans on a liberal basis (i.e. very low rates of interest
and anortization), in order to maximize the amount of the assistance
to each country that can bc placed on a loan basis. Then, the
lower the intercst rate and the longer the period of amortization
(and hence the lower the annual service charge per million dollars
of loans) the greatcr will be the amount of assistance that can be
given in the form of loans, Furthermore, once the amount that the
country can pay annually hes been determined, it is obvious the
longer such payments arc kept up the larger will be the total amount
that the United States rccovers, although there should be some
rcasonable limitetion on the duration of the repayment period so
as to avoid appearing to create a perpetual indebtedness.,

If the loans to some recipient country were to be given
on terms calling for more rapid amortization, thus increasing the
annual charge per million dollars, the effect would be to rcduce
the total amount of loans that the country could service, It
vwiould thus neccssitate that more of that country's assistance be
placed on a grant basis than would otherwisc have becn the casc,
ond would reduce the total amount of repayments that the United
States could collect.
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The analysis would be somewhat different with respecct
to countries receiving 211 their assistance on a loan basis,
.‘hen a country is put in the "all loan" category, this will rec-
flect a finding that that country's long-term ability to repay
would support an amount of loans greater than (or, at least,
cqual to) the amount of assistance needed under the progranie
For such countries, it might be possible to shorten the period
of amortization and still keep the annual service charge within
the country's ability to repay.

(b) Maturitics.

The Council has rccognized the appropriateness of long
naturities in conjunction with loans and credits cxtended for
rcconstruction purposes, (For example, loans under Lend-Leasc
3-C Agreements and OFLC credits have had maturities of 30 years,
War Settlements arrangements have involved maturities of 35 years,
and the Anglo-American Financiel Jigreement has a maturity of 55
vears.) The foreign policy of thc United Statcs and the economic
vwelfare of this country require that the terms of foreign loans
be such that the borrowing countries can be expected to meet thenm
without undue burden on their balances of payments., Where the
maturity of a loan is for an extended period, so that the annual
rate of amortization is low, the likelihood of default is rcduccd,

It was the concensus of the Staff Committee that
maturities of approximetely 30 years would be appropriate for
this purpose.

The useful life of the goods received by the participating
countries can not serve as the criterion for deterrining the matur-
ities of ERP loans. '/hilc under other circumstances it is often
desirable that the maturity of & loan to finance an equipment pur-
chase should fit the life of the equipment, the special circumstances
of ERP loans would make this standard unsuitable for general applica-
tion to them. This is true bccause a country receiving equipment
items on 2 loan basis may also be receiving other items on a grant
basis, and if the loans to pzoy for these equipment items had to be
emortized in full within the life of the equipment, this would re-
duce the country's ability to make payments on other loans and hence
would increase the amount of other items that we would have to
furnish on a grant instead of a loan basis., Furthermore, imports
of food, feed and fertilizer will, to certain countrics, be as
significant rcconstruction items as will imports of cepital equip-
nent to other countries,

In the last analysis the repayment of ERP loans, like
other loans to governments, depends mainly on the general debt-—
paying ability of the borrowing government, rather than on the pro-
ductiveness of the particular project or program that the loans
financed,
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(c) Period of Grace.

The term "period of grace" is used here to refer to a
period that is to elapse between the date when a loan is made and
the date when repayments are to begin. Such periods of grace have
not been uncommon in long-~term United States Government loans and
credits. The War Settlements arrangements include a 5 year period
of grace on repayments of principal, OFLC credits mey permit the
postponement of first amortization payments for 5 years, WAA credits
characteristically include a 2 year period of grace on amortization
payments and the snglo-/merican Financial igreement has a 5 year
period of grace with respect to both principal and interest payments.

It would not appear appropriate to rcquire repayment of
principal during the period of the European Recovery Program as now
conceived. (Currcnt deficits of recipient countries would be in-
crecased by amortization peyments, and the result might be that in
effect repayments would be made out of ERP funds.) The Stoff Com-
mittee is therefore of the opinion that amortization of principal
might be deferred for 5 years after individual loan contracts have
becen signed with participating countries. The period of grace
would be included in the 30-year maturity period discussed in the
preceding section.

(d) Interest Ratc.,

The Staff Committce is in agreement that the rate of
intercest to be charged by the Administrator should be sufficient
to cover the cost of money to the United Stetes Government., The
cost of money to the Government should be bssed on the avercge of
both long-term and short-term issues, weighted according to the
prospective proportions that will be outstanding, since the terms
of CGovernment borrowing is independent of the specific purposes
for which the funds are useds, Since there is no basis for esti-
mating changes from the present proportions over a period of ycars,
the only practicel procedure is to assume that the prescnt distribu-
tion of long and short-term debt will continue. The present cost
of money to this Government is slightly less than 2-1/4 percent
per annum, On the other hand the going rates for long-term Ixport-
Import Bank credits and International Bank loans are 3-1/2 - 4—1/2
percent per annum,

The Staff Committee felt that, in view of the general

objectives of the European Recovery Program and the desirability

of extending liberal terms to recipicnt countries, a rate of interest
of 3 percent would be appropriate. Also, for psychological rcasons,
if the interest rate is kept low so that the largest possible amount
of repeyments is labeled as principal rather than intercst, thec total
emount collected by this country may be maximized, This latter point
is really applicable only where a country is to receive partly grants
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and partly loans, so that the amount of the country's annual pay-
ments depends on its estimated ability to repay rather than on the
amount of assistance that it receives.

If the final maturity of a loan is 30 years, including an
initial grace period of 5 ycars (making a 25 year period of amorti-
zation) and if the rate of interest on unpaid balances is 3 percent
per annum, then the annual service (covering both interest and
amortization) during the 25 year period would be 5,74 percent per
annum,

(e) Postponement of payments.

The Staff Committee considered the question of whethcr
there should be included among the terms of the loan contract some
provision for the postponcment or waiver of interest and/or principal
2long the lines of (1) the provision in the Anglo-American Financial
l.grcement for waiver of interest in periods when British exports
fall below a specified level, (2) the provision in War Settlcments
agreements that if both countries agree that because of extraordinary
and adverse cconomic conditions arising during the course of payment
any periodic payment would not be to the common advantage of both
o governments, such payment might be postponed upon such terms and con-

ditions as might be agrecd, or (3) the provision in the International

Bank's Articles of /igrecment that the Bank may "accept servicc pay-

ricnts on the loan in the menbers currcncy for periods not to cxcced

3 yecars,"

The Staff Committce felt that consideration should be
given to inclusion of a postponement provision similar to that in
the War Settlcments agrccments in the loan contract. Such a clause
might avoid thc necessity of outright default in case of futurec
general balance of payments difficulties and thus increase the
possibilities of eventual repayment.

Le Recommendation

The following rcco.ricndation is submitted for the consideration
of the Council:

The Council rccommends that in principle the terms of
pa;ment on ECn loans be in general conformity with the terms
of loans by the Export-Import Bank under its 1945 ict, with
due regard to the character and purposc of the loans approvcd
by the Economic Cooperation Administration.
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The Council rccommends that the Administrator in
arriving at the terms of payment of such loans consider
the following:

(a) that, other things being equal, the terms of payment
should be uniform among participating countries;

(b) that the typical final maturity should be long, i.c.,
in the ncighborhood of 30 years, with amortization
of principal beginning 5 years after the date of the
loan;

(¢) that the rate of interest should normally not excecd
3 percent per annum;

(d) that variations of the terms of any individual loan
from the typical or normal terms should not be
precludeds '

(i) so long as the aggregate annual burden of

debt assumed by the borrowing country is not
substantially changed from that which would rc-

sult from general application of the normal tcrms, or

L

(ii) where the borrowing country appears able to
pay within a shorter period for all assistance
reccived;

(e) that, although it would be desirable for loans of
particular maturities to be assigned, where possible,
to suitable commodities or projects; the serious
nature of the ®alance of payments deficits giving
rise to this program commends the use of great caution
in varying the terms of loans by reason of the nature
of the cormodity or project.

(f) that consideration be given to the question of includ-
ing in the loan contracts a provision for postponement
of payment or modification of service charges in periods
of unanticipated balance of payments stringency.
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