" 1. 1In s letter dated Novesder 18, 1946, Mr. Le Gallals, Minister of Luxembourg in

Washington, forwarded a letter and a memorandum which he had received from Mr.
Dupong, President of the Luxembourg Government and Minister of Finance. The
letter requested a loan of $20,000,000 “with respeet to the reconstruction of
the devastated areas in Lusembourg and to the restoration of the Lusembourg
economy®. The memorandum gave the vague outlines of a 5,000,000,000 franc
($114,000,000) S~year Recomstruction Plan, but did not show Luxembourg's need
for Foreign Rxchange or relate the expenditure of the proposed loan to the
Reconstruction Flan. In a conversation with Mp. Pineo and Mr. Noar, Mr. Le
Gallais was informed that the bank hed not enough informatiom on which to bage
an opinion.
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mmbers 1 and 2 %o the memorandum and asked for an opportunity to discuss the
matter with Mr. Pineo. OComplementary Note mumber 1 gave a breakdown of the
imports required in 1947 in connection with the Reconstruction Plan which
shoved hardly sny meed for U. 8. dollars except for the importstion of coke
from Germany. mmmm.wmmrammsm
Luzembourg normelly had in preewar years s favorable balance of trade and had,
since liberation, again achieved this position. It also gave sketchy inform-
ation about the the Institut Belgo-luxembourgeois du Change, the single authority
charged with the operation of foreign exchange comtrol in the Economic Uniom
of Belgiun-Luxembourg. From these Complementary Notes, 1% looked as if the
question of a loan to Luxembourg was complicated by three main gquestions:

(a) The existence of common foreign exchange pool.

(v) The apparemt yurposes for which the loan was %0 be used.

(¢) The use of the loan for imternal financing.
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In view of these complications, it seemed that it would de much better if the
Roonomic Union of Belgiume-luxembourg would present a joint applieation for o
loan, particularly as 1t was understood that Belgium would shortly file an
applieation.
However, in the course of a conversation which Le Gallais held with My. Pineo
and other officials of the Bank on Jamuary 22, 1947, 1t was obvious thatl
Le Gallais was stremmously opposed %o the idea of a jJoint application and that
this wae an extromely semsitive political point. OConsequently, it was decided
to ask for details from the Luxembourg Government which would emable the Bank
to decide on the question of the desirability in principle of the Bank granting
& loan to Luxembourg. This letter, adiressed to Le Gallals and dated Jamuary
23, 1947, asked that two elements of uncertainty in particular be clarified by
giving - (a) a full exposition of the Recomstruction Plan, and (b) the funda-
mental purpose of the loan, i.e., whether the losn applicction was %o relleve
the internal strain of finaneing in fremes or to cover am expected shortsge in
foreign exchange. It also requested information om the availability of alterna-
tive means of providing the required funds.
The answer forwarded by Le Gallais on March 18, 1947 was in the form of a 3rd
Complementary Note. This Complememtary Note does mot give specific smswers to
all the questions raised in our letter of Jummary 23, 1947, dut it does bring
out the following points, the existence of which had been suspected by the Bank
from the previous memorandum and Somplementary Notes
(2) The loan requested is required for relieving the strainm of in-
ternal finemeing rather than for relieving a shortage of
foreign exchange.

’('b} The economy of Luxembourg is now comparatively prosperous.
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| (e) The Recomstruction Plan is on a very generous scale and mch

of 1t could not de classed as productive.

(a) Luxembourg's economy is dependent to a very large extent on

the steel industry. This is now running at 60f of capecity

only because allosations of coke and coal, every ton of which

has to be imported, are insufficient due to the seareity of

supplies.
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It appears, therefore, that the following questions should be decided upon:

(s) Ersotics) Diffioulties.
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Bank, However, it would appear that the formsl consent of the
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sequire foreign exchange for the servieing of any loan which it was
permitted to make. Hven though these comsents would be automatic,
mmofmxmuammmwmmm
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upon the poliecies which the Belgian Government will follow. ir,
uumumnmammwuntuumm.arm
service of a loan, the Bank were to demand that the Matiomal Bank of
mummnmmmmm.mAummt.
of course, have to receive the comsent of the Belgisn Government.
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(v) Qurremcies Reguired.

(e)

(4)

(e)

Should the Bank lend dollars vhen the currency actusily required is
Belgian france? Should the Bank make a loan in Belgian france? If
#0, the consent of the Belglan Government would be required.
Anternmal Financing.

Should the Bank make a loan to de used for the purpose of relieving
a strain on internal financing?

Zhe Econonic Fosition of Luxembourg.

Is the Bank justified in making & loan $o & country which, though it
mmn-lunmﬁ-a.hmm“umcﬂm
with other Buropean countries.

Purpoges of the Loan.
Ifih!mmlﬁmmmumnulﬂlum.fm
granting of o loan, should the bank make good a budgetary deficit
vhich is largely csused by a very generous plan for $he indemni-
fication of war damage? If not, should the Bank request the
Luxembourg Government to put forward a specific project for which
the Bank might be inclined to grant a loan? uwm-
to put forward a speeific project, should not the Bank insist on
the elimination of umproductive sxpenditures from the Budget?

If the saswers to the above questions are all favorable, 1t is still
pertinent %o inquire:
(1) Why an external loas at a reasonable rate of interest
could not be raised, and
(18) I 1t can e shown that no altermative means of fimaneing
can be found, why the peried of the Resonstruction Flan
should not be extended beyond five years so that (as geems
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possible) the Luxembourg Government might be able to fimance
it out of its own resources.



