SEGRET Governor Eccles

Chairman MeCude Hational Advisory Couneil mewting
Lewis N, Dembistz tomorrow,

Following sre comments concerning the subjects on-the sgends for
tomorrow's NAC meetingt

The Internstionsl Bapk proposes
Duteh ehipping compenies to dbuy @iz esrgo
The notes of the shipping compenies will be gmm
w.

to the

The Duteh need thess ships, sand u is to interest of the United
S%stes thet they sbould heve them, Furthermore, the ships will earm foreign
exchange #0 thet the service on the loam will not be an added burden on the
Duteh foreign exchsnge resources, For ell these reszsons the Stsff Committee
hes sgreed that the losn sesms entirely sound amd $het the Coumeil should
wdvise the United SBtates Executive Director to favor it,

The International Bank «lso proposes to sttack its guersmty $o the
shipping compenies' potes smd thes %o sell to U, &, commerciel benks the 6
million of motes that mature withia five years, The Bank mey =lso sell the .
remaining $6 million, maturing in S5-1/2 to 10 yesrvs, if it czu find pure
chusers, This will represent the Bank's first use of ite gusrentesing powers,
It should be observed, however, that the 2-1/2 per cent reate which commercial
banks will receive on these pucrenteed notes is comeiderably higher then the
yield bvasis on which the Bonk®s 2.1/4 per cent bvonds due im 1957 are now sell-
ing on the open market, Thue it seame to me very questionuble whether the sale
of gpuerenteed notes on this basis is reslly sdventugeous %o the Bamk, The
Bapk'e primeipel source of funds is likely to be through bond seles rather than
through commercizl bapk loans, :ad the sale of these notes on & yleld basis
so muek higher then that of the Bank®s honde mey sdd to the difficulty of
placing future bond issues, However, this 18 & mattor peculdarly within the
diseretion of the Dank's mansgement, s:nd would not be & ground for Commeil
objection to the proposed seles,

Countriss that receive 0L grants are to deposit equivalent amounts
of thelr local currencies im specisl sceounts, Where these countries have
rates of exchange sgreed withathe Intermationsl MHometsry Pund, those retes
will be applied in determining how much lecsl curreney should be deposited
for ssoh dollar's worth of goods reeeived se grents, Five of the sountries,
however, do not have sgreed retes; for such cures, the draft bllaterel agree-

menit provides that the rete %o be used shell be detormined by the U, 5, Govern-
ment in consultation with the recipiemt country., The NAC is mow agked %o

adyise the Admimistretor en the detorminmstion of these rates,
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: Three of the countries imvolved (susiris, Orsece sad Italy)
have single effective retes of exchapge for the dollar, and it seems
olear theat these retes should be used,

The case of Frence iz somewhst compliested, In order to keep
down the domestic prices of eertein “desic comuodities, Frenmch importers
of these coumedities heve been permitted to buy dollars at 119 or 214
frames to the dollar, while importers of other commodities from the dollar
ares purchase their dollars 2% zbout 260 frenes to the dollar, The Stafs
Commi ttee recompmends thot Framee be reuired to make deposits im the specisl
recount at the 260 rate. n-hmhmmdytowrmwem
deposits be permitied =t the 214 rate where = grant covers hesie commodidies
on whiek importers would be permitted to buy dollers st retes of 214 or lsese,
They will polnt cut thet the re ulrement of deposits 3% the 260 rete would
reguire that they either {8) reise their imtermsl prices corresvondiuvsly or
{B) find ways of rsising revenves to emsbdle them to deposit more frames in
the mmmmmu from the sele of the goeds, On the other hend,
if the U, B, were to permit the use of the f£14 rats, it might be regurded ss
the giving of ¢ apecizl rete in orier to ussist the recipient country in sell-
ing the imported goods imternslly &% = subsidised rriece, We should not want
to zive such = comsession to France, merely becsuse its subsidy is lovolved
in = systen of wultiple exchamge redes, while we would certaimly mot be
prepered to permit other countries to drew funds from thelr special =zeccounts
to finsnce domestic subsidy progreme,

For Chine, & specisl problem srises because of the chuotic exchanze
situstion in +het country, The Stef? Committee sgreed thut for the present
it would be reusomable to use the sume eychemge rete thet wes asgreed with the
Chinese in December 1947 for rurcheses of Uhinese curremey by U, 8, Oovermment
sgencion, This ie = rate derived tm the free market rates quoted in the
Hong Komg merket,

One of Furvpe's most diffieult finsmeicl problems ot present is the
srobiter of developing = switable mechonisme for finmsneing trade among Buropean
couniries, Beosuse of the diffieult foreizn exchange situstions fecing most
of these couniries, trude mmong them is mow slmost entirely confined to trade
which is covered by bilstersl sgresments, Hence, szles by Country 4 to
Country B canmot exceed the smount of sales from Couatry B to Country &, excest
to the extent that Coumtyy 4 is willing %o extend credit or Country B is
#11lling to deplete ite foreign exchonss reserves, Thers seems to be uwacnimous
sgreenent both in this coumtry amd im Hurepe that the development of multi-
latersl trade smong Buropean countries is a vitel faotor in the success of
the recovery program,

The ECA Administrator has now asked the Council's advice regarding
a plan to use special local currency accounts to assist in meeting this problem.
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The problem of reviviag sultilatersl trade mey be divided imto
two partst

{1) The settinmg wp of some sort of multilataral clesring
systen wherseby 2 country cen use the proceeds of its sales
0 one countyy to pay for puwrehuses from smother, and

{2) The making of some srrengement for the settling of net
belences -~ i,e. of the net smounts by whieh 2 coumtry’s
totsl exports to ell the others in the growp are greater
ar less then it2 imports from the others in the growup,

The participatine countries in Burepe recently set up = multiletersl
clearing system which i: mensged for them by the Bapk for Intermationsl Settle~
ments, but wp to the prosent, the results schieved by thie system have bheen
smell, due lergely to the fuet thet the system 15 not yet scecompenied by sny
ratistactory arrangement for the settlimz of net balsnces,

It i extremely importsot that ¢ plem for settling the nmet balances
be developed slong limes that will zive to eneh vartieipsting country = sube
stsnticl imcentive to expand its exports® to other countries im the group.
Sinee the wer, muck of the trade within Burope has been financed by the
extension of eredit from the selling to the purchasing coumtry, In most cases
the outstanding amoumts of such eredits heve reached the limits that the
creditor esuntries cre sble or willing to extemd, or are approsching such
limite, Rencuse tbe ereditor countries in Europe themselves Tfuse the problem
6f finsneing imports thet they need from the Western Hemisphere, they sre
peturelly reluetent %o devote their ressurcss to exportinmg rzoods where they
hieve to sell ol eredit instead of for spendsdle surrencies,

Seversl of the proposed solutions thet have heen under discussion
would provide that whare = country®e trade with the reat of Burope resulta
ie 2 net balumee due %o 1t from other Huropsan countries, it should be able
to obtein U, 8, dollers from the Internctionsl Monstsry Fumd for part of this
net bslsmee provided thet it extends evedite (or, under some plens, grants)
for %he remainder. These are among the possibilities that are being stulied
and snalysed by the HAC Searf Committes. The Staff Committes is conecernsd
that wny plan sdopted should give sde-uate yromise of felfilling its objective
Fithout resulting im suck lerge drafts on the Mometary Fumd es to impzir the
future usefulness of the Fupd, The Ssafl Committee iz explorinmg the wayx im
which an spproprizte sprvangement of “off-shore purchases™ by the ICL Aduine
istrator within Burope might contridute substemtislly to the neeting of this
problem, I hope thet within the next week or two the Btaff Coumittoe will be
in = pesition to put forth progosed smolutions of this probtlem for the con~
sideretion of the Couneil,

Mesushile the Finunce Hinisters of five countries meeting »t Hrussel:
heve tentatively wsdvanced = proposal whereby net bulamces would be wet partly by
drawing on the Honetsry Fumd and partly by the use of the local surrsacy
accounts thet Europesan countries will set wup in commection with grante that
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they reeceive under the KV, Unmder this plsm, sach country would set =uside
some stated smouwnt of its currency; then, if thet country develop# an e-port
surplus within Rurope, the pert of the belamce due to it that is pot met by
its debtors® drewing on the Mometary Fund would be met by tsking funds out

of ite speecisl sccouns, The debtors would deposit ewuivslent smounts of
their currencles in thelr special =ecounts, Jinee the plap imvolves the use
of funds deposited im special sccounts in compeetion with ECL grants, ths plen
would of course recuire the 2pprovel of the Adwinietrator, The Administretor
has now recuested the ndvice of the N/AC on permitting such wse of these faunds,

The Staff Commitiee recommends that the Administretor be edvised
that the Couneil “perceives mo objection in primeiple to the use of pert of
the lee=l ewrremcy nccounts for the swrpose of faciliteting intre-Eurcpesn
trede, The Cowmeil belisves, however, thut the use of locsl surrency for this
purpese should not be regerded s « subatitute for efreeciive steps, imeluding
soproapriste financisl arrengenents smong perticlpating countries, desigmed
to feeilitate snd ecaprmd intre~Buropesn trode o o multilstersl basie,®

¥hile thls recomuendation would meet the Administrator's specific
iaguiry, 1t Joes provide sny resl smswer %o the problem of finencing
intra-Europecn t $his {u becsuse the two perts of the Brussels
iavelvring (&) the use of these loesl curremcy secounts, and () the use of
the Monetsry Fumd, ere veaully imdivisible., The Staff Commities belleves that
the use of the Mouetury Fund in the wey envisaged in the Brussels propossl
would be distimetly undesirsble, Without the wse of the Fusd, the Brussels
growp would certoinmly drop their whole propossl, beccuse it wouléd provide no
inesntive %o develop exports cnd henes would heve mno chanece of schievimg sny
real results,

I should think, therafore, thet the members of the Counelil might
well refrein from teking eny setion on this subject 2t this time, preferring
to weits watil they bave before them some aotion that would bhe wore sigmificant
apd comstruetive, However, if the BCA idministrstor wemte sa KAC setion mow
on the simgle quwostion of usimg loosl currency funde te facilitete intre-
Buropesn trode, 1 see mo resl ebjoction %0 the proposed zction,
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