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Hareh 11, 1946

The Honoruble Fred M. Vimson
The Secretary of the Trecsury
WM, P. C.

¥y dear Mr. Seeretary:

I am requesting the Netlosel Advisory Couneil to re-
consicer its sction of last September relating to the ilnterest
rate policy of the Export-lsport Penk.

As you will recall, the Councll recossended on
September 27, 1945, that the Bunk's general rnte of lunterest on
loans vwo foreign goveramsents or reconstruction end development
should be 3% sad thet this rate should be uniform for sll govers-
monts. An oxce ticn was made of losms to finance goods which
had been requisisioned under lend-lesse, which were Lo be mie

at 2"‘}/‘“.

The Benk hes followed the Couneil's recommendstiion
strictly =ith respect to ite recomstruction locns. However,
giunce the Council's sctiom, the Bank hes consummnted s few develo-
ment loans to sgencies of foreign governsents (e.g., to the
Chilesn Fomento Corporation) st 4% rather than 3% in accordance
with the tera: of resolutions syproved by the Bosrd of the Bank
prior %o the date of the Council's =ctien. Thus, eclthough the
letter of the Council's recomsendeation has been choerved, it could
be argued thet the rete on these loens should have been 3%,

This is one supeet of the matter. Another aspect ip
thst the Bank, by cherging = lower rute on government-to-govarnment
loons (a3 in the cese of reconstruction losns) than on losns in
faver of domestiec exporters to finsnee specific axporia, crestes
o preference on the part of both the borrowing country snd the
domestic exporier for govercusnt-to-goverament eredits, The Jif-
ferentiol in interest would slone creste this reference. But
thore L8 snother factor involved; for the Benk usuelly requires
domestic exporters to carry s part of the risk of the ersdite re-
udred for firsncing speeific szport trunssctions., By contrast,
the government~lo-goverasent tyre of flnaneing :laces the foreign
governsent borrover in s jeositlon to ey the jmericsn exporter
cash against documents, so that he is relleved of all risk st an
early stage in the transsetlon.
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There is still apother sspect of the metter. ;i rete of
3% on foreign governsent obligstions is 2 serious end perhups in-
surmountable berrier to the sale of such paper by the Fxport-
Import Bank to comserciel bunks end privete investers. This argu-
ment wes put forwerd by the Bank et the time the NAC was consider-
ing the guestion of interest rates on the Denk's long-term loans
to governmments. At that time, howsver, the srguments in favor of
& lower rate in order to eese the burden on liderated and war-
devusteted countries were considered to carry greater weight, per-
ticulerly since the 3% rste was culeulated to cover the Bank's cost
of operation. These counter-arguments, however, spplied mostly w
reconstruction losns ratvher then to development losns.

For the reasons outlined azbove, 1t seems to me thet the
HAC might ugree to modify the sction of last Sepvenmber by restricting
its application to reconstruction losne. The rate on other losns by
the Bupk might then become the present lypleal rate of 4% rer sonue
end would apply equelly %o losns to foreign governmentes, the agencles
of foreign governments, domestic exporters or importers, or foreign
privete persons.

If this poliey were adopted, it would have the following
desirable consesuencest

(1) It would remove the rute diseriminstion ss between
governsent-to-government loans snd other lomns a8 soon 28 the re-
construction phase of the Bunk's operations 1s ended (which will
presumsbly be some time this year);

(2) It would legitimatize the rete on recent development
loans to the agenclez of forelgn goveramants;

(3) It would make the Benk's japer wore resdily ssleeble
w0 yrivate investors;

(4) It would brimg the Benk's rate closer to the rete
which the Internctionsl Bamk will be obliged to cherge on long-tera
losns for reconstruction and development; and

(5) 1t would fmprove the poesiblllity of obteining =n
sverage rete of 3% on the Bank's whole portfolie, 28 is probebly
necessery if the Benk 1s to operate on & gelf-susteining buasls.

(Thet is, & subetantial part of the Benk's portfolio must cermy o
rate higher than 3% in order to offset the 2-3/8% rete on #655,000,000
in lend-lease eredits,.)

Sincerely yours,

¥m. McC. Mertim, Jr,.
Chairmen
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