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BOARD OF' GOVERNORS ..__,/ 
CF" THE 

FEDERAL RESERVE SYSTEM 

Office Correspondence 
To Chairman Burns 

Fro.~m..._ ___ A_n_d_r_e_w_F_._B_r_i_m_m_e_r_~~rrrr~r 

Date _ _ Ma_.c,y_ 4~, _ 19_7_0_. __ _ 

Subject: Meeting on Trade Message and 

Trade Hearings, Wednesday, May 6 1 

An interagency meeting is being scheduled for Wednesday, 
May 6, at 3 p.m. to consider a trade message that the President 
might deliver and to review issues that Administration witnesses 
will be expected to discuss at hearings to be held during the 
next few weeks by the House Ways and Means Committee. You will 
probably be receiving a notice of this meeting. (The meeting 
will follow immediately another session called for 2 p.m. the 
same day, to consider the future of the Foreign Direct Investment 
program. The invitation list, I have been told, will be broader 
for the trade discussion than for the FDIP review.) 

For your background information, and as a preliminary 
indication of the subjects to be covered at the trade meeting, 
I attach a memorandum on a preparatory session conducted by 
Hank Houthakker last Thursday and attended by Bernie Norwood 
of our Division of International Finance. Another staff-level 
meeting will be held late Tuesday, and a final paper for review 
by principals attending the Wednesday meeting may not be available 
much, if at all, in advance of that meeting. 

The major issues of concern to the Board that are 
being considered for treatment in a Presidential trade message 
are proposals to expand Ex-Im's operations and to create a 
tax deferral device to encourage exports. The trade hearings 
will probably cover, of direct interest to the Board, proposals 
(possibly all from outside the Executive branch) to create tax 
incentives for exports. 

Attachment 
Memorandum on preparations for discussion of trade issues. 

cc: R. Solomon 
Holland 
Cardon 
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Office Correspondence Date __ Ma_ y_ l _, _1_9_7_0 __ _ 

T Governor Brimmer o ________________ _ 

Fro-~m~ ___ B_e_r_n_a_r_d_ N_o_rw_o_o_~ ....... ___ _ 

Subject· Houthakker Meeting on the 

President's Trade Message 

CONFIBEN'IIAL (Flt) 

The following is an account of the meeting held by 
Mr. Hendrik Houthakker (CEA) to discuss a message on trade to be 
delivered by the President, as well as to consider matters to be 
covered in trade hearings by the Ways and Means Committee. 

Summary 

The meetings considered points that might be included 
in a Presidential trade message; did not do any drafting or re-
view language of proposed texts; elicited agency attitudes on 
topics covered; and agreed to reconvene on Tuesday to prepare a 
report that would be considered by principals on Wednesday. (In 
addition to the Wednesday meeting of principals on trade matters, 
there will be a meeting that day of high level officials on possi-
ble OFDI revision.) The meeting also noted preparation of Adminis-
tration material to be presented in the Ways and Means Committee 
hearings. 

On the principal issues, agencies were divided on a pro-
posal "to take Ex-Im out of the budget," were agreeable to lesser 
proposals to liberalize Ex-Im 1s operating limitations, and were 
for the most part awaiting a further review of the DISC proposal 
before developing positions. 

Participants 

CEA - Houthakker, Wonnacott 
Budget - Mann, Green, Bray 
STR - Gilbert 
NSC - Johnston 
Ex-Im - Kearns, Bostwick 
State - Weintraub, Duncan 
Treasury .- Schaffner, Pelikan 
Commerce - Davis, Fox 
Agriculture - Bates 
Federal Reserve= Norwood 
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Documentation 

Prior to the meeting, Davis had circulated an Ex-Im Bank 
paper that proposed several ways of easing restraints on the Bank's 
operations. At the opening of the session, the Chairman circulated 
a CEA draft of a Presidential trade message (Attachment A); during 
the discussion, Treasury circulated to those representatives who 
had not previously received copies another draft Presidential mes-
sage (Attachment B). The latter two texts were referred to, but 
not carefully reviewed, during the meeting. 

Before the meeting opened, I gave Houthakker a copy of 
the memorandum in which Reed Irvine and I had given to you our 
views on the Ex-Im proposals and, incidentally, on the contemplated 
DISC. 

Proposed removal of Ex-Im from the budget 

Houthakker solicited general reactions on the proposal to 
take Ex-Im lending activities out of the Federal Budget (proposal 
described in an Ex-Im memorandum circulated by Ken Davis on April 27). 
Mann said that it had been agreed at the last NAC meeting to hold 
this matter off until January. Kearns replied that Ken Davis at 
some earlier meeting had asked Ex-Im to prepare a paper on the 
subject. Davis said that the Secretary of Commerce, in a meeting 
with the President, discussed tax incentives and export financing 
and that the President asked for a further study of these matters. 
Fox added that Wilbur Mills, Chairman of the Ways and Means Commit-
tee, had directed "us" to indicate how the President would achieve 
his objective for U.S. trade performance. 

Houthakker said that he had not been aware of the NAC 
action but did recall that, when the issue was discussed last sum-
mer, there was an understanding that the budget constraint issue 
would not be pushed. However, he recognized that the situation 
had been altered by new events, namely, the Administration's deci-
sions to place certain Government activities -- of the Environ-
mental Finance Authority and of the Student Loan Program -- out-
side the Federal Budget. "Because a girl has lost her virginity 
does not , mean she has to become a whore," Mann remarkedo 

Along the lines of our memorandum to you, I said we saw 
value in budget discipline and believed now was not the time for 
relaxation of budget restraints either in fact or in appearance. 
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Bostwick objected to an inference in the meeting that 
taking Ex-Im out of the Budget would remove it from all Governmental 
controls. He noted particularly that the five Ex-Im directors were 
appointed by the President and would be expected to carry out Admin-
istration policy. The Government Control Act provided the Budget 
Bureau with adequate restraints over the Bank, Fox declared. 

There was a sharp interchange between Mann and Kearns 
over Mann's view that the proposal represented ginnnickry and that 
a proposal that would, in effect, remove Ex-Im from the Federal 
Budget should be framed in a more clear-cut manner. 

Returning ultimately to his initial request for agency 
attitudes, Houthakker received the following indications. 

Connnerce - favored 
Ex-Im - favored 
STR - favored 
State - favored 

Budget opposed 
Federal Reserve - opposed 
Treasury - no position, 

but hopeful of estab-
lishing one during 
the day. 

In response to a direct query from Davis about the basis 
of the Federal Reserve position, I said that the view had your con-
currence and that I expected that, in the light of previous expres-
sions of Board members on the broad issue involved, it would have 
the support of other· members. However, reminding Davis that he had 
only gotten the Ex-Im paper to us the day before, the specific pro-
posal had not been presented to the Board. 

Passing reference was made to a subsidiary element of the 
proposal, namely, that Ex-Im be authorized to extend its discount 
facilities to short-term export paper. Without objecting to the 
proposal as a whole, I remarked that we would be concerned that a 
failure to incorporate some restraints could well lead to an unde-
sirable surge in the expansion of the total volume of U.S. conuner-
cial bank loans. 

Increase in Ex-Im obligational authority 

There was a generally favorable attitude toward Ex-Im1s 
request that its obligational authority be increased (point 2a in 
Ex-Im 1s paper). 



To: Governor Brimmer - 4 -

However, there was much debate over whether steps toward 
this end should be taken now or should even be indicated publicly 
at this time. Bostwick declared that Ex-Im would not need addi-
tional money now but would need it in FY72 and FY73. It would 
need expanded obligational authority as of July 1971. 

It remained unclear how the group's sentiment would be 
reflected in the proposed trade message. 

Debt obligations beyond Ex-Im1 s statutory life 

There was no objection to the proposal that Ex-Im be 
granted authority to issue debt obligations that extended beyond 
its statutory life. 

Green reported on the interagency meeting that had taken 
place early in the week to formulate a position on the proposal to 
establish as a tax deferral device to aid exports, a category of 
domestic corporation to be known as a Domestic International Sales 
Corporation (DISC). Hopefully, he said, papers to round out the 
present proposal and to furnish needed analysis would be available 
by next Tuesday. Gilbert said that he and Deputy Assistant Secre-
tary of the Treasury Nolan were to talk to Representative Byrnes 
of the Ways and Means Committee concerning the proposal. Gilbert 
had not yet done so. It was not known whether Nolan or others had 
brought the matter up with Byrnes. 

Schaffner urged against possible insistence for a weigh-
ing of cost (revenue loss) against benefits (export earnings). 

Agency reactions were as follows: Treasury, State, Agri-
culture, and Federal Reserve preferred to await a further proposal 
before taking positions. Connnerce definitely favored the idea of 
the DISC. The Special Representative for Trade Negotiations was 
sympathetic. Budget did not yet have a firm position. However, 
DISC, as well as any other proposal involving a relinquishment of 
revenue, would have to promise benefits that offset revenue loss 
to warrant Administration endorsement. The NSC representative 
said he had started out disposed favorably toward the proposal 
but had become concerned about the holes in the proposal. 
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Houthakker thought that, pending a further review of the 
proposal, reference of some sort to it should be retained in the 
trade message. 

In answer to a question from Houthakker, I said I would 
not recommend including in the trade message a reference to the 
December 1969 modification of the VFCR guidelines. 

OFDI 

Some participants referred to the relationship between, 
on the one hand, various proposals that would come up in the Ways 
and Means Committee hearing and in the President's trade message 
and, on the other hand, the possible liberalization of the Foreign 
Direct Investment regulations, to be considered at a high level 
meeting next week. Schaffner pointed out, for example, that trade 
liberalization steps would to some extent determine how far Govern-
ment might go in liberalizing controls on capital outflow. 

There was no attempt to get into the substance of the 
OFDI issue at the meeting. 

Other trade issues 

Trade adjustment assistance. Gilbert had reconunended to 
the President the creation of the Trade Adjustment Assistance Ad-
visory Board that had been envisaged in the Trade Expansion Act of 
1962 but that had never been established. There was brief discus-
sion of increased appropriations contemplated for adjustment assise 
ance because of the expansion of the facility called for by the 
President 1 s trade bill. 

Tariff Conunission industry study. Gilbert also had recom-
mended to the President that the latter request the Tariff Conunission 
to do a comprehensive study of industries in the United States. 
Houthakker thought that this point, as well as the adjustment assist-
ance matter, should go into a draft trade message if the President 
accepted the recommendations. 

Border tax adjustments. The Chairman of the Ways and 
Means Conunittee might include border tax adjustments (BTA 1s) in 
the hearings. However, in order to avoid inhibiting a possible 
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United States negotiating position, he would probably confine dis-
cussion of the topic to executive sessions of the Committee. Be-
lieving that the subject should be treated more fully, Fox said 
that a decision had been taken at Cabinet level that the border 
tax adjustment issue was important. 

Houthakker and Gilbert agreed that no reference to the 
subject should be made in the trade message. 

Trade documentation. Gilbert expressed reservations 
about an allusion in Treasury's draft of a Presidential trade 
message to simplification of export documentation. (This was 
virtually the only specific reference to the Treasury draft at 
the meeting.) 

Date of Mills hearings. Despite rumors, no firm date 
had been set for the Mills Connnittee hearings. They were expected 
in May. Cabinet officers and other senior officials were already 
on notice that they would be scheduled. 

Further action 

Houthakker said the present group would meet again at 
staff level Tuesday, May 5, at 4:30 p.m. Participants at the 
present meeting were asked to submit to Wonnacott their comments 
on the CEA draft Presidential trade message not later than noon, 

. Monday, May 4. 

On Wednesday, May 6, at 2 p.m., a meeting would be held 
under the Chairmanship of Paul McCracken to consider the possible 
relaxation of the Foreign Direct Investment programQ The meeting 
would be confined to "principals only" (except for the inclusion 
of Dick Urfer). 

On Wednesday, May 6, at 3 p.m., another high level meet-
ing would be held to consider matters that would be coming up in 
the Mills Connnittee hearings and to review a draft Presidential 
trade messageQ The agency representation at this meeting would 
be broader than at the 2 o'clock meeting. 

cc: Messrs. R. Solomon 
Hersey 
Irvine 
Pizer 
Cardon 

Attachments 2. 
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Marking 

Last November, I sent to the Congress a message on 

our foreign trade policies, and, included in that message, 

my proposals for a Trade Act. If our trade policy is to 

have the flexibility required by the changing world of 

the nineteen seventees, these proposals are essential, 

and I therefore urge their speedy enactment. While the 

proposals are modest in scope, they provide flexibility for 

U.S. trade policy in a number of significant ways. 

Specifically: 

.. , 
They restore the authority needed by the 

President to make limited tariff reductions. 

--- They recognize the very real plight of 

particular industries, companies and workers 

faced with import competition, and provide for 

readier relief in these special cases. 

They provide for the legislative completion 

of the Kennedy Round of trade negotiations, 

and remove a major obstacle impeding progress 

on the reduction of non-tariff barriers. 

_y 

They strengthen the hand of the President in hi.s 

efforts to ensure fair treatment for U.S. exports. 
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They strengthen the General Agreement on 

Tariffs and Trade by regularizing the 

funding of United States participation. 

LIMITED AUTHORITY TO REDUCE TARIFFS 

The President has now been without authority to make 
since 1967; 

modest reductions in U.S. tariffs /the proposed act would 

provide such limited authority. As was explained in the 
! 

message of last November, this authority is not intended 

for major tariff negotiations, but rather to make possible 

minor adjustments that specific circumstances might from 

time to time require. In the event of the use of an 

escape clause action, for example, it is normally necessary 

to provide compens atory reductions to our trading partners; 

otherwise they are justified in taking retaliatory measures, 

with ·the resulting danger of a drift toward restrictionism. 

Thus, the limited tariff reducing authority is an inseparable 

companion of the provision of a more liberal escape clause. 

Aib FOR AFFECTED INDUSTRIES 

In the trade bill presented last November, I recommended 

significant improvements in the means by which U.S . 
. 

industry, firms, and workers can receive adjustment 

assistance from the government to meet injury caused by 
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imports. I also recommended liberalization of the escape clause, 

providing a simple and clear test: relief should be 

available whenever increased imports are the primary 

cause of actual or potential serious injury. The increase 

in imports should not -- as it is now -- have to be 

related to a previous reduction in tariffs. 

I reiterate my recommendation for these two changes, 

which will ease the impact of import competition on 

American industry and labor. I should also like to 

note a number of actions which have been taken in the 

past few months to help some industries and workers in 

adjusting to import competition. The Tariff Commission· 

has now approved four applic~tions for adjustment assistance 

for workers and, based on the recommendations by the Tariff 

Commission, I have granted moderate tariff relief to the 

piano industry and have made its firms and workers eligible 

for adjustment assistance. I have also provided adjustment 

assistance for the firms and workers in the sheet glass 

industry and have ~xtended the escape clause rates 

applicable to window glass for several years, after which 

a phase-out of the escape clause has been scheduled. I 

have extended the escape clause protection to the Wilton 

and velvet carpet industry and have also freed certain 

~carpets and rugs from escape clause protection. Because 
---=----/~ F O,, . •r () 

<::, ,, ..., .. 
0::: 
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of the complexity of this industry and its production 

and prices, I have asked the Tariff Commission for 

additional information as to competitive conditions 

in this industry. 

ACTION ON THE AMERICAN SELLING PRICE 

During the most recent round of trade negotiations, 

all major participants made concessions in the chemical 

sector. Many concessions were agreed on unconditionally, 

while certain other concessions were conditional on U.S. 

elimination of the American Selling Price method of 

evaluation for duty purposes. Specifically, as part of 

the ASP package, the European_ Community undertook to reduce 

its chemical tariffs by an additional ~mount, so as to 

achieve a combined Kennedy Round-ASP package reduction 

of 46 percent on $460 million of chemical imports from the 

United States. ~s a result, virtually all EEC chemical 

tariffs would be at rates of 12-l/2% or below. The 

United Kingdom would also reduce most of its chemical 

tariffs as part of the ASP package. In addition, a 

number of non-chemical provisions were included in the 

ASP package. Belgium, France, and Italy would modify 

road-use taxes so as to eliminate discrimination against 

American types of automobiles; the United Kingdom would 

reduce its margin of preference on tobacco imports; and /~-;:-Fo 
/ ....... 

Switzerland would eliminate restrictions on ·certain 

canned fruits. 

<I. 
cc: 
uJ 

I 
t 
I t 



-GONFIDENTIAL 
-5-

Although the ASP system applies to only a few 

American products -- mainly benzenoid chemicals -- it has 

taken on great symbolic significance in the eyes of our 

trading partners. Thus, it has become a major obstacle 

to negotiations on non-tariff barriers. If progress is 

to be made in the important area of non-tariff barriers, 

it is important that the United States undertake the 

elimination of the American Selling Price. 

Reducing or eliminating other non-tariff barriers 

will require a great deal of hard bargaining. I would 

welcome a clear statement of Congressional intent with 

regard to non-tariff barriers to assist in our efforts 

to obtain reciprocal lowering ·of such barriers. It is not 

my 1.ntention to use such a declaration as a "blank check." 

Rather, I pledge to maintain close consultation with the 

Congress during the course of any such negotiations, and, 

of course, to submit to Congress any agreements ~hich 

would require new legislation. The purpose of seeking a 

declaration of Congressiona~ intent is to strengthen our 

ability to negotiate on non-tariff barriers. 

FAIR TREATMENT OF U.S. EXPORTS 

The reduction in trade barriers which has taken place 

in the past four decades has contributed to the vigor and 

piosperity of the United States· economy. It is important 
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t '.o recognize that the United States can gain from both 
! 

iides of the trade equation. Imports provide a wider 

choice of goods to the American consuming public, and 

reduce inflationary pressures in the economy. At the 

same time, it is no less important to recognize the need 

f'or vigorous efforts to assure fair conditions for U.S . 
• j 

exports competing in world markets. These efforts will 

be strengthened if we have more effective means of 
I 

response when confronted with illegal or unjust restrictions 
I 

on American exports. In the trade bill submitted last fall, 

I recommended that authority to respond to such restrictions 

be expanded in two ways, namely, by extending the exist~ng 

authority to cover unfair actjons against all U.S. products, 

rather than just agricultural products; and by providing 

new authority to take action against subsidized competitio~ 

in third country markets. 

FOR THE FUTURE 

The trade bill presented by the Administration 

represents a step towards developing the flexible trade 

policies needed for the world of the nineteen seventies. 

It is, however, important to reexamine our entire trade 

policy. In ord~r to assist in this reexamination, I have 

recently announced the members of the Commission on World 

Trade. The Commission is charged with the task of 
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elamining the entire range of trade and related policies, 
! 

,and of preparing recommendations as to future policies. 

Certain aspects of our trading relations have been 

of particular concern in recent years. The decline in 

our trade surplus, from about $6.8 billion in 1964 to 

oply $0.6 billion in 1968, has been the reflection of 

deep seated problems in our economy. In particular, 

it has been an external consequence of the inflationary 
I 

forces which have dominated our economy. As I mentioned 

i~ my balance of payments message of April 1969, it is 

appropriate to deal with fundamental problems by the use 

of fundamental remedies . . In this case, a fundamental 

remedy has been the reduction of inflationary pressures. 

With the steps we have taken to gain control of inflation, 

there has been some evidence of improvement of our trading 

position . . As our anti-inflationary policies continue, we 

may hope for a further improvement in the trading position. 

Anti-inflationary policies alone are not enough, however; 

it is also important to take vigorous steps to protect 

the interest of our exporters. 

One of the most disquieting developments in trade has 
, the . 
been in/field of agricultural trade. Although there has 

been a general reduction in trade barriers in recent decades, 

--
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there have been evidences of contrary trends in agricultural 

trade. In particular, the use of high domestic prices and 

high trade barriers in a number of countries have created 

difficulties for our agricultural exports. We have 

protested against these m~asures as each new barrier was 

raised and have on occasion been reluctantly forced to 

threaten or to actually take retaliatory measures. 

Examples of these are the chicken war and subsidies on 

exports of poultry and lard into selected markets. 

During the past decade, there has been a major 

integration of the fragmented economy of Western Europe. 

We see ahead the prospect of an enlargement of this 

community. In my Foreign Poiicy Report, I welcomed this 

movement toward enlargement: 

Intra-European institutions are in a 
flux. We favor a definition by Western 
Europe of a distinct identity, for the sake 
o f its own continued vitality and independence 
of spirit. Our support for the strengthening 
and broadening of the European Community has 
not diminished. We recognize that our interests 
will necessarily be affected by Europe's 
evolution, and we may have to make sacrifices 
in the common interest . We consider that the 
possible economic price of a truly unified 
Europe is outweighed by the gain in the 
political vitality of the West as a whole . 

This attitude, I believe , is the only wise and forward-
-· 

t' 

looking attitude for the United States to take. Nevertheless , 

'• 
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I believe that we are entitled to expect that, in the 

process of enlargement of the EC and the contemplated 

expansions of its commercial spheres of influence, our 

friends in Europe will give due regard to the rights 

and interests of the United States and third countries. 

We wish our friends in Europe well in their efforts toward 

economic and political unity and will watch their steps 

toward this end with sympathetic interest -- remaining 

alert, however, to the need for respect for our commercial 

interests. 

IMPROVED EXPORT PERFORViANCE 

For a number of reasons it is possible that American 

industry has been less export-minded than that of other 

major competing industrialized countries. Attractive 

alternatives to export sales development in the very 
/ 

dynamic domestic market for example, and in the ·alternative 

of direct foreign investment abroad for manufacture of 

products in locations closer to the foreign markets being 

served -- have existed for American industries to a greater 

degtee than available for foreign companies. Private 

foreign investment has helped the economies of our friends, 

and this we do not regret, but when su6h investment is 

further stimulated by unintended consequences of our own 
I 
' 1 
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tax laws, this requires rectification. I will be sub-

mitting a legislative proposal shortly to accomplish 

this purpose. 

United States exports have increasingly shown a 

concentration in capital goods and other technologically 

advanced products. It is customary in domestic as well 

as international trade in such items for the seller to 

provide credit on comparable conditions with those provided 

by his competitors. Important steps have been taken by the 

Export-Import Bank in the past year to make U.S. Government 

export credit and guarantee programs as flexible and useful 

to U. S. industry as possible. However, the funds of the 

.Bank have been limited at times to provide the needed export 

credit. I am recommending a simplification of the budget 

procedures as they relate to the Export-Import Bank, and 

I have directed the Treasury Department and the Eximbank to 

, simplify the terms and conditions under which th& Export-

Import Bank obtains funds through private commercial 

banking channels. The purpose of these changes, of course, 

is to provide comparable export credit facilities for U.S. 

exporters to those enjoyed by their foreign competitors. 

An equally important purpose is to rely as fully as possible 

on private banking channels to avoid government financing 

where private financing is available , and to avoid an 



undisciplined international credit race respecting export 

credit. In this last regard, I have asked the Treasury 

and the Eximbank to undertake consultations with the 

Treasury and the banking officials of other countries 

to reach international understandings to obviate the 

possibility of such an international credit race taking 

place. 

,. 
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April 20, 1970 

Draft Presidential Statement 
on Trade Expansion 

In my balance-of--payments statement of April 4, 1969, 
virtual 

I called attention to the/disappearance of our once sizeable 

trade surplus and the need to restore it as an essential 

component of a viable U.S. balance-of-payments position. 

The year that has elapsed since that statement has seen 

only a very modest improvement in our trade balance. 

I therefore must reemphasize the significance of ac.hieving 

our objective. The significance lies in the need for 

finahcing major national policies involving expenditures 

abroad. 

We have large and enduring responsibilities for 

contributing to the defense of the free world. We recog-

nize the desirability of continuing to provide development 

aid to the less developed nations of the world. We respect 

the continuing contribution that our business firms can make 

to world economic growth through their technology, their 

managerial skills, and their investment abroad. We intend 

to continue a liberal commercial policy regarding merchandise 

imports associated with the·operation of a high employment 

non-inflationary domestic economy. 
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All of these major national purposes involve 

large-scale expenditures abroad--expenditures which must 

be financed in viable ways if the dollar is to remain 

strong. Prolonged deficits in the U.S. balance of payments 

can jeopardize the achievement of these purposes and 

endanger our international financial position to a point 

of concern about the strength of the dollar. 

During most of last year, the tightness cf credit 

in the U.S. induced short-term capital inflows which 

offset the adverse effect on the dollar, and on our 

reserve position, of an unsatisfacfory trade balance. 

The credit situation can no longer be expected to play 

this role to the sarec degree. Ne have no satisfactory alter-

native to the rebuilding and maintaining of a substantial 

surplus on our goods and services account. 

But we have a persistent deficit in certain service 

transactions such as tourism and military expenditures. 

We also make a sizeable volume of government ~nd private 

unilateral transfers abroad. Traditionally we have a 

large net outflow of medium- and long-term capital. All 

of these net payment categories must be substantially 

covered by our net investment income and our trade surplus. 



..___,'- 3 -

our net investment income grew a little more than 

$2 billion during the last ten years, approximately 

doubling the 1960 level. Such growth, however, cannot 

compensate for a more than $4 billion decline in our trade 

- ~alance to only one seventh of the 1960 level. The ~ -
necessary course of action is clear. 

A lesson from the past years of sharp deterioration 

in our trade position is that another period of strong domestic 

price inflation would probably throw our trade balance 

into substantial deficit. We cannot afford to ignore this 

warning. We must do more than avoid domestic inflation, 

however, in order to achieve an adequate trade surplus. 

Both Government and business must be as actively concerne·d 

with the maintenance of a substantial trade surplus as our 

chief competitor· countries--not from any mercantilistic 

motives but from our interest in making a real contribution 

to a safe, prosperous world in which our country can flourish, 

and in preserving the role of the dollar as the currency 

which knits the business transactions of many countries 

into a healthy international network. 

-~n our efforts we must not follow the self-defeating 

course of promiscuously erecting barriers to imports. 

Such a course invites foreign retaliation, fosters inefficiency 

at home _ and retards the growth of real income. We can, however, 

tU, 
f 
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with out these adver.se effects, eliminate government or 

business regulations and practices 

which favor imports over domestic products 

or exports; 

which favor U.S. manufacturing investment abroad, 

with subsequent sale of the product either back 

to the U.S. or abroad in competition with our 

exports; 

which stifle initiative in adapting to shifts 

in U.S. consumer tastes--shifts that will be 

satisfied by imported products if competitive 

domestic alternatives arc not a va ilable. 

Our major efforts to strengthen our trade balance, however, 

must center on export expansion. Last yea ~ we tentatively 

set an export goal of $50 billion to be achieved by 1973. 

Our exports rose last year by about $3 billion, excluding 

the rise in automotive shipments to Canada which has been 

more than balanced by imports from Canada under the U.S.-

Canadian Automotive Agreement. An annual increase of.this 

size would barely enable us to achieve the 1973 goal. 

Furthermore, the goal itself now appears inadequate ~n view 

of the prospective burden of foreign expenditures associated 

• t 
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with the major national purposes noted at the beginning 

of this message. We must exceed $50 billion of exports 

by 1973 and take new, substantive steps to bring this 

about. Th~se are the steps the Government proposes to 

[Commerce Department insert] 

[STR insert] 

Philip P. Schaffner 
U.S. Treasury Department 
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To ___ C=h~a_i_r_m_a_n~B~u_r_n_s _________ _ 

FROM ROBERT SOLOMON 

The attached letter from Governor 
Brimmer provides further background 
on the proposal for a discount facility 
for export paper at the Federal Reserve. 

Governor Brimmer is quite familiar 
with the NEEC and would be glad to 
brief you further if you wish. 

Attachment. 



APR~ 71910 
Mr. INC• ll. Lyaa, Pre114eat, 
Beticmal Cotta COIIIICi l of ..._rte•~ 
If.Ilg lutldiag,. .._ 610, 
1200 18th Stt'HC, a.w., 
V•ah1aat•, D., C. 20036 

Dear NI'. Lya: 

Tll•lllt you for •••iea • • •o,y of your let.ter to 
ct..tra1a •m•, d•ted Harell 25, eGMe.niaa tile ut•ltlt•.._.t 
of• •pechl Ndt....-at eyst• for uport paper. Y• IIIOC•d 
th-.it the lat.i ... l lsport lxpaaet• Coullcf.1 (DIC) ha4 l'M...,. 
MtMlecl the cruUoa •f • facility to ndiMWllt .aa.rt-~•na 
aad 1-•taoa a,ort p.,er, -" yoo NH 11nllN tt..t tlMr 'IMrd 
of CoftrMY• fnonltly c ... tt!er ta- ••tabU•laMtat of RA 4J 
factltty. 

1 ••-- that ill .. k:ilc tllie r.ttt fl ••••tioa, you 
tlulre tl!Mt Yin of tlMt aDC e...ttt .. th.at PrefNN l••t 
Pehftlary tut auch • facillcy N ••t•~ll.._., preferahly 
vithi• the r•r•l laeene lyat•, or., faiU• tlaat, tlaat 
it be tled 11lto the pn...at laport•l.,.n la1lk fcclltt1 or 
iato tbe .,.ratloa of the c•t..,ln .. Prt••t:e ..,_rt 
fiUDCla& Co.-,or•Cloa (PUCO). *" 1.,.cat •l-t.• 
tlla ill• .-e•tioe of loeaU.oa, tlMt c.....,tt .. beUe..r, 110UJ.cl 
be •1- ..t ••taaeticlty .tad ecce•• 1ly die facility to fuo4• 
ct 1.,.1' tun .. nee -rate• (ot' tlN prowt•1• to tbe feet llty 
of • o,u•tiaa au'batdy). 

lem• CH I .u .. - tM arlt• of tM pre,oa•l, 
it alpt he wll for • to po1at o.t • •utl•ti• that 
exlata laet,... tile pftHllt autf pNpHed •ederal .... l"M 
41•cwnt facility aad th•t .,,..n t• lwtw '-e• ffe~loollecl 
1• the 8IC podtt.11. TIie RIC .__..t at•te1 t t the 
,ru•t r..eerel .... n. llbc ... t "wt.._ aul• 1- o,-.4 
w14er to .cc•pt expert .. ,..... < ... • 23 •f dMJ •Pl• er .,.,-
.. ,ort of the nae .Acti• c...itt .. - hport rtsneiag).: 

l 
l 



lilt esport .-,er ia, aN ua l•a bMa, aU.gtbu for 41•• 
eouaUag •t r .. ral llta•rw htake. W.a~ "8Uld tt ...... H'tt 
die ,-sr,oa• .-GCS •ttaod ef operatioa of tM II al IHene 
4iaco:unt Vit:ldov. ti-•utly., tt ta a Nlecttw, lillitN 
w.elvtlta to ea• dtOrt•na ll1'd.dt'ty ,reenn• •I illdbtd-..1 
baake; the Pl'Of••ed f.cLU.ty -.14 lie•• avtomatk lllldldl•, 
acee,u• aay 'f01- of ,-,e~ pu.t to tt,. to ... " a o.et'.tl1 
•~hill credit for• pertteular taM. 

With reaard to tlMt JMJ••iltle Mriu of tbe iafte, 
l hliw• th,ii: flrlou• propoMlle for• U,Ol't dtffouat 
faciUty that 1'0Qld op,er.tte vitb hM• -.1-cd at l•H 
tlla• .. rut ratu hffe tft441i t.o t~ teo U.ptly oe, or 
neo t• tper•, the ,etM1tl•ll7 .. ne etlut• of da• "" 

f ta.. •••ral leNn• '• ,-ra nu ~re4it for fUX"P"•• 
odle1' t._.. tafluaeiac "'•t'-•11 .-.ury eoadittou. 

hc1' • •Y• -, to.lay, woul4 eoacrtt.ute to tafbtiGUl'J 
,r••n•. 1.'ber• He· •ll'•edJ' CNPeU• ...._.. f!'Olll other 
eector• of tbe u.s. ec.....,. for dailar t-rutatnt. l'o-r .,.-,i.. l•t•l•tiea 11n ,.._ fn •ttl of tld• 
type for lllllldt .... s.aeo.e MQ1.aa ad for reuhllicatton of 
11rbaa _. Nral poftrty .,_ttet~. t11enn1-. the tupply of 
cftllit tllr«lllt tu PdeY,d ••ene lyat• for -,on: 
ftuaetq, lloa.t.q, lloapit.1• Hlaoo1•1 .-d other lltp• 
priority, wrtlly ,-r,Me• would tad ~• 111NMtt tu u:ra, 
for Tnaeury •ee•d·U.e•, ee tM •1•t• _. •ffeettiq 
••1•• •ft..._. ~rtti•, act to cantrikte t• illfl•~ioa, 
•• it t.ee .... •re i1fftcuh •r ..,...u,i. to •ffnt tlae 
couequeat e....-1a •f crecHt. It 'Nllld tlMtrebf fru•tut.e 
t • GltJffthu of tlOMtary policy. T.tnfore, the loard Ila•.,,.... proYl4Laa 1tttfer•1 •••rw crMit. f•r •.-ei.al 
,-t'fOM lUICltag. 

Mien• pa'ftlt:11lar eector of tbe eeoao., 1• .to h 
fnor .. 1-y lw-cMt. c"41t, cu aatllod ...a, lt ..... t• •• 
•NU14 note! coafliett• wf.t.11 Ooft.,._t au ... 1afhtioury 
policy.,.. .a.o.1c1 pravtd.t n1 e1-t of n~atdy thraqgla tlw 
t,uqet, ... T. it CMI be ... hffl _, fllnalehed after• .. ,.1111 
of prtori.U.•• for •11 C:0.e.,..nt a,nd1tvre•. 

be: I.. So loan 
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'-----' BOARD OF GOVERNORS 
Of" THE: 

FEDERAL RESERVE SYSTEM 
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T Governor Brimmer o ______________ _ 

Fro._.m...._ ____ B_e_r_n_a_r_d_N_o_rw_o_o-id~\'11,1HJ ____ _ 

Subject: Trade Meeting, Wednesday, 

Ma 5. 

-eONE !DENT Tot (FK) 

Meeting at 3 p.m. A senior level meeting will be held 
today, May 6, at 3 p.m. probably under the chairmanship of 
Paul McCracken to consider issues to come up in the trade 
hearings to be opened next Monday by the Ways and Means 
Committee and to review a draft message by the President on 
trade policy. I participated in a second interagency meeting 
yesterday intended to prepare for today's meeting, and this 
memorandum reports on the issues which are anticipated for 
today's agenda. 

Preparatory meeting-general. Yesterday's preparatory 
meeting indicated: a substantial shortfall in proposa~s and 
uncertainty, if not disagreement, on important issues. 

The preparatory session, which was under the chair-
manship of Houthakker and which ran from 4:30 to 7:00 p.m., 
identified agency or staff attitudes on key issues, and gave 
instructions to the CEA staff for at least one paper to be 
drafted for review by principals for possible Presidential 
signature. 

In attendance were representatives of: the CEA, -
Bureau of the Budget, NSC, Ex-Im, Agriculture, Commerce, 
Labor, State, Treasury, and Federal Reserve Board, plus the 
Special Representative for Trade Negotiations. 

Attention was given to a new CEA draft Presidential 
message (attached). It might be a Presidential "message" to 
the Congress or a Presidential letter to Chairman Wilbur Mills. 
Its purpose, in either case, is to reaffirm the President's 
request for adoption of the Administration's trade bill and 
to express the President's interest in increasing exports. 

Ex-Im. Henry Kearns, objecting to language at the 
end of the draft, said, unless something were done to take 
Ex-lm out of the Federal Budget, it would be_ meaningless to 
ask for the minor actions of increasing its obligational 
authority and its authority to issue debt certificates beyond the 
Bank's statutory life. However, explaining the position later, 

D term:r:~n to M an 
Adm• r~ ..,,~,",.\\ ~1..r~rklng 
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To: Governor Brimmer -2- May 6, 1970. 

Kearns said the big issue was not whether Ex-Im would be in, or 
out of, the budget; it was assuring the Bank more money. 

Treasury had no firm position. Under pressure for some 
indications, however, Petty said his department would probably not 
support the main Ex-Im request. He was skeptical that Treasury 
would support the request to extend the Ex-Im discount facility to 
short-term paper. "We 1 11 have to get off the dime by 3 o'clock 
tomorrow," he recognized. 

Budget (Green) enumerated the benefits already given to 
Ex-Im in terms of authority and money, reminded Kearns that Mayo 
had said the Bank should come forward with additional requests if 
those measures were not enough. Now, Green said, Ex-Im comes for-
ward in an interagency review with a proposal about 90-day paper. 

In response to a demand from 
~t would try to prepare a paper on the 
the present budget concept under which 
tures but borrowings are not offsets. 
Ex-Im and other agencies. 

Commerce (Fox), Budget said 
cost involved in changing · 
disbursements are expendi-
Such a paper would cover 

DISC. The group debated the DISC at length. Petty 
described the analytical technique of measuring cost and benefits 
and warned that estimates among officials varied widely and that 
all estimates were acknowledged to be uncertain. The task, as he 
saw it, was to estimate the probable effect of DISC on the present 
foreign tax credits arrangements. Under some assumptions about 
current tax practices, the DISC would cause little revenue loss 
but, commensurately, would lead to little export incentive. 
Another element of uncertainty in making estimates concerned with-
holding tax arrangements although this aspect was not discussed. 

There was a jurisdictional limit to the tax analysis 
that should be made of DISC--Petty noted that an agreement had 
been reached some time ago that there would be no interference 
with the Alexander task force on taxation. 

The difficulty of deciding an acceptable cost-benefit 
ratio, measured in revenue loss and in foreign exchange gains, 
was very great, Green stressed. All that could be said so far 
was that the revenue loss might be on the order of a half bil-
lion dollars a year for the initial few years. He recalled a 
Commerce Department problem a few years ago in selling the Budget 
Bureau on a proposal involving an expenditure-export ratio of 
about 15 to 1. ,, 
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To: Governor Brimmer -3- May 6, 1970. 

USDA did not get a clear answer as to the extent farm 
products would be covered. Banks were not intended to be covered 
(but might be under the descriptive language of the prqposal) but 
PEFCO was. 

No comments had been received, as requested, on a 
draft circulated among DISC task force. 

"We may have to come up with something that cannot be 
justified in cold blood," Houthakker declared. Treasury noted, 
among points to be considered in developing an Administration 
position: a certain interest in the Congress that related the 
DISC to the border tax issue (a counterweight, presumably), the 
need to "steal the thunder of the protectionists," a need to 
defer entry into force (until about January 1, 1971) in order 
to minimize the loss of revenue, and a willingness to see some 
lag in exports this year as U.S. firms awaited acquisition of 
the tax deferral device. 

Agency round-up: 

Treasury and Commerce - For. 
Ex-Im - Favor ably di sposed. 
Labor - Unfavorably disposed (staff) - noting, to 

Treasury's perplexity and discomfort, that the 
AFL-CIO is opposed. 

USDA - Staff might recommend it to the Secretary 
if farm products are in. 

State - On both sides--in principle for, ' but 
identifying many serious qualifications. Believed 
message should not refer to any proposal but 
should say "we are studying." 

Budget - On both sides--might favor, but revenue loss 
might be too great. 

Federal Reserve - Open--want to see more specific 
proposal and analysis. 

As to a possible reference in the message to a "proposal," 
some comment was made that it was bad to promise a proposal if one 
were not already worked out. Petty forecasted that Treasury would 
have a proposal-meaning a statutory draft-by the time Volcker testified 
(some 10 days hence). 



To: Governor Brimmer -4- May 6, 1970. 

Other issues. Reports were made about progress on 
studies to be completed as part of the Administration brie~ing 
for the hearings. 

Views were expressed about the nature of the study 
on industries that the President, according to the draft, would 
make of the Tariff Commission. Apprehensions were evidenced 
about a return to trade agreement "peril-pointing." Gilbert 
said he was sick and tired of wild assertions from the public 
and Congress about import injury and wanted some good studies. 

On adjustment assistant, Labor asked many questions 
and expressed skepticism that any good could come from the 
formulation in the draft. 

Should the President mention PEFCO--favorably? 
I told what I knew about its status (it then being 7 p.m. and 
Kearns having left) and suggested checking on the completion 
of such things as Justice's position. (Treasury or Ex-'.I:m will 
be queried.) I reported that the Fed would itself take no £inn 
position before receiving formal applications from the participating 
banks concerning some institutional matters. (I did not mention, 
but I do wonder,whether SEC has approved the prospectus and 
·whether the President should endorse PEFCO if SEC has n0t yet 

_ completed the review of the prospectus.) 

Gilbert threw up his hands at a long border tax 
adjustments "issues" paper that Treasury passed around as th~ 
meeting was about to close. (Not attached.) The paper was 
to have been worked out between Treasury and STR. It might 
have been,Gilbert acknowledged, but he was not satisfied with 
its content nor the idea of putting it into the message. He 
would have enough during the hearings fending off banbs about 
border taxes without inviting further prodding. 

Conclusions. Preparations will probably be inadequate 
for discussions today. Issues have not been tidied up. Proposals 
have not reached the stage of legislative drafts--and in some 
cases, not even good descriptive papers. Some principals will not 
have had adequate time to absorb, or even to receive, briefing. 

But the hearings have just been announced by Mills and 
will open Monday, May ll. Decisions will hav·e to be taken. 

'') 
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.l To: Governor Brimmer -5- May 6, 1970. 

One of the main issues is giving Ex-Im more money by 
one device or another. Some devices--relaxing budget restraint--
would be troublesome to us, in part because Ex-Im would free 
itself of policy guidance. 

Another important issue is the DISC. A decision will 
turn on 11political 11 factors more than on cost-benefit estimates 
in dollar terms. The Administration is badgered about the 
inequity of continui ng tax bene fits for U.S. foreign investors 
and thereby moving U.S. production facilities overseas. Out 
position is open on this issue. 

A fresh draft Presidential "message" may not appear until 
the meeting starts. 

Attachment. 

cc: R. Solomon 
Hersey 
Irvine 
Pizer 
Cardon 
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Dear Mr. Chairman: 

Trade Message - Preliminary Draft II 
May 5, 1970 

I am extremely pleased that you are today beginning 

hearings on trade legislation. The Administration 

welcomes the chance to testify on behalf of the trade 

bill which I submitted last November, passage of which 

we believe to be necessary to provide a start in 

adjusting U.S. trade policy to meet the problems of the 

1970's. These hearings will ~lso be useful in giving all 

interested citizens a chance to explain their views on a 

subject which is of great ~ conomic ~nd foreig n policy 

significance for this country. 

I urge speedy enactment of the proposals which I 

have sent to the Congress. The proposals are modest in 

.scope, but they provide needed flexibility for U.S. trade 

policy in a number of significant ways: 

They would restore the authority needed by 

the President to make limited tariff 

reductions. This authority is not intended 

for major negotiations, but rather to permit 
. 

minor adjustments, such as would be required 

to extend compensation to other countries 

L....._ 
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hurt by U.S. escape clause actions -- thereby 

- ·avoiding retaliation against U.S. exports . 

They would recognize the ·very real plight 

of particular industries, companies and 

workers faced with import competition, by 

providing for readier escape clause and 

adjustment assistance relief where justified. 

They would eliminate the American Selling 

Price system of customs valuation, a major 

obstacle impeding progress toward the 

reduction of non-tariff barriers. 

They would strengthen the hand of the President 

in his efforts to ensure fair treatment for U.S. 

exports. 

They would strengthen the General Agreemen~ on 

Tariffs and Trade by regularizing the funding 
' . __ ,/ 

of United States participation. 

Since I . submi~ted this legislation to the Congress in 

November, there have been a number of developments which 

add to its urgency. I cite only the important decisions 

~aken by the European Communities on the future evolution· 
t 

of that great trading area, and the consideration by the 

Congress of new U.S. farm legislation, which would further 

G 
Ir.:-, ,-: 
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increase the importance of our access to foreign markets. 

At a time of rapid movement in international trade relations 

~nd patterns, the U.S. will find itself at a ~dis~dvantage 

unless we have the added flexibility which I have requested. 

Progress toward freer trade should continue. We must 

encourage it. Without the strong support of the United States, 

the world's largest trader, this progress could falter. 

Passage of the legislation I have submitted will keep us 

headed in the right direction. 

FOR THE FUTURE 

The legislation proposed by the Administration 

represents an interim step toward developing the flexible 

trade policies needed for the world of the 1970 1 s. For 

the long range, however, it is important to reexamine 
. 

our entire approach. Changes in production, trade and 

investment patterns, and the rapid progress in communications, 

transportation and technology impel us toward a basic 

reassessment of our trade policy. I have recently 

announced the appointment of the chairman of my Commission 

on International Trade and Investment Policy, which will 

assist in this reexamination, and I will shortly announce 

its full membership. The Commission is charged with 

examining the entire range of .our trade and related 

policies, and of preparing recommendations for the next 

decade. '. I 

r ( ' 
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In addition, a .number of years have passed since 

the Tariff Commission has made a detailed review of the com-

·petitive relationship between imports and par~ic~lar U.S~ 

industries and workers. Consequently, I am requesting 

that the ,,Tariff Commission make a broad survey of these 

relationships. I am asking that public hearings be held 

to obtain the views of all interested parties. I believe 

that such a broad study, which the Tariff Commission is 

best suited to conduct, will be of great assistance to us 

in our future policies and trade actions and in the work 

of my Trade Commission, and will help us identify trouble 

spots in advance. 

I intend also to marshal ·the forces of the executive 

branch to expedite efficient adjustment to economic 

changes brought about by increased imports. Now .that 

the Tariff Commission has begun to make findings that 

U.S. industry, ' firms, and workers have been injured by 

imports, or that such injury is threatened, I intend to 

activate the Trade Adjustment Assistance Advisory Board 

called for in the Trade Expansion Act of 1962 to lead a 

broad coordinated executive effort to make adjustment 

assistance even more effective in op_ening opportunities 

for workers and firms. 
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Certain aspects of our trading relations have been 

of particular concern in recent years. The decline in 

our trade surplus, from about $7.1 billion in l~64 . to 

only $0.8 billion in 1968, and $1.3 billion in 1969, has 

been the reflection of deep seated problems in our economy 

particularly inflationary forces. As I mentioned in my 
I 
I 

balance of payments message of April 1969, it is 

appropriate to deal with fundamental problems by the use 

of fundamental remedies. In this case, a fundamental 

remedy has been the reduction of inflationary pressures. 
I 

With the steps we have taken to gain contrpl o~ inflation, 

there has been some modest evidence ·of improvement of our 

trading position. As our anti-inflationa ry policies 

continue, we hope for a further improvement in the trading 

position. Anti-inflationary policies alone are not enough, 

however; it is also important to take vigorous steps to 

improve our exports. 

One of the most disquieting trade developments has 

b~en in the field of agricultural trade. Although there 

has been a general reduction in trade barriers in recent 

decades, there have been contrary trends in agricultural 

trade. In particular, high trade barriers in a number 
I 

of countries, used to protect high domestic prices, have 

created diffi6ulties for our agricultural exports. We have 
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protested against these measures as each new barrier was 

}aised and have on occasion been .r~luctantly forced to 

threaten or to actually take retaliatory measures, and 

·to meet foreign competition in our export markets. -

During the past decade, there has been a major 

integration of the economies of Western Europe. We 

iee ahead the prospect of an enlargement of this 

community. We wish our friends in Europe well in their 

efforts toward economic and political unity and will 
I 

watch their steps toward this end with sympathetic 

interest -- remaining alert, however, to the need for 

respect for our commercial interes~s. I believe that we 

are entitled to expect that, in the process of enlargement 

of the EC and the contemplated expansions of its comi~ercial 

spheres of influence, our friends in Europe will give due 

regard to the rights and interests of the United States 

and third countries. 
I 

/ 

IMPROVED EXPORT PERFORMANCE 

For a number ' of reasons it is possible . that American 

industry has been less · export-minded than that of other 

major competing industrialized countries. Attractive 

alternatives td export sales development in the very 

dynamic domestic market for example, qnd in the alternative 
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of direct foreign investment abroad for manufacture of 
. 

products in locations closer to the foreign markets 

·being served -- have existed for American industries 
. . 

to a greater degree than available for foreign companies. 

Private foreign investment has helped the economies of 

our friends, but change is necessary when such investment 

is further stimulated by unintended consequences of our 

own tax laws. I will shortly submit a legislative proposal 

to accomplish this purpose. 

United States exports have increasingly shown a 

concentration in capital goods and other technologically 

advanced products. It is customary in domestic as well 

as international trade in such items for the seller to 

provide credit on comparable conditions with those provided 

by his competitors. Important steps have been taken by the 

Export-Import Bank in the past year to make U.S. Government 

export credit and guarantee programs as flexible and useful 

to U.S. industry as possible. For example, f-
' 
i 
I 
1. 
1· 
i 

I 
r 
f 

I 
l 
t 
l 
I 



-------
r. 

CONFIDEJ>JTIAI 
-8-

However, the funds of the Bank have been limited at 

times. In order to avoid such a -problem in the future, 

I will be asking for an increase in the budgetary 

authority of the Bank [at an appropriate time?]- - [in the 

corning months?] At that time, I will also be asking for 

a technical clarification to remove any question which 

might have been associated with the authority of the Dank 

to issue debt obligations with maturities beyond the 

statutory life of the Bank. 

--/ Fo,, 
, <;;:: • • 
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Date May 27, 1970. 

Replenishment of the Resources 
of the Inter-American Develop-
ment Bank 

As Chairman of the National Advisory Council on International 

Monetary and Financial policies, Secretary Kennedy is today sending to 

the President, to the Speaker of the House and to the President of the 

Senate a report of the NAC on the proposed U.S. participation in a 

replenishment of the resources of the Inter-American Development Bank. 

His transmittal note will state that the report has been approved 

unanimously by the members of the council. 

In your absence this morning, I concurred in this action. 

Our staff has reviewed the proposal, which was negotiated with the 

other members of the Bank at its recent annual meeting, and has rec-

ommended our concurrence. The proposal calls for the United States to 

provide $150 million in paid-in ordinary capital (in three annual in-

stallments in the form of letters of credit which will not be encashed 

until disbursement requirements on the Bank's loans arise), $673,520,000 

in callable capital to serve as backing for Bank borrowings in world 

markets (this entail s no foreseeable expenditure), and $1 billion in 

subscription to the Bank's soft loan window, the Fund for Special 

Operations, payable in three installments ($100 million by June 30, 1971, 

$450 million one year later and $450 million two years later). The 

other member countries are also increasing their contributions, bringing 

the total of the new resources from this replenishment to $3.5 billion. 



Governor Brimm.er 

Arthur F. Burne 

June a. 1970 

Comments on letter from 

Henry Kearns 

May I have your comments on the attached? 

Attachment - Letter dated May 'f-3. 1970 from Henry Kearns 
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FROM A NDREW F . B RIMMER 

I thought you might like to see 
the rough English translation of newspaper 
coverage of my visit to the West German 
Central Bank on June 3 and 4. 
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June 4, 1970 / lh 

SUBJECT: Meeting of German Federal Resel;"Ve Advisory Council 
in the Presence of a Guest .from the United States 

Under this heading, SUEDDEUTSCHE ZEITU1W (Munich) of to-day 
reports as follows (unofficial translation): 

Frankfurt/cs (report of our own} 

It would have been to the great surprise of the banks and 
on the stock exchange, if the German Federal Advisory 
Council of the Federal Reserve Bank had passed on Vlednesda.y 
any resolutions in regard to credit policy. In fact, no 
such activity took place. The board dealt more than 
ordinarily with problems of international currency policy 
as well as with the situation on the international financial 
markets, with broad coverage given the release of the Canadian 
exchange rate and the cyclical developments in the United 
Stateso The reason for this was the attendance of the meeting 
by Mr. Brimmer, one of the Governors of the Federal Reserve 
Board. Well-informed observers are cautionin~ against over-
rating Mr. Brimmer 1 s visit to the Federal Reserve Bank. How-
ever, it cannot be deni_ed that most recent rumors about a 
possibly gradual revaluation of the German mark plaid a role 
in the discussions of Mr. Brimmer with the German Federal 
Reserve Agentso 

In its afternoon session, the Council dealt with the German 
economic trend as well as with the situ~tion on the capital 
market. Unless available information were misleading, sub-
stantial scruples were raised against renewing excessive 
demands on the bond market. 

.,, 
' 
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From Stuttgarter Zeitung of June 5, 1970: 

"Brimmer: No hope for a quick lowering of interest rates in the USA 

Andrew F. Brinmer a member of the Federal Reserve Board of the 
USA - which is an equivalent of the directorium of the German Bundes-
bank - dampened in an interview with the Stuttgarter Zeitung hope regarding 
a quick reduction in interest rates in the US. Brimmer declared that the 
American central bank system has had same success in reducing the excess 
demand. The developnent of prices however remained unsatisfactory. A 
loosening of restrictions cotild only be considered when economic activity 
had been reduced enough so that for sometime sufficiently large unused 
capacities would cause a reduction in the rate of increase in prices. 
Brimmer continued that this policy of the central bank system would now 
have to be supported in other spheres and pointed out that the Chairman 
of the Federal Reserve Board, Arthur F. Burns, recently had advocated 
activity by the Government in the sphere of incomes . policy. By itself 
the American money and capital markets currently would not be able to 
come to a substantial reduction in interest rates in view of the pressure 
of demands on them. Brimmer stressed in this connection that the elections 
which are taking place in the US. in the late fall do not constitute a 
date for the Federal Reserve Board by which something would necessarily 
have to happen in the sphere of interest rates. 11 
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From Suddeutsche Zeitung of June 5, 1970 

"• •• As one hears the Bundesbank was already on Wednesday forced 
to take in $120-125 million. On the one hand this has technical 
reasons, bl.rt on the other it also is related to the freeing of the 
exchange rate in Canada. The international monetary speculators 
thought that they saw some reasons to believe that ••• the 
Federal Republic might copy this step. One did not in this 
connection think of a revaluation in the normal sense, rather-
following the Canadian example-about a temporary freeing of 
the exchange rate without any simultaneous announcement that 
one later wanted to fix a different parity. 

in 
The quick reacting actors,tthe foreign exchange markets became 
suspicious not least because of the visit of Mr. Brimmer to 
the Central Bank Council. Brimmer is one of the governors of 
the Federal Reserve Board. With some reason one asks oneself 
why Brimmer, who is one the way to attend the Annual Meeting 
of the Bank for International Setilements in Basel, happened 
to visit the Bundesbank just on the day of the meeting of the 
Central Bank Council and not a day earlier or a day later .... 11 
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From Governor Brimmer /') & ·~~=-----1U.~7 K?\ Activities 

The attached memorandum indicates that a GAO audit of the 

U. S. Government's supervision of its participation in the interna-

tional banks is to be undertaken soon, with Treasury cooperation. 

This raises some important issues and I have asked the staff to 

prepare a memorandum setting forth the pros and the cons of our 

participation in this audit. 
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Governor Brimmer To, _______________ _ Subject •----'GA=O:.......::.:A::.::uc..::d--=i-=t---=-of=----=S"-'o;:..:;m=e~N=A=C __ _ 

Yves Maroni \ 'n Fro.LLL. _________ ....._1------ Activities 

NAC Use Only 

At the NAC staff committee meeting of June 9, 1970, 
Mr. Hirschtritt (Treasury) reported that the GAO had expressed 
a desire to audit the U.S. Government's supervision over U.S. 
participation in the international banks (IBRD, IDB, ADB). He 
said that Treasury had decided to comply with the GAO request 
and the other NAC agencies could expect to be approached by the 
GAO as well. 

He said that this was not to be an audit of all NAC 
activities, nor would it affect the activities relating to the 
IMF. Moreover, he thought that GAO would conduct a selective 
audit rather than reviewing all of the loans made by IBRD, IDB, 
or ADB. 

He said that, as long argued by the NAC secretariat, 
the loan documents originating in the international banks have 
a privileged character since they contain material involving the 
banker-client relationship. The borrowers made information avail-
able to the banks on the understanding that it would not be pub-
lished and the banks occasionally inserted in the loan documents 
analyses and policy advice that was not for public disclosure. 
If the GAO were to have free access to the loan documents and 
quote from them in its report (or otherwise divulge their contents), 
the risk existed that future loan documents would become far less 
informative and avoid critical analysis and policy advice, as a 
protection against any repetition. 

But Mr. Hirschtritt recognized that GAO had to have 
access to some of the loan documents and he said that Treasury 
planned to let them see some of them. He asked that Treasury be 
the only agency to show loan documents to the GAO and that the 
other agencies refrain from doing so. 

He said that the GAO would not be shown the minutes of the 
meetings of the boards of the IBRD, IDB or ADB. These are confi-
dential under the by-laws of the banks. He said that we don't want 
to hide anything, but that we must protect our sources of information 
so that the flow of information will continue. 

NAC Use Only 
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He said that GAO would want to learn from the other 
agencies how they analyzed the loan documents and how they 
reached a decision on specific loans. GAO would want to see 
the files of the other agencies and find out who saw the loan 
documents. 

Mr. Harley explained that the NAC secretariat would 
make the NAC minutes available, and that Treasury internal memos 
describing and evaluating the loan proposals and making recommenda-
tions as to how the Treasury vote should be cast on each one would 
also be provided. 

The GAO audit will begin very soon and it is important 
to plan in advance what role the Federal Reserve should play in it. 
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TO: The Honorable Henry Kissinger 

FROM: Andrew F. Brimmer 

SUBJECT: Proposed Exemption of Schedule A 
from OFDI Regulations. 

ANDREW F. BRIMMER 

MEMBER OF THE BOARD 

June 26, 1970. 

The Federal Reserve Board has learned of the proposal to 
liberalize the constraints on capital outflow administered by the 
Department of Commerce. In the Board's judgment, this is a par-
ticularly inappropriate time to announce a relaxation of any of the 
restrictions on capital outflows from the United States. Specifically, 
the Board of Governors would object most strongly to the liberalization 
of direct investments in Schedule A countries. Chairman Burns has 
explicitly expressed the view that such a relaxation would be unwise. 

The attached paper sets forth some of the reasons why this 
proposal should not be accepted. I would like to emphasize that there 
is already a growing concern abroad about the stability of the dollar. 
Our balance of payments is in such bad shape at this stage that to 
initiate a relaxation of restrictions on U.S. capital outflows could 
only be regarded as extremely imprudent--and indeed rash and provocative 
-- by those foreign monetary authorities whose cooperation will be badly 
needed in the months ahead as their dollar holdings increase. As you 
may know, we will have to announce very soon that our balance of payments 
in the second quarter has registered a deepening deficit. 

Furthermore, announcement now of a relaxation of our restric-
tions would very likely lessen the chances for a successful outcome to 
the exchange rate flexibility exercise in which the United States is 
engaged in the International Monetary Fund and the Group of Ten. 

Consequently, the Federal Reserve Board urges that the proposed 
modification in the direct investment restraints be dropperl. 

Attachment 

(Sgd.) Andrew F. Briu:mer 



June 25, 1970. 

Exemption of Schedule A from OFDI Regulations 

The exemption of investments in Schedule A (less developed) 

countries from the OFDI regulations at this time would create some 

very serious problems, while yielding very limited benefits. In 

fact, the disparity between costs and benefits is so large as to 

make the proposal untenable. 

Among the costs are the following: 

(1) The outright increase in the use of U.S. funds for 

investment in the exempted countries could (according to Mr. Katz's 

memo of 6/24) amount to $400-$500 per year to cover current require-

ments, even if it were possible to avoid leakages through the repayment 

of already-outstanding debt of $1.6 billion. 

(2) There could be a sizable indirect cost, since the 

affiliates that would be exempted could serve as pass-throughs to 

affiliates in Schedules B or C. , When Canada was exempted it was 

possible to erect certain safeguards against such pass-throughs. 

Even if some form of reporting is still required for Schedule A 

affiliates, it would be very difficult to detect evasions. 

(3) Taking the further step of consolidating Schedules Band 

C would cost an additional $200-$250 million per year. This step would 

not help avoid the pass-through problem just mentioned, and would 

primarily benefit a small number of companies operating in both B 

and C countries. 
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(4) As noted by Mr. Katz, there would be an attempt to 

mitigate the cost of the exemption by changes in the regulations 

that would tend to induce companies not to take the opportunity 

to repay existing offshore debt and that would alter present rules 

on the allocation of the use of offshore borrowing. These changes 

would further complicate the regulations. Taking account also of the 

reporting requirements necessary to guard against pass-throughs, one 

can hardly regard this change as a simplification. 

(5) Most importantly, such an action taken at this time --

when we know we will be having great difficulties in our balance of 

payments in the period ahead -- will strain the credibility of the 

U.S. policy position not only with foreign governments but also with 

the U.S. business community. We already encounter mounting criticism 

abroad about our failure so far significantly to reduce the flow of 

dollars to foreign central banks. Any action on our part that 

deliberately worsened this situation would surely bring the strongest 

sort of adverse reaction, and at the worst possible time. 

Nor should it be forgot that the direct investors and financial 

institutions we are concerned with are sophisticated observers who 

would perceive immediately that there was a substantial liberalization 

involved, and that the potential for evcEion of the regulaticns was 

being widened, even though there has been no great pressur£ from them 

for this particular action. This would surely raise doubts as to 

whether the Administration is really seriously concerned by the balance 

of payments problem. 
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In contrast with these quite obvious costs, the benefits 

of exempting Schedula A are relatively trivial. There is almost 

no evidence that the Program has had an inhibiting effect on direct 

investment in the less developed countries, except perhaps in a few 

isolated cases. The generous historical allowables in Schedule A, 

with the establishment of a $5 million minimum allowable there, and the 

provisions for the downstreaming of excess Schedule Band C allowables 

to Schedule A have together ensured that the Program's effect would be 

minimal in the less developed countries. In the relatively rare 

instance where hardship was experienced by companies investing in 

Schedule A, OFDI has ~aintained a very liberal attitude toward the 

granting of specific authorization relief. In fact, Schedule A 

investment has grown from $1.1 billion in 1967 to $1.4 billion in 

1968 and $1.5 billion in 1969. OFDI has estimated that such invest-

ment may amount to almost $2.0 billion in 1970. Moreover, substantial 

amounts of Schedule A allowables have not even been needed by companies 

investing in the LDC's so that huge carryforwards of unused allowables 

have been generated. 

It is an illusion to believe that this action would spark 

a larger flow of real investment to Schedule A countries -- it would 

merely allow the use of U.S.-source rather than foreign financing. 

Whatever benefit there was in terms of goodwill in less d~veloped 

countries would soon be dissipated when the action turned out to 

have little real effect. 
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From the point of view of the business community, relaxation 

in Schedule A would be regarded as a poor substitute for relaxation 

elsewhere. In fact, if business felt that this relaxation would 

delay relaxation in Schedules Band C they would not welcome it --

except for the relatively few whose interests are centered in the 

Schedule A countries. 
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Subject: Restraints on Export Credits--

Further OECD Discussions. 

Attached for your consideration are the documents that 
I mentioned at today's Board meeting concerning discussions in the 
OECD Economic Policy Committee and in the OECD Group on Export 
Credits and Credit Guarantees on limiting competition in the 
extension of export credits by developed countries. 

Further intergovernmental talks are to take place at a 
meeting of the OECD Export Credits Group on July 22, and an NAC 
Alternates meeting is expected to be held over the next few days 
in preparation for those talks. 

I should appreciate any corrnnents you might care to give 
me on this matter. 

Attachments: 
1. Memorandum from Mr. Norwood, June 29. 
2. Memorandum from Mr. Maroni, June 29. 

:,.,, 
'.""-, "v/ \"-,)'/ 
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T Governor Brimmer O, ________________ _ 

Fro,~m..._ ___ B_e_rn_a_r_d_N_o_r_w_o_o_d~(t:Mlr.;;;J~------

Subject: 0ECD Export Credits Group--

Possible NAC Alternates Meeting . 

.CQNFIDFNTIAI. (FR) 

An accompanying memorandum, prepared by Yves Maroni on 
an interagency working group discussion in which he and I participated 
last week, describes several export credit issues that the NAC 
Alternates may be asked to consider very soon. There should be 
another interagency meeting this week (probably Wednesday, July 1) 
to indicate at least tentative agency positions and possibly an 
NAC Alternates meeting quickly thereafter. The latter meeting 
would be directed to formulating a U.S. Government position for 
a meeting of the 0ECD Group on Export Credits and Credit Guarantees, 
scheduled for July 22. 

I should like here, as a supplement to Yves' careful 
analysis and commentary, to indicate my own attitude on the 
position the U.S. Government should take. 

The issues to be reviewed are, in brief: 

(1) The enlargement of a contemplated exchange of 
information agreement among developed countries 
on officially supported credits of 5 years maturity 
or more on exports to any country, so that the 
agreement includes financing terms; 

(2) consideration of the feasibility and advisability 
of an agreement under which 0ECD developed countries 
would limit competition in the terms of officially 
supported export credit on transactions among 
themselves; 

(3) agreement by members of the Export Credits Group 
not to grant export credit with maturity of over 
10 years without prior consultation among them all. 

A procedural issue additional to these is the advisability 
of consulting in the immediate future with business groups, Justice, 
and possibly Congressional Committees on the contemplated exchange 
of information agreement. 

Deterr:oin~d t.o b") f.:ln 
Administ:-·;rtv.e M::irkir.g 
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To: Governor Brimmer -2- June 29, 1970. 

In general, I believe the U.S. Government should not 
undertake any commitments, whether on the procedures of advance 
exchange of information or on limiting official support to export 
credit, that places it at a disadvantage to other major developed 
countries. 

With respect to the formulation of an exchange of 
information agreement, I believe the United States should go along 
with, but not press for, an agreement if the accord elicits from 
all participants substantially all elements of cost of credit 
(interest rates, together with other fees and cost requirements). 
If the agreement cannot effectively cover information on all 
financing charges, the U.S. Government should oppose the incomplete 
coverage of that element of credit on grounds that the information 
would be deceptive. It should, however, be agreeable, but should 
not urge, adoption of the agreement as heretofore discussed, that 
is, without any coverage of information of financing costs. 

I would resist any agreement in which developed countries 
would undertake not· to compete in easing export credit conditions 
on trade among themselves and, without prior consultation among 
them all, would refrain from offering maturities of over 10 years. 
We already are restraining U.S,-source private (and, it might be 
said, governmental) credit and are participating in a limited 
advance exchange of information (Berne Union) program. We should 
not be overly generous in ensuring further equality in all elements 
of export competition. 

Concerning the procedural aspect of the first of these 
three issues, it would be highly desirable for someone (Treasury 
would suit me) to consult with, or at least inform, business 
groups, including the BAFT, on the exchange of information 
agreement. It should be essential that Justice be consulted, 
too. Although the agreement would be intergovernmental, and 
although it would be confined to officially supported credit, 
the transactions and credit would be largely private and the 
governmental information program largely an adjunct to private 
trade. Accordingly, it would have implications for essentially 
private actions that might restrain competition and would warrant 
Justice review. 

It would be useful if Yves and I could get your reactions 
to these issues and attitudes before further interagency discussion 
preparatory to a possible NAC Alternates meeting. 

cc: Mr. R. Solomon 
Mr. Maroni 
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T Governor Brinnner o ________________ _ 
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Subject: Preparation for Next Meeting of 

OECD Exports Credits Group. 

NAC Use Only 

The OECD Export Credits Group will meet in Paris on 
July 22 to consider further the pending exchange of information 
agreement and it is likely that an NAG Alternates meeting will be 
scheduled soon to formulate a U.S. position on three new suggestions 
related to this agreement, which were introduced at the last Export 
Credits Group meeting, June 15-16. In preparation for an NAC Alter-
nates meeting, we have been asked to develop tentative agency posi-
tions in time for a Working Group meeting on July 1. 

The first two suggestions are from the OECD Economic 
Policy Connnittee (see attached copy of resolution adopted June 16). 
The first is that the Export Credits Group consider whether to en-
large the proposed exchange of information agreement so as to in-
clude financing terms. The second is that the Group consider the 
possible content of an agreement on the terms on which officially 
supported export credit is granted on transactions between the 
developed member countries of OECD, as well as the advantages and 
disadvantages of such an agreement. 

Ihe third suggestion made to the Export Credits Group at 
its last meeting is an EEC proposal that members of the Group should 
agree that no export credit with maturity beyond 10 years should be 
granted without prior consultation among all the participants. A 
notification that such a credit was contemplated would be required, 
with a waiting period (either seven or fourteen days) to receive the 
reactions of the other participants before finalizing the credit. 

A working group meeting was held at Treasury on June 25 
to begin exploring the issues which these proposals raise. In the 
course of the discussion, there developed a view that the NAC Alter-
nates might focus on a fourth problem as well, namely the matter of 
disclosing the contemplated exchange of information agreement to 
interested business groups and banks, and consulting with Congres-
sional Connnittees and the Department of Justice. 

NAC Use Only 
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A. Exchange of Information on Financing Terms 

As regards the first problem {inclusion of information 
on financing terms in the exchange of information agreement), it 
appeared, at the working group meeting of June 25, that an exchange 
of information limited to interest rates charged would give the 
United States comparatively little difficulty, but that the other 
countries might have trouble complying, at least in some cases, be-
cause of the nature of the system under which they give official 
support to export credits. 

The working group also recognized that interest rates 
were not the only cost of obtaining export credits and that an 
information system covering the overall cost of money to the bor-
rower {which would be far more useful) might be impossible to de-
velop and administer. Such add-ons as commitment fees, guarantee 
fees, insurance premia, and bank commissions might be ascertaina-
ble, though not in all cases, but it would be difficult to take 
account of the effect on cost of money borrowed of such things as 
compensating balances, or the Exim Bank practice of allowing a 
commercial bank to . take the early maturities (at one interest rate) 
while taking the later ones for itself {at a lower rate). Foreign 
countries supporting export transactions through a preferential 
rediscount rate might also be hard put to calculate the impact on 
the cost of money to the borrowers. All countries would find it 
impossible to separate from the prices quoted for exports the ele-
ment that was added to compensate the supplier for having to ex-
tend credit. The complexities would be those of a truth in lending 
program on an international scale and without the enforcement 
clauses attendant to a national truth in lending program. 

The working group also wondered whether an exchange of 
information on interest rates, with or without the additional in-
formation needed to determine the cost of money to the borrower, 
might not be the first step toward an agreement to fix interest 
rates on export credits. Mr. Rowntree {Exim Bank) and Mr. Katz 
(Commerce) were especially anxious to avoid taking any step that 
would deprive the United States of what they felt were its only 
advantage in international competition, namely more attractive 
financing terms. 

Mr. Rowntree noted that it often took a considerable 
amount of time for the credit insuring agencies in foreign countries 
to respond to inquiries from Exim on the terms on which they would 
support given transactions. This was because they were required to 
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refer many transactions (in some cases all of them) to a govern-
mental body for approval. He felt that the inclusion of financing 
terms in the exchange of information would further slow down the 
process. 

Mr. Harley (Treasury) wondered whether the Economic 
Policy Committee had not based its suggestion on a misunder-
standing of the basic purpose of the exchange of information 
agreement. The EPC had been dealing with statistics on export 
credits and might be hoping to get improved statistics from the 
exchange of information agreement. In fact, the agreement had 
quite a different purpose (to prevent escalation of competition 
on credit terms). The requirement to exchange information was 
not to apply to all transactions, and exchanges might well be 
sporadic and limited. 

B. Harder Terms for Transactions Among Developed Countries. 

As regards the second problem on which the NAC Alternates 
are expected to be asked to take a position (the possibility of an 
agreement on credit terms for transactions among the developed 
countries), the working group which met June 25 appeared rather 
strongly opposed. The idea behind the proposal seems to be that 
transactions among developed countries should not be as heavily 
subsidized (or on as easy terms) as exports to the less developed 
countries. But how to classify countries that are neither clearly 
"developed," nor clearly "underdeveloped" (e.g. Greece, Turkey, 
Portugal, Ireland, Iceland)? There is also an enforcement 
problem since it would be tempting for importers in developed 
countries to set up subsidiaries in a clearly "underdeveloped" 
country to become eligible for the easier terms, and to divert 
the goods to their developed country destination after they 
left the exporting countries. 

The working group feared that, by agreeing to harder 
terms on exports to other developed countries, the United States 
would deprive itself of the principal means it has available to 
offset the disadvantage which results from its inability to 
compete in export trade on the basis of price for a rather broad 
range of goods. Mr. Duncan (State) thought that the proposal 
was aimed primarily at the United Kingdom and Japan. 

A contrary argument, which neither Mr. Norwood nor I 
expressed at the working group meeting because it seemed to be 
well in the minds of those present, is that importers in developed 
countries in strong balance of payments positions are well able 
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to borrow in private markets on connnercial te rms and should not 
have access to easy credit from official institutions in another 
developed country which is in balance of payments difficulties. 
This is essentially why the Federal Res e rve has opposed a number 
of Exim Bank loans to developed countries in recent years. Pushed 
to its logical conclusion, this argument might lead us to favor 
some sort of hardening of terms for transactions among developed 
countries, unless we found the arguments advanced by the majority 
of the members of the working group to be overriding. 

C. Prior Notification and Waiting Period for Credits of More Than 
10 Years. 

The working group which met on June 25, gave little con-
sideration to this problem. Mr. Harley reported that the EEC 
countries, which made the proposal, strongly favored it, especially 
France. The Scandinavians and British also appeared to favor this. 

Mr. Rowntree saw this proposal as another aspect of an 
overall attempt to hamstring the United States in its efforts to 
promote exports. He felt that this country had to retain its 
freedom to grant easier terms to secure business for U.S. suppliers. 

The other side is the general desirability to limit the 
competitive escalation of credit terms which benefits only the 
individual borrowers, and may not even benefit them if it leads them 
as a group to borrow more than their country can afford to service 
and the resulting balance of payments difficulties cause the 
authorities to take steps to curtail their activities. 

From the point of view of alleviating the debt service 
burden of the developing countries, a limitation on credits of 
more than 10 years may be undesirable. The developing countries 
which have run into difficulties and which have accunrulated 
excessive amounts of short-and medium-term debts, have been trying 
to lengthen the maturity of their debts, In some cases the Fund 
has required, as a condition for granting a stand-by agreement 
to such countries, that the authorities not permit any increase 
in external indebtedness of less than eight years, This has often 
severely restricted external borrowings, because of the relatively 
greater difficulty of borrowing at longer terms. In view of this, 
one may expect AID and possibly State to line up with Exim Bank in 
opposing the proposed limitation. 
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D. Disclosure and Clearance Problems. 

Exim Bank and Connnerce have business advisory committees 
which may be interes ted to hear about the proposed agreement before 
it is finally signed. Treasury is thinking about the possibility 
of informing the Bankers Association for Foreign Trade. 

Congressional Committees might also be informed, and the 
problem arises whether the views of the Department of Justice 
should be solicited because of implications of private restraints 
on trade. 

It would seem as though we might let the other agencies 
take the lead on this range of issues. 
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