EUROPEAN RECOVERY AND AMERICAN AID

A Report by

THE PRESIDENT'S COMMITTEE

on
FOREIGN AID

(Parts One and Two)

WASHINGTON, D.C.
November 947

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



EUROPEAN RECOVERY AND AMERICAN AID

A Report by

THE PRESIDENT'S COMMITTEE

FOREIGN AID

(Parts One and Two)

WASHINGTON, D.C.
November 1OU7

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

THE SECRETARY OF COMMERCE
WASHINGTON 25

Dear sr., President:

I nave the honor to trenzwit the report of the non-
partisen commities of digtinsuiahad citizens which you
sopc:nted last June 22 to adeiss you on the limite within
whioh the United States mist. =3sfely and wigely plan to
axtend economic assistance tn foreign countries and on
the relation which should sr:28% hatwean auch assistance
and ocur domestic economy.

it was my privilege to cobserve and te participate
in the free and thorough aoiscusston hy the members of
the vommittee which resulted in thelir conclusions
expressed in this report, While the committee had the
ten:fit of materials prepered hy both Government and
private scurces, it was anderstood that the function of
the commitiee was Lo glve you the lenefit of a completely
independert judement after takiue into consideration all
peints of view, and its conelusicns were reached on that
hAgiz.

Rewzpectfully

»

/57,?/%..\

The President,
The White House.

November 7, 1947


http://tren3T.it
http://coTir.itt.es

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

THE PRESIDENT'S COuMITTEE ON FQREIUN AID

The members #f the Presidentls Committee on Foreilgn 4id, a2nd thelr affiliations,

are ag follows:

fMhe Hon. W. Avercll Harriman
Secretary of Commerce

Chairman

Hiland Batcheller, Pres.,
Allegheny<+Ludlun Steel Corp.,
Pittsburgh, Pennsylvenia.

Robert Earle Buchanen, Dean,
Graduate College,

Iows State College,

Ameg, Iowa,.

W. Randolph Burgess, Vice-Chairman,
Hational City Bank of N. Y.
New York, N.Y.

Jomeg B. Garey, Becy-Trens.,
C » ICO. ¥
Washington, D, C.

John L. Gollyer, Pres.,
" B. ¥+ Goodrich Company,
Akron, Ohio.

Granville Conway, Pres.;
The Cosmopolitan Shipping Jo., Ine.,
New York, H. Y.

Melville ¥, Coolbaugh,
Colorado School of Mines,
Golden, Colorado.

Chester C. Davis, Pres.,
Federal Reserve Bank,
St. Louis, Missourl.

R: R. Deupree, Pres.,
Proctor & Ganble Co.,
Cincinnatl, Ohio.

Paul G. Hoffman, Pres.,

The Studebaker Corp.,
South Bend, Indlana,

~B3027

Galvin B; Honwer, Doan,
Graduate School,
Duke University,
Durham, North Carolina.

Robert Znenlg, Pres.,
Ayrshire Collieries Co.,
Indianapolis, Indlana.

Robert M. laFollette, dr.,
W&Shington. :'o Cn

Bdward S. kascon, Dean,

School of Public Administration,
Harvard Univereity,

Cambridge, lMassachusetbts,

seorde lenny, Secy-Trexs.,
Americrn Pedsration of Ladbor,
Washington, D. €.

Harold G. ioulton, Pres.,
The Brookings Institution,
Washington, I. G.

William I, Hysrs, Dean,
Collezo of Agriculturs,
Jornell University,
Ithaca, New York,

Robert Gordon Sproul, Pres.,
University of falifornia,
Berkeley, Californin.

Owen D. Young,

Honorary Chairman of $he
Board of Direcetors,

Genernsl ®lectric Conpany,

Ven Hornesville, W, Y.



Chairmen of the Subcommittees

HEiland Zatcheller, Chairman Paul G, Hoffman, Chairman
Capital and Durabtle Goods ltanpower Subcommittes
Subcomnittee

Bobert Koenig, Chalrman
John L. Collyer, Chairman Mineral Resources Subcommittee
Consuner Goods Subcommittes

Robert M. LaFollette, Chairman

Grenville Conway Chairman Development and Administration,
Transportation Zultcommities and IDrefting Subcommitteecs

Qwen D. Young, Chairman
Chester £, Davis, Chairman Economic and Financial Analyeise
Pood Resources Subcormittee Subcommittee

Secretaries of the Subcommittecs

Rizhard M, Pisgell, Jr, Kenneth R, Davis Adrian S. Fisher
Economic and Pinancial Consumer Goods Tevelopment and
Analysis Administration
karl 4. Fox A, Pord Hinrichs Herman %. Licbert
Food nesources Hanpower Trafting

S. horris Livingston hax P, {iillikan Richard hote
Grpitasl and Turakle Goods Transportation iineral Resources

Staflf of the Jommitteo

Eichard Y. Tissell, Jr.
Excoutive Sccretary

Max F. Milliken : William W. Remington Herman ¥, Liebert
Agsgistant Executive Secrctaries

John Davenport Sanm VanHyning Martha Davis

Digitized for FRASER
http://fraser.stlouisfed.org/ .. Sl
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

CONDENT S

Page
PART GNE
5P iatsh v Ceecteserean th et ms i a e e e R |
PART TWO: GEWSRAL REPORT
I. Foreword: The Nature and Organization of the Report......... R 4 §

II. The Interest of the United States in Furopoan Recovery..........Bl

III. Zuropean Recovery......... e ea et eavs ettt e SRR ¢ X
IV, Requirements for and Availahilities of Specific Goods........... Dl
V. The Magnitude of the Program.......c.c.peen.. Gt e reet st 1
VI. The Financing of Furopenn Requirements.......c..c.oivevevnenn.. WML
VII, The Economic Impact on the Unitsd States........ Crrrseseens R s |
VIII, The Administration of a Buropean Recovery Program.............. N

PART THREE: SPECIAL REPORTS

Federal Reserve Bank of St. Louis



PART ONE

-

SUKMARY

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



le

LA S T
UMTE. LA
i i

1. FEISCITLES,

The Fresident's Commitiee on Foreign Aid wag asked to determine tuae
limits within which the United States could safely and wisely extend aid to
Yestern Europe. It has approached this assigoment in z spirit of realism,

¥e believe that the future of #»estern burone lies very much in its
own hands. No amount of outside aid, however gerercus, c¢an by itself restore
to health the economies of the sixteen nations which met at Paris in July.
Except in Western Jermany, where the United States has direct governmental
responsibility, the suceess of any ~id prograsm depends ultimately on hard
work ard straight thinking by the people and the governments of the European
nations themselves. The sixteen nations, and “estern Gemrmany, comprise over
270,000,000 men and women. They possess great agricultural and industrial
resources. Zven in its present depresced state, the production of this area
is wastly greater than any aid which this country cai provide. Such aid must
be viewed not as a means of supporting Zurope, but as a spark which ¢an fire
the engins,

The Committee is also aware that the volume of aid required from the
Unjted States is of such proportions that it will place a substantial burden on
the people of the United Statez, TFor all its resources, the United States is
no limitless cornucopia. The population of this country represents something
less than 7 pereent of the population of ths world., This country has heavy
responsibilities at home 25 well as in Zurope, im Asla, and in our own
hemisphere., The aid.which we give represents, to be sure, only a small fractios
of our total production. But at the prssent time, there is no slack in th:
American ecconomy and every shipment abroad of scarce goods-—especially feod
which surope must have—udds to the inflationary pressure at home,

The Committee regards as nonsanse the idea which prevails to a con-

siderable degree in this country and abroad, that we need ta export eur goods
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and services as frse gifts, to insure our own prosperity. Oz the contrary,
we are convinced that the immediate economic danger o the United States is
inflation, which means, among othsy things, a shortage of goods in relation
to demand. We believe that our goal should be to bring about 2 condition where
exports from this country are more nearly balsncsd by a return flow from abroazd
of sarvices and materials essential to our own economy. ¥We also belisve that th.
Eurcpean nations desirc to achieve such equilibrium in the interests of their
self respset and prosperity. To meke this egquilibrium possible should be a
major objective of any program of aid,

The intercst of the United States in Burepe; however, cannot be’
measared. 8imply in economic terms, 1t is also strategic and political. We
all know that we ars faced in the world today with two conflicting ideologies.
Cne ics a system in which individusl rights and liberties 2re maintained, The
opposing system is one where iron discipline by the state ruthlessly stamps out
individusl liberties and obliterates ull opposition.

Cur position in the world has been based for at least a century on
the existence in Eurcpe of a number of strong states committed by tradition
and inclination to the demoeratic concept. The formulstion of the Paris re-
port is the most recent demonstretion that these nations desirs to maintain
this concept, But desire is not csnough, The democrstic system must provide
the bare necessities of life now ard guickly rckindle the hops that by hard
work a higher standard of living is attainable, If these countries by demo-
cratic means 4o not attain an improvement in their affairs they mey be driven
to turn in the opposite direction. Thersin lies the strength of the Communist
tactic: it wins by default when misery and chaos are great e¢nough. Therefore
the ceuntries of %estsrn Europe must be “restored to » position where they may
retain full faith in the validity of their tracitionsl approaches to world
affairs and again exert their full influence and authority in internation=zl

life .
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Ii, POLICIES

The success nf any pregram for aid which may be adopted will depend
on the policies which this country and the European nations pursue, It should
be made a c¢andition of continued assistance under such a plan that the partici-
rating countries take all practicable steps to achieve the production and
monetary goals which they have get for themsgelveg in the Paris report. Failure
to make genmuine efforts to accomplish these results would call for cessation of
further assistance.

However, aid from this country should noct be conditioned on the meth-
nds used to reach these goals, sc¢ long as they are consistent with basiec demn-
cratic princirles, Continued adherence to such princinles is an essential con-
dition to continued aid but this condition should not require adherence to any
form of economic organization or the abandonment of plens which call for a dif-
ferent form nf economic organizetion if they have been adopted in and carried
out in a free and democratic way. While this Committee firmly believes that the
American system of free enterprise is the best method of obtaining high produc-
tivity, it does not belicve that any foreign 2id program should e used as a
means of requiring other cnuntries to adopt it. The imposition nf any such con-
ditions would constitute an unwarranted interference with the internal affalrs
rnf friendly nations.

The goals which the Buropean gnvernments have set for themselves and
with which our Government may legitimately crncern itself are conditioned by
the nature of the European economic problem, The reasons for the inability of
Wostern Europe to balance its accounts with the rest of the world at the present
time are generally understood and are ably analyzed in the CEEC report. Western
Eurcpe is cut off from the food and supplies which flowed from Bastern Europe
before the war. Foreign investments and shipping revenues have been lost., The
costs of essential food and raw material imports have risen and are still rising.
To overcome these disadvantages Buropean production must expand well above pre-~

war lovels: yet In important industries, especially coal mining, and Important
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areas, 28pseially Germany, it is lageinz badly., It is the judement of all
competont obssrvers that these troubles flow from an acute shortags of working
capital ned from the serious Jisintegrotion of crganized aecrncnic 1ife
rather than from wartime physienl destruction, Vorking capital in the form of
fuel, raw materials, znd food, is ne=d.d to sustain Eurcope until its production
i= built up. Some capitel sguipment is needed to further th: rehabilitation of
irdustry. An coffcetive restoration of tho purchansing power of money is essential
to the resumption of ordered economic life,

The Parls report cannot be praised too highly for its emphasie on
this point. It clearly stztes that Europesaon preducticn caun expund only as
currencies nnd exchange ratss <re stabilized, as budgets =re balanced, and as
trade barricrs ars reducsd, Post-war axperierce has abundantly proved that if
money demand is vazstly in excess of the supply of geoods, ths effects of "re-
pressed inflation"™ are almost as buad as the disease itself., Germany is nerely
ths most horrible example of on atiempt to resterc sceonomic life without giving
people = money they ean trast, In this situstion, the ropid spread of black
markets urdsmrines the respect for lsw, Normal meonetary incentives cease to
operate. Thy worker has no just reward for his labeor and the farmer refuses
to sell his produce, Resources are Gissipated., Trade degsuneratss to barter,
Controls tesd to bacome s2lf-perpetuatine.

Achievenent of monetary stzbility would allow a gradual restoration
of pormal incentives and n gradual return to a system where individuals, and
centzrprisss, both publie =nd private, con operate in markets. It would alco
allow thoe stabilization of :xchanege rotes, whiech is sll but impossible so long
28 inflation prececds apace. It is cbhvious that this situetion mukes balance
of puiyments problems that much more difficult. The Committee believes that in
tha near future soms adjustment of exchongs ratss must be made. The prelude

to that is irnternal monstary reform.
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The Paris report rightly emphasizes the nzed for sealing down re-~
gtrictions on trades botwescen countries, But the reduction of tariffs is of
little moment if exchange controls and othur controls have to be maintsined
indefinitely. VWhutever one's cttitude tow:rd plannirg and free enterprise moay
be, there is all but universal sgreement that true sconcmie recovery depends on
releasing the energlcs of individuals and cutting down on time-consuming regu-
lation of preduction und distribution.

IIT, NEEDS sNI CAPASITIES

In emphasizing these points, the Committee 1s simply making explieit
the principles that are imbedded in the Paris report. It does not wish to
imply thut confidence in currencies enn be restored without inereassd produe-
tion abro2d combined with substantial injections of American aid., It believes
that the pneed Pfor holding inflation in check in this country and in FEurope
bears dirsetly on the magnitude of the aid we enn and should extend.

The Committse found 1little ovidence that the gozls sot at Paris to
restore stondsrds of living were cxcessive in terms of bosic nscessities. Ewun
if all the estimrtes submitted ot Paris were to go through ss plannzé, Buropeans
would not be esting =s well in 1951 zs they ats in 1938, If food were available,
it would pay to meet thoese estimstes in full in the irnterest of politicel
stability., This is especiclly true in the case of Jdestern Germony, where more
food is ess=ntisl to secure morc conzl producticn und the revivel of an economy
now obviously on dead center.

The Committee, howsver, is not cenvinced that the participating nations
at Paris were wholly realistic in their plens for capital sxpunsion. On the
first peint, it is obvious thut if Europe is te be revived and mede self-sup-
perting--if our 2id progrom is nct to degenerats into just ancther relief
program—the Buropenun natlons will have to rehubilitate thelr eapital plont.

But it caanot be too strongly stated that the process of investment and capital
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formation imposes a severe strain on the country undertsking it. It means the
introduction of money income inte the economy, with no comparable output of
consumer goods to sop up this purchusing power, This process 1s highly infla-
tionary. To the degrec that capital goods are scat to Europe from the United
States, it is true, the strzin is transferred from European economies to our
omvn, Nevertheless, the secondary effects of large capital programs should not
be overlooked. At the present time, gross investment in the United States is
running ~t about 17 psrcent of total mational product at the helght of a hoom,
Some of the European nations have attsmpted to vxceed this rat:. It seems un-
likely that Europearn nations can prudently zfford to sustzin ecapitsl formstion
on as large a seale as they have planned. What this means, in effect, is thout
housing programs and czpital development may have to be slowsd Cown until
Eurcpean recovery is much more advancad thrh at present,

In addition the program writtsr 2t Poris moy have to be modified by
& shift in the smounts going to ths sopsrats countries. As this shift is nmnds,
we believe that the amount of aid allotted to Germany may have to be higher
than wasg set at Paris. This Committee wishas to stats omphotically that the
overwhelming interast of the United States is to prevent the resurgence of an
aggressive Gemmany. The feurs of nsizhborine natiors are therousghly under-
sgtendable. On the other hand, it is generally zdmitted that the revival of
Ruhr ¢oal output, =long with the inersagse in British conl cutput, is the erux
of the problem of getting Westcrn Europe back on its foszt, Apparent savings to
the American tax payor, accomplished by spending too little money on Germuny,
have thus far been more than offset by the consequsnt deterloration of the
general Eurcpeczn economic sgituaticn.

The final determining frctor in the size of = prudent program is the
avallability of commodities in this country, The Committec has eanvasgsed such

availability in detail. At the Paris Conference, 1t was concluded thzt the

Federal Reserve Bank of St. Louis



"
Western Hemisphere simply did not have the food resources to supvly all of the
egtimeted needs. As sgainst estimated need for about 30 million tons of grain,
the Paris Conference conceded that 25 million tons was the maximum which could be
obtained from the outside world with about 9 million tons coming from the United
States. In 1947, the United States will probably export some 15 million tous
of grain with about 9 million tons going to Furope. In view, however, of the
pocr Ameriecan corn crop and the lack of fall reins, only a most favorable cron
year in 1948 would make any such performsnco possible.

With a2 number-of~éther commodities, the situation is only a little
less stringent, Steel and the steel-nmaking materials, egpecially scrap, are in
particulerly short supply in the United States, Bascause it is a basic indus-
trial material, the effects of this shortege are pervasive, Coal exports st a
high rate are possidble, though they are imposing a2 strain on the United States
trangportation gystem end there may be & foew shorteges in the coming winter,

The margin between supply and deomand of motreleun products is very narrow in
this country. The Buropean countries do not expect to iuport this commodity
from the United States in volune, dbut the shortage, like that of stesl products,
1s world-wide., There is 11ttle likelihood that these roquirements set forth at
Paris ecan be met,

The siturtion is much the same in regard to most of the items of
machinery and equivment the Burovesn nations need, In the middle of an sgri-
cultural boonm, the demand of American farmersg for farm mechinery is well beyond
the capacity of the industry, As to mining machinery, coal output is at a high
rate and American mine operators arc buying as much nachinery as they can ob-
tain, Heavy clectricel egquivment of all kinds is perhaps the tightest indus—
trial item of all. The story is rmuch the same for certailn of the basic raw

materials.
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These renorks do not irply thas the United Stntes con do little
townrd the rohabilitaotion of Europc. RBurcpenn governments and private firms
have placed large orders in the United Statns for industrial cquinment. A
voluntary food conscrvation progren has boen initinted to mnke food ovailnble
for cxports. In spite of shortnges herc, manuf~cturcrs of mtonobiles and farn
nechinery nre voluntarily maintaining cxports. If funds verce available o
finance Europcan purchases and if Eurcpenn requircnents were known in detail,
exports could ot lerst be maintnined, and in nmony cascs stepped upe In over-
211 terms, o forcign aid progran would not cven require the maintonance »f
prascnd rates of cxports. The conclusion that docs energe from the cxonination
of particular narkets for particular commoditics is that supply will be a
liniting factor in many cascs and that nany European requircnmeats cnnnot be
net in full,

iv, THE HAGITUDE OF AMERICAY AJD

On the besis of reviscd cstinates of Zuropenn imports ~nd cxports,
th2 Comnittee caleculatos that the cost of the Burgnenn aid nrogran to tho
Boveoranont of the United St@tcs would be about $5.75 billions for tho first
vorr, and, in round numbers, betwveen S12 mmd $17 dillinns for the whole progran
hero suggestod.

These figurcs ore not eomparable to those contained in the Paris report.
The 1atter are cstinates of the defieit the particivating Furopeon countrics would
incur in their trnde with the Vestern Homispherc. Thoy neasure the margin by
vhich the Buropean countrics oxpeet their narnents in dollars for zoods and sorv-
ices inported fron thoe Yestern Henisphere to coxececed their receipts in dollars,

The Parls cstinntes of imports have had to be roviscd downwnrd, mainly
on the grounds of unavailability of goods. To the coxtent of this revision the
estinated cost of the program wns nlse roduccd. A% tho sane time 1t was necos—

sary, on grounds of realism, to revise dowmward the Buropcan cstimates of cxports
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an2 to modify the figures in a number of cther ways which inerease the cost.
The result was an estimate by the Cormmittes that ths balance of payments deficit
would be 31 hillien to $1.5 billions lowsr in the first year and possible as
much as §5 billions lower for the whole plan than that contained in the Paris
program,

The Committee's estimate of the cost to the Unived States Government
ig 2 smaller figure than the forsign trade doficit, First, a deduction must
be made for the part of the program that ¢an be financed through the Inter-
netional Bank, Second, there may be private fipencing. Third, & large part
of the European deficit with the Amerienn Continent is with countries other
than the United States. In itz own interest, the United States will probably
have to supply funds to cover a part of this defieit but we shoulkd ned have to
finance it in full, ‘%hen allowance is made for these deductions, the resulting
fizures are those given above for the cost to the United Stataes Treasury.

It is helpful to compare the figures for the cost to the United
States Govermment with what the United States has been doing for Europe in the
past. Before the run on sterling in July the annual rate of withdrawals on the
British loan wae adout $2,.6 billions. In addition, Ar the first half ef 1947,
the rate of withdrawal on other Buropean aid programs-—relief, UNRRA end special
grants;—was sbout $2 blllions. In 1947 the United States assumed only half of
tha cost of German occupation, but in 1948 it seems likely that it will havo to
zssume the whole burden, amounting to =bout $1 billion.

When all thess factors are tuken Into account, the program of ald
proposed for 1948 proves to be 2 moderate increase on what the United States
hzs in the recent past been spending in Burope znd what will probably havs to
be expended in Germany in any cass, In addition the program calls for in-

creased lending operaticns By the International Bank.
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Looking to the vears beyond calendar 1948, the Committee emphasizes
that any estinates are altogether speculative, The American people have an
undcrstandable interest in trying to ascertain the drain on thezir resources in
thke future. But it is totally impossible, and indeed unwise, to attempt to
caleulote this with accuracy. The Parig conference suggested that the totel
European foreign exchange dsfieit for the four-year period 1948-1951 would be
about 322 billions., The Conmittse's estinotes range from $17 to $23 dillions,
Wher, deductions arce mrde for various types of finaneing, the renge of possible
apnronriations would be about $12 to $17 billions. But the Committee cannot
emphasize too strongly that any aild cxtended to Burope msgt be on a year-to-year
hasis. 1t mast be subjisct %o constant, vigilant review of tho Congress.

V. FINANCE AND ADMINISTRATION

Even to carry out ~ prudent program in 1948 entails the cxscution of
certain fundamental policies on the pert of the United States Government and
the most careful adninistration. The Comnittec b.lieves that any aid to Europe
offerad by the United States should be financed out of taxes, not cut of
borrowing, The maintcnance of ¢ surpius in the United Stnates Treasury is a
necessity in this infleticnary period.

A foroign aid progran will require neans to nake avallable goods that
are in short supply. Voluntary . zasures should be relisd upon wherever possible,
If and when they are not, the Goverrnment will probebly reguire suthority to get
priorities in order to insure the svailebility for export of linited amounts of
tha itens rost critically necded. It might s2lsc have to issue linited orders
to control censuiption of critiecal materials such as those still in cffect for
tin., Egmecially in the Tield of food it might be necessary to use the device
of requiring thot linited quantities be set aside for euport.

It mst be ecmphasized that these sugpestions apply only to the

foreign aid program and not to the broad problem of inflation, The Committes is
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convinced that inflation is 2 sericus deterrent to the stability of the American
economy, but any consideration cf a program to control inflation would have been
beyornd its competencs and its temms of reference,

The Committee is convinced that the administration of the program is
of primary importance because it will be necessary, for ressons given above, to
ad just the program as it goes forward. To insure unity of administration, it is
recommended that & new inlependent agency be set up in the ¥ederal Goveramsnt.
The head of this agency shcould be appointed by the President and confirmesd by
the Senntes A board cof directors should be appointed, representing the Departe
ments of Government concerned with the program, including the Seerctary of
State and such other perscns as the Congress may sse Tit to aﬁd,

The head of the new organizatior should be Chairmnn of this Board
which should have power only to establish and adjust general policies within the
framework of Congrcesional action,

The operating decisions should be made by the head of the new organi-
zation, but it will be necessary for him to work cut effective means for ccopera-
tion with the State Department ecncerning these major decisions which have an
important bearing cr the foreigr policy of the United States.

_The c¢losest possible relations should be maintained between the new
organization and the Congress. This is a question to be solved by the Congress,
but we suggest it might be done by a special joint eommittee created for this
purpose, as iy the case cf the Atomic Energy Commission.

The new organization must have a chief representative in Europe,

~reporting directly to the head of that crganization, and responsible to him,

-to deal with the continuing committes set up by the participating countries,

and also to coordinate the activitles of the various local representatives of
the organization 1n these countries, In addition, representatives will be

needed in the different countries, They will have to report tc and be under the

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

~18«

direct control of the head of the new organizations DBut they shoulé keep the
Ambassadors in the respective eountries informed of their communications, In
all casss where there is necessity for taking up important matters with govern-
ments, it should be done by the Ambassador to the end that there will be only
one diplomatic rapresentustive of the United States in these countrics., Due %o
the need for flexibility in the program, the Committee recommends that the |
corporate form of organization be given careful consideration.

The basic conclusions of the President's Committee on Foreign Aid may
bs summarized as follows:

1. The hope of Western Eurcpe depends primarily on the industiry and:
straight thinking of its c¢wn people. .

2. The United States has a vitzl interest—humanitarian, economic,
strategic, and pelitiecal—in helping the participating countries to achieve
econcmie recovery, | |

3. The aid which the United States gives will impose definite sacri-
fice on this country, :

4. The magnitude of Western Euroﬁe's deficit with the fmeyican Cone
tinent in 1948 will be of the order of §7 ®millions, but when all possibilitieé
of financing are taken into consideration, the approximcte need for apﬁr&pfia—
tions past and future to cover the ealendar year cf 1948 may be on the ofder cf
$5.75 villions.

5+ The extension of such aid, now or in the future, calls for anti-
inflationary fiseal pclicies on the part of this eountry, =nd a new agency to
administer the aid extended,

As a final word, both on the magnitude of the program recommended =zad
on the policies outlined, it is well to bear in mind that success lepends on

giving way neither t¢ over-optimism or to undue pessimism, It 1s one thing to
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propose & program, it is another to see it through. The immediate months and
indeeod years ahend are not apt to be easy either for this country or for the
Europesn neticons. It is not wise to underestimate the steepness of the elimb,

By the same %oken, howsver, it is essentinzl to maintain perspective.
The years following “orld war I were years of intense dislceaticn and dissclu-
ticn both 2t home and abrosd. Yet, by 1924, Europe, which seemed totelly dis-
organized in 1919, was well on its vdy to recovery. Even more in point would
seem to be the wortime experience ¢f this nation and other demceracies. In
1940, it seemed ineviteble that a large part of what we call Western eivilization
was irreparsbly lost. In late 1941, fcllowing Pearl Harbor, the fortunes of
this nation were at an all-time ebb, Yet four years later, complete victcry
had been gained, Ameriean ammse steood triumphant in the East and in the hLest,
and 1t vas obvious that the United Stetes had entersd into & new period ¢f
power, prestige, and rosponsibility. The following years have contained meny
disappointments, Hartime alliances have melted awny, Yet it is safe tc say
that at no time in history has there been more need for Yestern Eurcpe and the
United States to stand firmly together, And who will say that, if we apply to
the making of the peace the szme spirit which triumphed in war, we may pot see

an equally éramatic vindieatlon of the ideals and principles of free men

everywnera?
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THE MATURE AND ORCANCZATION OF THE REPCRT

As. The Basic Questions

In secking to determine the limits within which the United States
may safely and wisely plan to extend economic ald to Europe, and the relation
betizeen such a program and our domestic economy, the President!s Committee on
Foreign Aid has had to ask the following questions:

le Uhy should the United States furnish aid?
2., Wiy do the European nations nesd help?

3, How much monoy and what kinds of goods can
we safely and wisely furnish?

Le How can such a progran best be financed
and adainistored?

Se hat will be the impnct of such a program
on our ©Cconory?

In the subsequent scetions of this Repcert thors aru presented certain
answers to thesc questions. The Commitiee believes thzt these answers are
as accurate, and have becn rcached with as much deliberation as time per-
mitteds Upon them the recommendations of tho Commitiee are based.

Be The Character of the Ans.ers.

Posing these fow questions is simple enoughe. Answering thom
for a varisty of reasons is much more difficult,. In sorme cases the . answers
must evolve out of the analysis of large bodics of complex factual and
statistical material which tend to obstruct the developmont of plain con-
clusions, In other cascs, many of thce data necessary for framing complcte
answers arc ineconsistent beyond the hope of immediate elarifiecation, and
some do not exist at alls. A further and more important limitation is

imposed by the fact that the program of aid is eonceived as running over a
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period of four ycars, fron 1948 through 1951. Judgments of economic con-
ditions are obviously less accurate for the farther than for the nearcr
yearse

This is not to say that dependable answers to ths b oad basic
questions are now impossibles It is clear from the nature of the questions
that the reasons why the United States should aid Burope, for example, or
the aims of such a progrém of aid, ean be thought through as well now as
later, and nust in fact be determined before the validity of any specific
proposal is examined in details The questions of the amount and kind of
aid needed, and of the ability of the United States {o furnish it are of a
different sort, thc_answers to which are gravely affected by the imper=—
fections of available data, not only those on Buropean requircnents sct
forth by the Committee on Buropean Econordice Cooperation, but also those on
the availability of the nceded goods in the United States.

Even if the data werce very much more complete and consistoent,
deeisions of any great degrce of particularity would be impossible. Kany
factors which cannot be anticipated witihh accuracy affeet both the Eurcpean
and the’American aspects of the problemy as a single example, the production
of food, depending greatly on weather, camnot be preciscly estimated in
advance., The conclusions rcepecting questions of this sort which have becn
nade by the Committce are therefere limited, first, to a nmumber of broad
recomnendations as to policies and as to variocus features of the comsodity
and country programs, and second, to indieations of the dircetions in which
the admittedly rough estimates of Burcpean dollar defiecits prosented in the
CEEC report should be moedificd..

Calculations made in the course of reaching conelusions of this

sort are not intended to serve as the basis of any decision at this time as
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to the sagnitude of a four-year European aid progranm, Thoy are nmere
planning cstinates of tho prebable cust (in terns of a Euwrcpean dollar
defiecit) of achieving certain results, It is uwseful tc have such cstinates
available when decisions, which de not have tobe made now con such matters
as organization and motheds of financing, arc being made, But thoy arce
useful cnly for this purpose.

It would be nost unwise to attenpt to determine in advance cither
the nagnitude of the whole progran or the exael ancunt of every commedity or
product which Eurcpe may noed or the United States oy be able to sond, If
a progran ~f European economic aid running through 1951 is in fact approved
by the Congress and undertaken by the Unitoed States, countless circumstances
will arise during the lifc of the progran which will and should affeet its
size, nature, and dircetions It iz of the utrost iwmportance, if the pro-
grau's objectives are to be achicved, that the persons charged by the
Congress with its executicn should, subject to Congressional review and
with the cooperation of the relevant officers in the Executive Branch, be
able te revise and anend the progran in ths light of changing conditicns,

It is on continuing scund administration that the suceess of the progran
will largely depends  Belioving this, the Committec has not hesitated to
reach and to set forth in this report recommendations as to the validity and
nature of the plan which are addressed rathcr to principles than to the
claboration of detailcd blucprints for each of its aspeetse This is
equally true concerning tne analysis of the programts impact on the American
CCUNOHY &

#

With rospact to the financing and administration of any plan,

-

however, the major Jjudgments do not have to wait on additional detailed

data or the working out over time of factors presently obscure, As has


http://na.de
http://'.ri.ll

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

wAd-

bezen implied above, the Committee atiaches very grcat inportance to the

aeisions which are made concerning finance and adninistrations The grow-
ing realization by the Cormittee nf the linited oxtent to which ths
speeific size in noney or the detailed nature in comeditises can cor should
now be fixed, has greatly euphasized the relative iuportance of adirinis-
trotive and financing decisions at this stagee The Cormitiee believes
that; as a public rather than o govermnental body, its recormendations
sihiculd be conccrnéﬁﬁﬁfgh the principles which underlie the questions of
financing and administration than with detailed machinerye. The sections
dealing with these questions have boen franed accordingly.

It nust in conclusion be repoated that the Comidtteels decision
not to formulate a program of European aid elaborated in overy particular
is conscious, This does not reflect any hesitation on the part of the
Comnittee, but rather its sense of urgency as to the need for an imrediate
decisions Essentially the choice of the United States to aid or to
refrain fronm aiding Euirope should be nade on the basis of such general
principles as are laid out in the five basic questions which are posed
above, The Ccrmitice presents its answers with the conviction that it is
upon these questions that a plan for Anerican econonic aid to Zurope nust

stand or fall,
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11. THE INTEREST QOF THE UNITED STATES IN BUROPEAN RECOVERY

The people of the United States face a momentous decision, It is one
that should be made only after the Administration has laid before them and their
Congress all the available facts bearing on the critical world situation which it
has so fully and fronkly given to this Committee, The Committee has faith in the
sbund judgment of the people and of the Congress when they have learned the whole
truth.

The questicn confronting the country is this: Does the Unitzd Stetes
have a vital interest in Furcpean recovery? The elements of this interest are
three: Humanitarian, econcnie, pnlitical. They rmst be wei hes in order to de-
cide whether their sum 1s an American interest which is in fact vital.

The hunmanitarian apneal is presented by the spectacle of millions of
Furopeans for whom this winter will Ye one of eold and hunger, There 1s decply
rooted in the hearts of rost Amerieans a fundanentsl human kindness, a will ond
a wish to give whatever 1s pogsible to those who are in dire need of helﬁ, Bugze
anountg of meney and tremendous guantities of commodities, totaling many billions
of dollars, have been made available by the pecple of the United States since
V-E Day to nations suffering fron the destructirn and dislocetions of the most
torrible war in history. We, who as a nation are enjoying cormarative luwary,
cannot in good conscience do otherwise. To withhold sur ald would be to viclate
every moral precept associataed with cur free povernment end free institutions.

This moral obligation does not nean blind, unlinited assistance teo all
who ask for it; nor dses 1t mean that need rmst he the scle criterion. 4id in
any forn, public or private, always involves nany practical considerecticns and
linttations which temper 1ts kind and quantity.

There is no evidence that Americans have lost their willingness to help

the unfortunate, The Connittee is completely confident thet a demcnstrated need
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by the European countries for the necessities of life such as food and coal will
elicit a generous response in the hearts of out people. But there is a growing
realization that even a conntry with the resources and productive capaclty which
we enjoy cannot continue to pour ocut its subsfance indefinitely without crippling
i1ts ability to keep its economic balance and to maintain 1ts mational seeurity.
Any plan of European aid that we undertake should therefore be a plan for European
recovery, with the major objective of restoring that area to a self-supporting
position and of bringing to an end the need for continmued and indefinite assistance,

Such a comprehensive plan to aid Burope will be expensive, It will in-
volve sacrifices but it may also be cheaper in the long run, The 1llusion that it
would be thrifty.te do nothing would be shattered if, by such a policy, the future
existence or development of our econsmic and political institutions should he serir
ously Jjeopardized.

Our econcnic self interest 1s clesely related to the fate of Burope,
American trade with Eurrpe has always been a factor of paramcunt importance to the
American eccnomy. A vprogressive decline in the producing snd buying power of
270,000,000 people in Western and Central Zurcpe would have & powerful impact upon
American prosperity. Moreover, prosperous eonditions in Zuvope are essential to
the maintenance of American trade in other perts of the world, For example, Scuth
Africa, Australia, Wew Zealand, Canada, and the non-tropieal countries of Latin
America obtain, by means of export surpluses tc Eurome, the funds with which to pay
for ¢helr import surpiuses from the United States. Thus a dlsintegration of the
Furopean eccromy would curtail the power of these countries to buy United States
gooda.

The deterioration of the ZEuropean econcmy for lack of means to obtain
essential irmports would force Buropean countries to resort to trade by government
moncpoly--not only for econocmic but for politieal ends. The United States would

almost inevitably have to follow suit. The resulting systen of state cdntrols, at
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first relating to forelign trade, would scocn have tc bs extended ints the donmestic
eeonomy to an extent that would endanger the survivel of the Americsn system of
free enterprise.

These formulations of the United Statss'! humanitarian and economie in-
terests in European recovery sufficiently indicate their importance: But it is
Urited States interest of a third kind which overshadows the others, and with
which any plan for the econonic recovery of Western Burope 1s most directly con—
cerned,

This third and mnst important interest, though it may for simplicity be
enlled wolitical, is in fret very much broader. It stens fron the rzalizatisn
thnat a Zurcpean recovery progren is an investient in the continued survival of a
world economieally statilized and pescefully eorductody in which governients based
on fundanental demneratic principles c¢an progmer, in which riht, not might, pre-
valls, and In which religlcus freedem, eccnopic cpportunity, and individual 1it-
ertles are maintalned an? respented,

To stnte this aim recospizos that we are foced in the world today with
tvo conflicting ldeclogies: The basic cheracterietics 2f cech are well known.
One 1s a systen in which individucl rihts and liberties sre emmhesizad, where
they are wrotected by basic constituticonel uarantees, where the state is the
servant of the peoples The omposing systen is <ne where iron discipline by the
gtate ruthlessly stamps cut individual liberties ~nd cbliterates all oprositicn.

The first resards the strongth of internaticnal rel-tisnshins as rest-
Ing en the mexirmnm of free assoclation—ecrncnically, personaliy and culturally-—
boetween individuals in different couniries; the foreigner, as well as the native,
hrs a right to his privnte 1ife and to privete intarests; nand the exchange of
such private Interests acroge international borders ig even welcomed as the

gurest gusrantes of permanently neaceful and meoture state relationshiva,
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The oponsing concept rests on the assumption thet international life
mast be dominatéd by ldeclogles; that where ideoclogles differ, conflict is in-
evitable; and that so long a3 1decloglceal uniformity has not been obtained,
struggle mast remain the keynote of intoranational life, In these circunstances,
it is clear thet nesce is only a nilitary truce; and the netional state continues
to conduct 1tself as a fortress beslieged by nortel enenmies, The freedom of the
individual in internntionel life is largely lost and the structure of interne—
tional dealings derives its golldity only fronm the ircen discinline of the state
end the deterninatisn of its lenders,

Should this ccuntry ever Le froreed by clircunstance to turn from the
first of these concepts of internaticnal 1ife to the seennd, 1t would nn longer
be able to conduct domestie affairg nccording to the princivles of individual
liborty and tolerance which are traditicnal to it. 7The continuance nf the Ameri-
cen way of life and of thouc ht, therefore, requires thot the necples of the world
understend the scundness of the first of these nhilosophles of internsticnal 1life,

The pattern of the United States pesition in the werld has been nredi~
cated for at lenst a century on the existence in Zurnpe «f & numher of strong
gtates onmmltted by traditicn and inclination to this outlock on internaticnal
offairg, #nd on the exertion by these states of a powerful stabilizing influence
in world sceciety. Hanpily they have not been the only natione which have shared
these feslings and asplratisnsi but they have certainly represented the greatest
single concentration of state power msgoclated with this outlcok, nnd their rcle
in worid affairas hag been so great as to represent sne of the foundation stones
of United Steotes security.

But these countries of Western ZBurope esnnot eontinue unaided to play
this role. Thoir pesples are sorely dlssatisfied with their present plight, If
by demooratic means they do nnt goon ohiain an itmrovenent 4n thelr affairs, they

may be driven to turn in the opposite dirsctirn, Therein lies the strength of the
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Communist toctiet It wins hy default when misery and chacs are great enough,
Thet is why any program for the democratic rehabilitation of Western Burope must
ovarcome not anly the complex econcmic nroblems resulting from the ravages of
war, but slso the deliberate sabotage by the Comrmunists who see in the continuancs
of misery and chaos thelr best chance for an ultimete victsry.

Open ideoclogical war has been declared already by the tctallitarian na-~
tions and their satellites upon all sther nations and pecples believing in irpdi-
vidual lidoerty. It has been ealled a "cold war'. The first najor btattle in the
¢nld war 1s being fousht now in Western Burome., It is cold only in the sensge that
guns are not snoking and bonbs end suided missiles are not expleding, In every
other respect the 1decloglcal war of the Commnists is as ruthless and as deter-
ninsd a drive to achieve werld domination as a het war.

The military results of Werla War II have already put a large segnent
of Fur~ne under the dominaticn of the tctalitariens, The c¢old war is now being
fouzht for these nortions of Burape and of Asia which have so far resisted this
onslauzht, In this struggle the pelice states have effective allies in every
country teyond the irnn curtsin, Their allies are the indigenous Communist
partiss which have loyalty, not to the natirns in which they live, tmt to the
Kremlin. These well-diseiplined forces have been strinped for action by the open
acknowledzment that the Comintern 1s revived.

It is an histrricel fact that the sixteen Western Furoncan natlong which
partiecipated in formulating the Paris report are nations which, like our own, have
fostered and developed the concopt that individusl literty end fundamental human
rights are sssential %o domostic sceiety and held out the hepe for peaceful werld
relationships, They are anong the nationg which have jolned in a2 genuine effort
to makeo the ldeals enunerated in the United Nations charter a reality. ZEccnonmic
recovery in Western Burome is sn objective congistent with and essential to the

attainment of these idesls,
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The quick response of the Western Europesn nations to Secretary
Marshall's suggestion is an indication thet they regord this aconomic recovery
necessary to the echievement of these iderls., It is likewise the nmost recont
demonstration that by tradition and ineclination Western Europe desires to nein-—
tain the democratic concepts of government. But tradition and inclinetion ars
not enough. %e¢ know that the democrstic system rmst provide the basic neces~
sitics of life now, ~nd that it must quickly rekindle the hope thnt by hard work
a hizher stendard of living is attainable.

ore than 200 nillion people live in the nstions under consideration
for 2id fror this country; anong them are many »f the world's most energetic

nd gzifted peoples, Whatsver we do, their own qualitins will socuie dry regein for
them the measure of influence which they have always been ablc to exert in the
modern world, But until that is done thare can be no renl balenee in world af-
fairs, and no resl peace, And unle2es it is done socon we ceannot he sure thet
their fsith In thc sort of internatiocnal 1ife we believe in will be fully main-
tainad, and thnt their strength, once recavorsd, will be exaorted for the achieve-
ment of whet hasg been a common goal.

Therofore, the countrins of Western Europe must bs restored as rapidly
ag possible to 2 position in which they mey retain full feith in the velidity of
their traditional apnroaches to world offairs, so thnt thoy crn agein exert their
full influence and authority in internationel 1lif:,

Thus brondly the United States! politicel interest ey be defincd., A4n
objective ennlysis of th: siturtion points coneclusively to the need for coursgsous
constructive actiorn to aid Western Furope, both for its sake and for our own en-
lightened gself-interesgt,

We cannot have complete assurence thrt 211 objietiv:s can bs achieved
with & planned recovery progran, There src risks and pitfalls in whatover course

of action we mpy take, 3But we mugt face the reality that dire conscguences esre
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almost certain if we fail to move decislively at this critical juncture in world
affairs. The present situation contains far-reaching implications which indicate
that a do-nothing policy cannot Ye considered as an alternative.

If the countries of Middle-western and Heditefranean Burope .sink under
the burden of despair ~nd become Comrmnlst, Scandinavia will fall into the same
canp, The strategicolly and economically vital North Africen and Middle—-eastern
areaé will follow, This transfer of Western Durope, the second grestest indus—
trial area in the world, and of the essential regions which must inevitably
follow such 2 lead, would radically change the American position., If it should
prove that a weakened United Kinglom could not resist so pewerful a current, then
the shift would be cataclysaic.,

The donestic consequences are such as no Anerican could easily toler-
ate: The swift and complete conversion to = military footing which national
secu?ity would reguire; the abrupt but necsssary chenge in our relations with
the rest of the Western Hemisphere; the inmediate and sweeping linitation of
our eccononic and political life,perhaps extending even to our very form of
government,

In such prodigious terms is the intersst of the United Stetes in
European recovery defined. The Comnittee is convinced that a sound nrogram for
Western Eurcpesn recovery should be formulated and adonted hy the United Stotes
with the same boldness and deternminetion, and the same confidence in the worthi-

ness of the democratic cause, which characterized cur action in World War 1I,
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III, EUROPFAN RECOVERY

A, The Nature of the Problem,

The present economicowposition of Western Europe, which defines the
European recovery problem and must be the starting point of any recovery program,
is ably analyzed in the report of the CEEC. The salient fact there presented is
that ¥estern Europe prebably cannot survive the next four years and certainly
cannot recover unless large dollar resourcss are made availsble to Luropean
governments in the form of public loans or grants, in addition to any such funds
as may be secursd through the private capital market. These funds are needed, of
course, tir finance imports into “lestern Europe from the ‘Yestern Hemisphere.

In explaining this situation, it is well to begin by distinguishing
those featurcs of it that are cbnommal from thos: that ars rpormal, It cannot be
repeated too often or emphnsized too strongly that there is ncthiag abrormal
about Western Eurepe's depundence upon hsavy imperts of food, feed, industrial
raw materi«ls ard even osrtsin sorts of industril products. This ares is the
second grentest conter of industrial productiorn in the world. It lives in large
measure by processing. Europe's own natural resources support its steel and
chemical industries and provide most of its fuel but both European industry and
Eurcpoean agriculture have long dopended on imported resources znd the population
e¢f Eurcpe has long depended on imported food. Clearly, Burcope cunnot recovar
without heavy imports, +hat iz abnormnl about the situation is its current in-
ability to pay for more than zbout half of what it needs.

The cireumstsnees thet cxplain thls abanormsl situaticon ean be sumurized
as follows: (1) “hereas over-ull production in some European countriss has shown
remarkasble recovery, it is still true that Eurepe's total production, egpecinlly
when Germeny 1s taken into account, is well below prewar levsls with the eritical
item of eosl a prime example, This retardation of production gifects heth her

ability to export and her import needs, (2) Western Europc's impert demands,
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_especially against the American Continent are sbnommally large because she has
been deprived of her Eastern "bread-basket" for food and because of wartime dis-
location in the Orient. Western Europe's import demands are Purther enlarged
because of 1ts need for capital rehabilitation and development. (3} Burcpe has
lost (in part temperarily but in part permanently) major scurces of fereign ex-
change in the form of payments for services and return on fereign investments.
(4) There has been a major shift in price relationships between industry and
agriculture_in favor of the latter: (5) There has been wholesale disruption of
the entire framework of monetary exchange both within European countries and
between those countries and the outside world.

For all of these reasens iWestern Europe needs both working and leng
term capital and the restoration ef the kind of system which will allew individual
men and women, and individual firms te geot shead with producing the right kind of
goods in the right ameunts. Nelther of thess needs can be disrsgarded, However,
we wish t» emphasize that the persistence of Burcpe's difficulties is much less
due to physieal destruction incurred during the war than to ths disorgenization of
its economic life, The disorganizatien epsrates in a varicty of ways to impair
or destroy human incentives. The most pervadine form that 1t takes is the loss
of value of most Western European currencies. This has occurrsd, in part, through
the medium of price inflation; in part, as a result of the non-~availability of
goods and ef rationing. In Vestern Germany, the most disorganized area within
Western Eurepe, and in the United Kingdom, where production is above prewar and
where the administrative machinery of government operates with unimpaired ef-
fectiveness, price inflation is less important than the fact that consumption is
determined by the availability ¢f goods and by the szize of rations rather than by
money ineome, The incentive te earn a larger money inecome is gravely weakened by
the impessibility eof using it te buy goods. In a number of other continental

ceuntries where the black market is active, incentives are affected in ether ways.

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



~03~
Mistrust of both the intermal and the external value ef currency makes individuals
reluctant to hold it. The "free" black market draws resources away from those
scectors of the economy whers price controls are effective. The classic example is
the extensive feeding of grain to livestock in countries where there is an acute
shortags of bread grain for the urban populations. Contrels, scarcities, and
suspicion of the intermal values of currencies have cperated together to interfere
gravely with the processes of internal exchange of goods and services. The agri-
cultural producer can most easily snd surely increase his own real income by eating
mors of the food he grews; as a /reziizlable supplies of food are badly distrib-
uted between town and country. The industrial worker can surely and easily in-
crsase his real income only by enjoying greater leisure, a circumstance which con-
tributes most to the shortage of manpower and to the low preoductivity of labor in
#Western Europe today.

The weakening of incentives and the disruption of trade are c¢losely re-
lated, however, to pervading physical scarcities referred to above as shortags ef
working capital, #hile it is true that menetary reform is a prime need of many
European countrles such reform cannot be effected only by deqreasjng the supply of
money. Money must become worth something in tems of available goods, Mestemrn
Europe abounds with exemples of =conomic vicious cirecles, If more food could be
gotten inte the Bhur more coal would bes produced. If more coasl could be supplied
to nitrate plants, the additional fertilizer would asugment the Eurepean food sup-
ply, which would greztly incrszase the productivity of laboer in industry and coal
miring. More coal would likewise male more steel availsble which could be used in
the production of mining equipment. That so mzny of Europe's problems take this
form is evidence of the fact that stocks of goods are appallingly low. There are
no physical reserves which can be used to initiate at one point an inerease of
preduction which would ramify widely, Hence the need for "injection™ of food and
other commodities from the outside if the Europsan economies are to continue to

funetion and if reeovary 1s to gain momentum,
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An "™injection” of immedi=ztely required nceessities, hewever, is not
enough. The objective of the Zuropsan nations, an objective backed by the United
States, is to becomes self-sustaining. If this is to be the cass not only must
working eapital be replenished, hut thaire must bo an effort to expand nnd renov:te
the European industrial and agricultural plunt. This calls for czpital sguipment.
Part of it is needed to maks good arrears of depreciztion and obsoclescence. The
war was a perlod of rupid capitsel consumption; plant and equipment werc werkad
hard without =zdequate maintenance or raplacement, Another part of it is necded
tc replace Gemmar facilities., Still snother part of it is to psrmit sn expan-
sion of output cbove the highest levels achieved before the war, It secems likely
thet the European nations may have over-emphagized their nceds in this direction,
as well as their ability to sbsorb crrpitel goods, But the problem is neverthel«ss
there, espseially if we consider tha longer-texm future,

Although the short run problem reduces to one of preducing more goods
for export {without too inflationary =n effect upon domestic ccenomies) it must
not be lost sisht of that o leng run problsm of quite = different chartceter will
emerge as ropldly as the short run problem is solved, At the pres:nt time, there
is a world-wide sezrcity »f gonds; world mzarksts will absorb whatever Europe can
export., Inevitably, howsver, as world recovsry progresses, furepear nations will
face coupetition in marketing their exports and they muy encounter difficulties in
using the procesds of the szle of exports ¢ the Eastern Hemisphere to pay for
imparts from the United Stotes and the rest of the 'estern Hoemisphere. Amerienn
trade policy and American willingness to cceept imperts will, to an inercasing
degree, determine Hurepe's position., If Burcpe is to be abls to pay 1is cwn way,

we wast find A means «f allewin,: the resi. of fhe world o btalance {ts acecounts

+ith us.
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B. The Elements of the Paris Progranm.

In relation to the long run problem referred to above the Parils program'
is essentially a "short-term" program dealing with the years 1948 throvgh 1951.
Any difficulty in finding markets is properly assumed away. The essential task
set at Paris wos to show how, given adequate aid from the United States, Western
Europe conld got on its feet in the next four years. Some harm has been deone in
dcscribving the Poris document ns o fixed "plan.' It is not a fixed plan, first,
beeause it is after all no more then a responsc to an American roquest for infor-
mation and depends very largely on American dcocision, nnd sccondly beecuse no
Western Buropenn government has such control over its zconomy that it con be made
to perform like a marionette. In Eurone, no less thon in the United States,
government avthoritics enn proposc; but only the people disposs. What the Poaris
report contains is first, o statement, portly expliclit but portly only implicit,
of the ecconomic ends to de attained; sccend, a number of suggestions and state-
ments of intent concerning the policics to be adopted as meons to the attainment
of these ends; and third, conditioning both the ends and the means, o guess as to
Burope's capabilitics, that is, what is physically possible.

The essence of the program is o large progremmed increase of industrial
and agricultural production above presont lovels and, in most cases, prewar levelrs
Although it is impossibdle to mcasure the gonls fer 1951 in terms of an over-nll
index of production, comprrisons which may be made for a number of specific com—
modities are summarized in the following tadble.

It is apparent that the European governments btelieve industrial produc—
tion can be pushed well beyond prewer levels but that agricultural and extractive
industries, which depend more directly on bnsic resources, can only with tho
greatest efforts achicve their prewar output. The rcecognition by the European
gevernments of the limitations on coal and food production determine, in important

respeets, thoir plans and oxpoctations with regard to the direction of preductien
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BALANCE QOF PAYMENTS SUMMATY FOR THE SIXTEEN
PARTICIPATING COUNTEIES AND WESTERN GRERMANY

{In millions of dollars)
1948

Qther Other non-
UsA America Participating Areas

A. Imports of Commodities Covered by Paris
Technical Committees

Food, feeding stuffs and fertilizer,. 1,452 1,856 1,937
Cozl and other solid fuelgeeieesveo.. 342 — 265
Petroleum products...iosesescersos,.. 6128/ 2/ b/
Iron and steel productSeceiecievervees 370 - 43
I DE et eveeensosorasveannrncnconnnnns 96 170 253
Equipment:
agricultural machineryeeeeevecrvenees 370 —— N2
Mining nachinery. oo veviiinnnennenes an - n
Electrical equipienteceseeeerovensesns 150 —_— "
Petroleun equipment..ceieeeeienecenss 1&8 —— n
Steel plantsSev.svirevsnerrveennnnenss 100 —— "
Inland transport equipmentis.veee...., 203 — "
Timber equipmentes..vavsiverenensanss 10 b "
B, Other Imports.i s eeeceencennsererasaces
Machinery, Ni€.Sivisesvivevonansnnnas 287c/ i n.a,
Unspecified..c.vvsennrronnnenisvncen. 1,787 1,212 &,211
Co Total InportSescensecravenneesnnnn. creeeB, 827 -3,238 -4, 6939
D. Adjustment for terms of trade df........ 0 0 0
e EXPOr¥Sececcncieiiiiitiectrotnnnanranss 4848 41,3211 44,297
F. RNet Position on Invisible Account....... =558 -16 41384
G, Balance of Poyments (C f D4 B 4 F).....-5,837  _1,943 -18
' *
H. Net Position of Dgpendent Territories... 455 A -219
I. Credits assumed available from Intorna~ / ™
tional Benk or other sourceseee........ 4920
J. Uncovercd Deficitecescciiceenoncenvsnnns 7,362

2/ Estinate of dollar cost of potroleunm imports

b/ Imports assumed to be covered by currencies of participating countries

c/ Partial estimate ,

gj The Balance of Payments Comuittee of the Paris conference has sssuned that
the terms of trade for the participating countries will shift durlng the peri-
od, 1943-1951. It has been assunel that, as compared with the price levelz of
Joly 1, 1947, prices of .Buropean imports will be reduced by 7% percent in
1943, by 10 percent in 1950, and by 12% percent in 1951 while the prices of
Furopean niporits wili not fall.
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BALAYCE OF PAYMENTS SUEMsRY FOR THE SIXTEESN
PARTICIPATING COUNTRIES AdD WESTERN GERMANY

{Continued)

(In willions of do

Imperts off Commodities Covercd bty Paris
Toechuical Counittees

Food, feecin stufis and [ertilizer..
Goal and other solid fuels...........
Petroleull produchsS. ceeevsessosnacsers
Iron and steel productd.cecessvescsss
T s s e venenanenevecstosonvrvsvmensns
Auuipments
Agricultural machinery....oeveeesoes,
Mining mAChInery.cee et nerrreseses
Rlectrical equipment..ovesnicaaneians
Patroleum equiptent..s.s.
Steel plantsSesssiesvscascnncsrvaarnnas
Inland transport equipment.....ovav..
Timber equipment..ceisversavevsorones
Cther Imports
Machinery, 0. .8¢acvesavvsrosssnseven
Ungpecifiediiaiieessrrerssvecnroneans
Total Importse.ciieeicnnreenncrrocnensss
AGiustment  for terms of trade d/.......
ExoOrtle s evneraesnnsnentosnsnvsesnnnnas
Net Position on Invisible acCiuiice.eaa,

il I

Rl - " 3 - b J - N 1 . oo
Bul nce of Paynents (O A I A F < &, 0.,

LI R N IR R

dst Position of Dependent Territoriuvs...
Crediis assuned av.ileable from [nter-

nationasl Bank or other 30UrCes.........
Bneovered Deficit,iisneceiananenersrsons

llars)

Total - 1948-1951

Othoy Other nor-

1S4, Emerice Porticipatinge kreus
54910 7,807 9,722

2,187 a/ b/

1’292 - lﬁ6

351

1,182
220
500
555
400
470

32

1,345
&,086
~21,025
#1486
Aoy 570

B— n.s,
_— "
_— n
——— H
— n
_ n
_ I
e
5,619 9,383

~14,027
#1,080

£7,626

-22,198
AL, 768
£22,057

#2,059

nen

_LQ,A:k "t,:j g wre e
‘!‘ L1

;i LS Y

Ll ~-8832

,

£3,130
16,505
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Estimate of dollar cost ol petroleun lmports
Tanorts assured to be covered by currencics of participating counbrics

Partisl estinmate

Tus Lalonce of Poyments Coumitiee of the Parls confercnce has assuied thet
the terms of trade for the participating countries will shifi during the

period, 1948-1951.
levels of July 1, 1947, oriccs
percent in 1949, by 10 percent

the prices of Europoan exports wiii not
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and their need for imports. In srder to sustain an over-all incresse in basic
power requirements, the program calls for a heavy increase in petroleum consump-
tion and a more mederate one in hydro—electric power generation. In the field o
arriculture, the countries are expected to end up with dietary levels lower than
prewzr, especially in meat and in fats and oils, with relatively greater concen~-
tration than prewar in the production of btread grains (or less than at present)
and with grain imports almost as large 23 at presente

Relatea to the desired and expected erypansion of proluction is 2 heavy
program of capital development. During the period of feur years the plan propos
that $4 to $5 billions be spent on new steel mill: 3.5 billions for mining mach
ery and equipment; well over $1 villion for petroleum refinery eguipment and ele
tric plant expansion, totaling at least $5 billions. Apparently $3 to $4 billion
of agricultural mackinery are estimatcéd to be reruired for domestic use, as well
ag a large gquantity of rolling stock of all types. Finally, a heavy shipbuildin,
program is now in progress which will involve capital expenditures of some $3
billions during the period of the program. These figures make no reference, of
course, to projected expenditures on housing and most other types of constructio
or industiial plant and equipment for such consumer—goods industries as textiles
and the lesther indusiries, A4 very large proportion of the capital equipment ie
expected to be produced in Purope snd, presumably, financed by the participating
countries &nd their natiorals without any need for deollar exchenge., However, it
is indicated that the four-year progran covers gross imports of equipnment for |
industries programmed specifically tw the Paris Cormittees in the amount of abou!
$3.4 billions together with imports of other machinery to the extent of $1.2
piliions.

The third element in the Paris progrem is on estimate of the consoli-
dated balance of payments deficit of the sixzteen participating countries and
Wostern Germany with the United States, the rest of the Western Hemisphere, and

the Eastern Hemisphere. The calculation of import reguirements and export
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cxpeetations is made on the aasumption thset oroduction expands and capital devel-
opment is undertaken in nccordance with the progran. Two important assunmptions
condition that estimate, PFirst, it is assumed that credits which the Zuropean
netions will be able to build up with other countries outside the Western Hemi-
sphere—notably in the East nnd Far East—oeen be applied sgrinst deficits in-
curred with the American continent. Secondly, it is assumed $hat whereas the
prices of Zurope's imports have risen sharply in the past two rears, they will
docline after the yerr 1948, The nttached tadle fully summarizes the results of
these calculntions:

The ond results are now femiliar. The totnl aid asked amounts to $19.8
billions, The deficit, howaver, 1s on a sharply decressing scale, Whereas the
sixteen participeting nations and Western Germany will run a total defiecit of
$8.3 billions, including a deficit of $£6.0 piliions with the American Continent
in 1948, this deficlt should decline to $3.4 billions in 1951 by which time
Furope's favorable balrnce ef payments with the rest of the world will reduce its
overall deficit to $1.6 billions. Thess are the best estimntes the participating
nations could rench as to tihe extent to which Hurope is currently unable to pay
its own way. Whether or not we accept this European estimabe, the order of meg-
nitude of the assistance we furnish to produce HFuropesn recovery rmust be based on
a similar estinote of our resources to contribute not Just $o welief but to re=l
rehnbilitation,

C. The Clsaims on Furope's Economig Rosources.

In advance of any attenpt to determine how much 2id the United States
should give, cortain comments are irn order. The estimates of production arnd
conswption and of their need for Americzn 4id drawn up by the 16 countries at
Paris werc in nart determined {as pointed out above) by the specific economic

objectives the governments hoped to achieve., The effort to achieve these

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

~(8-
objsctives give rise to competing claims on their countries' economice resources.
Onec is to continue to discharge their existing military 2nd political obligntions
and perform the functions of government, A second is to meintain certzin stand-
ards of living for their owrn peoples, in terms not only of current consumers goods
but of housing,durable goeds and other foms of consumers capital as well., The
third is to achieve rapid economic-progress {increased production and productiv-
ity} throuzh the er2ation and acquisition of capital equipment.

As to the first claim, there is one broad objective about whicS?American
Judgment can easily be made, IHvery decline in the politieal and cconomic powar
of the Yestern Europesan nations impose new burdens Siresetly upou us, The United
Stntus has n elear and vital interest in the maintensnce of independent centors
of power in Westarn Burope, To rsduce the cost of European rscovery in dollars
by limiting the sconomic resources ahesorbel by military and politieal purposes
woul2 cost this nation meny times whet it saved nrot only in dollars but in terms
of security as well.

As to the standard of living éet at Faris there is #1s0 no evldence that
it is excessive either in temnrs of humasniterion interest eor political stability.
If the Puris program should go throush exzetly as written, Furopeans would szt
luss well in torms of enlories and far less well in terms of variety in 1951 than
they i in the prewar years, In zimost #ll countries ths per capita rezl incomes
of the employed populzation would be lower., Comparison of planned Duropenn con-
surption with that of the United States, whieh is perhaps the best basis for
huymenitarian Judgment, would show so great = d1fferential that we can i1l afford
to muké ths accusation of over-comfortnble living, All Burope hoped, however
vainly, for an improvemsn¥y in living st-ndords after the wsr, In many eanses ite
gtentards nre ~lrendy eut for too finzly for politiexl tranguility.

No sueh straightforward conclusion exn be Crawn sbout the rate of

capitel formation proposerd by the various Burcpenun nations, Censidering physical
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destruction, accumulated wartime depreciaticn and obsolescence, the loss of
fereign assets, the change in the price of imports, znd the growth of population
since 1939, an inerease in production well above prewar levels is certainly re-
quired to make Europe salf-sustaining at a reasonable standard of living. Europe
plainly needs mining machinery, rolling stock, and agricultural mechinery; Gemman
steel capacity that 1s lost must be more than replaced. However, 1t is by no
means certain that the European ceuntries can "digest" the amount of new capital
goods that the plan proposes to produce and import,

This goes back to the guestion of capabllities, of what is physteally
possible, OSuch massive economie innovations as the expansion proposed in steel
capacity outside of Germany, the drastiec shift from coal to petroleum as a bhasic
source of energy and the sweeping mschanization of agriculture cannot without
grave and unnecessary strain bo compressed into so short a time, Moreover, it
1s not necessarily true that rapilé mechanizstion and rehabilitation are the only
way or the quickest way to increzse produection and exports., One reason British
coal output is still well below prewar is because the working foree in the mines
is much smaller. Mechanization and rehabilitation are probably the long run
solution but & slightly slower pace may not/cﬁigp%gcovery. As to food production,
agricultural machinery mey be urgently needed to replsasce lost draft animals but
the correlation betwesen the wholesals mechanization of sgriculture and an increase
in the production of food on a limited acreage 1s not close,

& broader reason for serutinizing c=zrefully the European proposals is
that eapital formation is inherently inflationary. To rezc¢h their goals ir four
years, the European nations propose, in effect, tou engineer a postwar boom of
gigantic proportions, Heavy domestic expendituresg for eapital goods by govern~
ments and private enterprises would, even in more settled conditions, produce full
employment, high money incomes, and money demand for consumers goods, It means

the diversion of workers from the production of goods for immediate consumption
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or for-export~tosthe making of goods that will not have any effect on output for
several years. Thus, urless«cenital fommstion is Pinunced out of real savings,
that is out of real abstention by people fron the purshase of food, elothing, ete.
1t means the injection into the spendirg stresm of money that is not matehsd by a
6emparable supply of consumer goods.

Befors the war, few Buropean countries could affeord to invest more than
10 to 15 percent of their national incames; the aim of scme postﬁur Zuropean plan
has been to step up this rate to 20 percent or over., To the degree, of ccurse,
that the United States provides capital equipment to Rurope, it transfers the
strain from their economies to our own. Where it ¢an be shown, a8 ip many cases
it can, that such sguipment really increases the ability of European nations to
reise their production and their exports, the investment is worthwhile since it
centributes tc ultimate European sclf--sufficiency, But u slower pace might well
turn out to be hetter from the standpoint of the European countries themselves.
If the boom could be less iatenae, if the neecded capital development could be
spread out over o longer period, the strain on the Eurcpean economies would be

reduced,

D. Pclicies.

It i1s doubly essential that the Furopean nations do not over reach
themselves if certain basie policies, wisely emphasized in the Taris report, are
tc be curried ocuts One such policy is that essential industries get clear prior-
ity over non-essential., 4 wiversul difficulty in cbtaining spare parts, egquip-
ment, materials, and lebor makes the enforcement of such priorities encrmously
more difficult,

) g rate of

Much more important, however, is the effect of t-~o kigh, Ilrvestment on

that policy to which all the nations in Paris agresd--nsmsly, fiscal and monstary

roform. The immediate purpose of such reform is to restore real interpal purchas-

ing pewer to European currencies. And this objective can be frustrated as
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effectively by over-rapld capital formation, whether publie or priveate, as it ean
by persistent budgetzry deficlts. In carrying out their stated purpese to combst
inflotion, the European govermments must be conservative in detemmining the rate
of their own ceapital Jdevelopment,

Therefore, the policy issues rzised by European capital development
plans are inscparsble from those that relate to fiscal znd monetary policy in 2
mors specific sense, The participating countries’ recegnize in their report that
internal flseasl reforms directed toward an early balancing of government budgcts
are indispensable to monetary and exchange stebility. The Committee stroungly
cenfirms this conelusicn,

So long 2s a government continues to sell I.0,U.'s to central hanks
(a puper money printing process} to procure funds with which to finance its mani-
fold requirements the instability of the nationt's finances will throttle the
spirit of enterprise and prevant the essentinl expznsion of production. The great
difficulties with which many countries zre confronted, must be recognrized as well
as the frnet thet arn immedizte balancing of budgsts may be impracticable., It is
insisted, however, thet progross in this dirsetion must be achieved {n proportion
tc the expansion of production and resl national ineome. The degrse of progress
attained must be a vitzl considerstion in passing on continuing requests for aid,

Fiseal solvency slsc beoars dirsctly on ancther pcliey enuneiatad at
Poris—numely exchenge stobilization, Iaflation is bcund to lesd to the fall of
the real extornal velus of a natlon's eurrency. Unless coptinuous depreciation of
the offici=l rate of oxchnnge is contemplated there will be =z ceonsequaont odverse
effect on nzperts and a great stimulus to imports, It is slwnys a nice question
whothsr exehnnge stwbilizatior should pracede or follow recovery. Loug expericnce
in many countriss, ineiuding Turcps, after the last war hrs taught thet exchangs
stabilizotion is usually the nrior reguiremant. As in 1924 exchsngs stabilization

tould be reg:rded as 4 foundation stone on which t¢ rebuild shuttsred eecnomic
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structures. It follows that the internal depreciation of currencics must be
cnecked.

The Paris Committec nlso places emphasis on the removal of trade re-
strictions. The redustion of tariffs everywhere, including the United States,
is uﬁdoubtedly o cerying need. DBut tariff reductions nre of little moment if
nations have to maintain complicated exchange controls with the outside werld,
and in nddition have to porpetunte indefinitely internel price ond othoer con-
trols. Without passing judgmont on the merits of socializaticn or of central-
ized plonring postwar oxperience proves that one of the greatest stimulants o
Buropean recovery would be o condition of affairs wherc individuals ~nd individ-
unl busiress firme could itrade frecly with ench othor. The irdividual plant
manager {(in a public or private enterprise) usually has o far better notion of
what particular machine tool, for instnnce, is needed and can be afforded to
inerease production than an official, with the best will in the world, can
possibly have, This docs not mean that all restrictions can be liftoed over-
night. It does mean no mechanism has vet tecn dovised by man which is as
effective in producing goods in the right quantitics as the morket. But the
sire gua ron of the morket is monetary stability and the removal not only of
the signs but of the basic causcs of inflntion.

E.  Emphosig ns to Areag.

One further aspoct of the work of the Paris Committee descrves
comment—nanely the necd for nid of individunl countrics and areas. The Paris
Committec was primerily counccrned with drawing up a consolidnted ZEuropcan
talance sheet of total irport nceds as sot agninst oxports and other income.
Hovever the Paris Committce submitted 2 toble showing the possidle individual
balanco of payuents doficits of the sizteon participating nations and Westorn
Gormany with the Amcrican Continent for 1948. This table showed the deficit

of the Unitcd Kingdon with the American Contincent ag $2.6 billions, that of

r e s
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Fronco ag 51,7 billions and that of “.storn Germany ns $1.1 billions. Thesc
figurcs ¢o not refleet cubs made at Paris in the total progranm bocausc of the
;7 of suprlics or farther cuts that may be made os the program is
reeongidored. But theyr do indicato relative magnitudes as between countrics and
poiat up the foet that Britain, France, and Gernony botween then accounts for
atout 70 perecent of tho total aid propoged.

Ho useful purposc woeuld be served in commenting on the nceds of thesc
countrics in detril. Of the three it would scem that the preblem of Fronco
nffers the lorst difficulties for the long term. Fronch impert regquiremcnte
wera swelled in 1948 by tho failure of her creps logt ear but in normal years
France is tolerably self-sufficient in frod. Morsover French capital reeuire~
nonts sot originally to absord over 20 nercant of the national ineccrne are being
cvt back in the interests of budgetary reform. Such refornm is an all csseatinl
to Fronch recovery,

Huch nore reecleitrent is the problon of the United Kingdon and of
Testern Gernany. Ooning on top of the loan of $3.75 billions which ko United
States oxteonded to Britain in July 1946 the necd for further largoe scale aid-—
~mounting to approxinmately 30 percent of the Paris progrnn for 1948—is of the
utrost seriousness. A solvent Britnin is a ncecossity to the United Stntes
capecially asg any future hope of freeing world trade deponds on renching an
adjustnent botveon the dollor and sterling arca. MNor should it ever be
forgotton thot the fundanmontal mroblenm of Britain's balonce of payneats ariscs
fron the loss of "iuvisible ireonmcM—shipping and roturn on oversens invostnents—
vhich nccurrod in the critieal opening nhnge of the war before United States
participation,

Due to this loss the future of Britain depends very largely on the
expansion of exports well obove prewaf lovels. Mensured in physical

torns, which is the best nensurcnent in viow of changes in prices, Britain in
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1946 was importing only &9 percent of her prewar rate and exporting at 99 percent,
In 1948 British imports will still be below prewar levels whereaz the target for
exports is well a2bove 1938, Thus there has beon over-all progress, But it is
not the overfall figures that are of primory importance. The Britiéh indusgtrial
disaster of 1947 which sct back the entire export program by months was due to
failure to get coal production up to prewar levels. This in turn was due not
only to obsolescence of machinery but primarily to a drop in the number of
miners. If Britain could cxport 30 million tons of coal, todny, as she did in
the prewar years, the vhole faco of Burope would be changed. It is a sign of
hope that to an increasing degroe the British government and British opinion are
renlizing the necessity of cutting down on non-essential industries and concen-
trating on tho esscntials. Even so there is no blinking the fact the restoration
of British external balance will be arduous. As in no other country Britain
presents and will increosingly preosent the problom of tronslating carnings in
fsoft money¥ sreas into "hard" moncy. The United States can furnish some of the
tools, but Britain alone can finish the Jobe

| In tho opinion of the Commitftece, however, it is the policiecs pursued
in Germany by our own Government which are of nll-importande to the success of
any aid program. If more British coal is cssentinl, so is more German coal,
If an attack on inflation is necded in other countrics, it is ton times more
necded in the area where the United States has direct goverrmental responsibility
and which opeorates today virtunlly without any money system at all. It scons
probable that, in viow of the nccessity for increasing German production,
relatively too little dollar aid has been assigned %o the Bizone arco. But if
this aid is to be cffective there must be o radienl reform of policies which
the United Stntos has becn sponsoring, Otherwisc we moy see’recovery in other
arcas in Burope and the United States burdencd with o never-ending German

deficit,
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We must begin with whet ve hove in the West. This tren his long been
of ecritical importance to Durope. The manufocturing estnbdlishricnts consuned
vast quontities of raw materinls from surrounding countries asg well ns from over—
sens, ond these suppliez were poid for with o wide range of fabricanted exports.
0f particular importance were the capital goods which were exported to adjacent
countries, thereby giving them the means with which to inerecse their productive
efficiency and to expnnd stondnrds of living. It crnnot be too strongly empho—
gized thot the producing and purchasing power of Germany, and, through Germerny,
the producing and purchasing pover of 21l Central Europe, is indispensnblc to
the recovery of Western Euwrope. In view of the grent incrense in populotion
of Western Germany duc to expulsion of Gormans from the 3nst, tho level of
production (in August, 51 percent of the 1836 lovel) is catastrophicnally lov.

It is the view of the Committee that n quick recovery of the Bizonnl nron, ond
in particular of the Ruhr is of poramount importance %o Furopoan recovery.

This brief roforcnce to the speeinl problems of France, England, and
Germany leads logically to the mention of ons further poliecy, clearly set forth
~t Paris, that must be adhered to if the progress of Buropean rocovery is not %o
be haltcd by stagnntion in porticulnr arcas. That is thoe policy of granting
eppropriate prioritics to nreas of major importnncc. The policy proposed is
merely that of refusing to zllow sectional competition to interfore with the
most effective use of resources. In.this connoction it cannot be stnted too
cmphntically thot there is no intention to sugeest that Germany should be built
up at the exponse of other industricl nations of Yestcrn Burepe. However, whoro
the granting of priority to oay of the pnrticipating countries ovor Vesteran
Germany con be shown to have an ndversec cffect on production then the priority
should be denlied.s This is obviocusly o deliente problem. TFor instonece, it has
beon stated that the retention within Germeny of more Ruhr conl would rcdnce

steel production in the neighborins perticipnting countries nbout as much as it
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would incroase German stoel production. Plnainly, if these facts are corroct,
no such shift shoulld be medo. As betwoen stecl production in Germany nnd
equivrlent stecl production in France, the priority should go to the latter.
Hovever, if the retontion of additional Rubr coal in Western Gernony could be
dirceted to ~ rovivnl of the German euginecring industry so thnt spare parts
~nf replrcoments for Gernnn built equipment in the surrounding countries could
aznin be made available, there would be n strong casc for such ~ chonge in
alloentions. These are meraly illustrntions, snd nrc not intended to convey any
Jndgnent about so tochnicnl ond complex o nattor s German conl allocations.
They are intended only to drive home the point thnt whoro meoting cortain noeds
of n particulsr country would seriously rotnrd gonernl recovery, the intercsts
ef the country mst give way. For thoe nost part priorities which arc imporiant
to the revival of Burcpe nre prioritics for prrticulnr industries or for the
production of particular end products. Xven vheore these conflict with the
concern of a governnent for o particular area, they must not Ve disrcgardsed.

B.  Sunpnry of Zgsentin) Recovery Con?itiona,

In the present disorgenized state of Burope it is ncceessary to guard
agninst both over~optimism and over-pessimism ns to ultimate resnlts. Due to
undcrstondnble ~nd Irudeble motives the Paris committes may have in some respeets
orred on the former side. .The opposite dnnger, howevoer, is thnt of giving
insufficicnt recognition $o the drnamie nnd cumulative choracter of o rocovory,
if it con once get well underway. It is the intricate interdependence of the
parts of o complex industrinl ecconomy thnt makes the Buropenn recovery protlem
so aiffienlt. It somotimes apponrs ng if thore werce no onc place whore proguc—

tion enn O

]}

incrensed until it hng deen previously ineronscd somewhere slsc.
But, by tho snme token, a rocovery in basic industriecs will mnke possible a
romarkably quick recovery clscwhore., The oxporicnce of the yeonrs immediately
following tho first world war provides tolling cvidonco in support of this
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conclusion, Westorn Burope wrns restored to economic health with grent ropidity
as soon as morctary disorders were brought under control.

It is the judgment of this Committec that Buropean recovery can be
rapid provided that the essential conditions, determining cffeetive aid ~re met.
Ir smmnry theso arcd

(1) The centrel cbiective must always be to make Furope not indepondont
of the rest of the werld dut sclf-susinining with relation to tho rest of the
worll.

(2) Ancricon 21d should be on a decransing senle. A pormonent under—
writing of Europcan deficits by the United Statcs Government cannot be contem—
plated. It is clear thot as the aid progranm tapers off it will be imperntive
for the naturcl ferces of private Tinoncing to reswme their rormal function to
restore the long strnding relationships between Eurcponn and United Stntes
enterprises,

(2) I% shorld be rerlized that the conditions which the world confraonts
todny are the very roversc of thosec obioining in the thirtics -nd call for very
different policios, The porticipating countriocs, and rost of the rest of the
world are in the grip of major inflatien. Every ndded cconounic burden, rrises
the pressure. The Cemmitfec has scen ne ovilence that the participnting countries
are secking too high a stondnrd of living. However, it must be ciphasized that
the attempt to accomplish too much capital formntion, pudblic or privatc, teo soon
could defeat the purpose of the program.

(2) Thile Europe indubitably neods o large injoction of woriinz capital
in the form of dollars the consistent ainm should be not only %o actcrmalish re—
covory but to ereate the kind of nntional eond internationnl fromowork wiercin
such recovery can bve sustaincd by the work anld effort of individvols. Monetary
and exchange sisbilization, allowinz for the gradunl relnxcotion of hampering

controls, arc easertinls to this ond.
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(5) If the above conditions can be fulfilled, the United States should
contribute generously but wisely to the progranm set forth at Paris, Tho actunl
mognitude of the contribution must depend on a more detailed analysis of
Furope's specific necds and the United States! specific copacities which will

be prescented in the following section of this report.
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IV, REJUIREIENTS FOR AVD AVAILABRILITIES OF SPECIFIC GOODS

Ao The Significance of the Annlysis,

The datn which serve og e bose for an analysis of European requirew-
nents arc those developed by the participating courtries at the Paris Conference.
Such defocts as exist in the plan produced at Paris result rather from the nature
~nd ringuitude of the Buropean recovery problem, then from fault of the nations!
Paris reoprcscntntives. Thoso defacts navertholess maoke it neccssary to attach
o nurber of qualificatione to rny judgments of a plan for Eurnpenn roeovery.

Rectoring and maintaining Burope~n equilibriuam reguires not only the
recovery of production in the particinaling countries dut nlss eccnomic recovery
in othor arcas—the Tor Enst, for cxample. It is wltimntely depondent on the
achievenent of ~ stable pattern of worli production and world trade. The pro-
gro Acveloped at Paris, therefers, plainly connst be and dozs not purnert to
be a definite answer $c the problerm ol attaining Zuroponn cquili®riun.

Tae Poris prograon, of which the validity and the oxecution are con-—
sidered in this report, is essentinlly a sorics of costinmetes of cconcmic proba-
bilitics in various fieldeg, both in Burope ond elsewhers, which in turn hove
served as the bnsis for fixing certain econcsnic targets, judgsd to be reasonanle
and attainable, at wvhich the program is nimed. HNeither the Paris pregron ner any
coimeitary on it shoulld he regerded as a detailed bIneprint in which the ultinote
success of full Euraopenn recovory by 1952 is in any wry cuarantcod.

The eomplex inter-relotinnshipn of the vGrious parts of tho Europeon
progran and of the sevornl participating countries, nccessnrily mean that the
specific goals of sveh a plan should he subjected to pericdic re—nppraisal.
Sceking to bring together the ambitions production anims of the several countries

~nd their immort raquirements from the rect of the world to produce a detalled

balance~gheet for such a perind as 1948-51 weull be a whelly specious enterprise.
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As a singls exzmple, the progressive increases in econonic activity for which
the Paris program hopes, depend heevily on the imporiation of forsd. Without
it, the proouction gorls sirply will not be wet. And yct the nawailicbility of
ford, even for a pericd lesg remnte than 1951, is iwpsszible to foresee. Sel—
ting up o tine-table for Furopean recavery wvhich would ke both specific and
would zlse cover an extended pericd would be an adventure in prophecy rather
then o task of econonic plonning. It rmst therefore be realized that the
gcononic judgments which are presented in the following sections will inevitebly
have to be nodified in size and nlvered as to tindlng in the light of changing
eonditinng &uring.tho perind of Fursopenn rocovery.

B. The Nature c¢f the Analysis,

& full exaninatinn »f the Poris progroe in relation to reruirenents
for Arerican aid weuld call, as the first step, for an effort to appraise and
to Judge the velidity of the levels of consumption nnd production which are
proposed in the Paris report, znd of the besic objectives which underlie them.
It has not been possicle to do a thorsugh job of appraising Buropean cnpabil-
itieg. There are consideratle differences of ounlity and completeness in the
evidence available in the several fields, znd thesse differences have inevitably
affented th:e nature cf the results, Thus, in the zases of cnel and of food,
the ouontity and ouality of the available rateriel have made possidble jude-
nerts which can be put forward with somc degree of confidence. In other cases,
such n~s most of the manufactured roods and clectric power, the oualifications
attaching to the analysis zre very much greater. The following sections, in
which the individual cormodities and commodity grouws are considered, are as
thorough as the available statistics and time permittesd, but their necessarily

uneven quality nust be borne in mind., Revisien of the Furopean re~uests has
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C. Food and Axriculture

The Committee finds it necessary to treat the foed supply preblem in two
distinet stacest (1) the critical 1947-48 period during which supplies in the
Northern Hemisphere must come fron erops already harvested, and (2) the longer-range
1948-5] pericd during which policies may be carried out to increase the production
and availability of essentirl foods not only In the participating countries and
Western Germany but elsewhere throughout the world.

The imnediate gituation. In ite interim report the Committee recognized

tho extrenely critical fond situation which faces Burope during the eurrent year.
The factor respongible for intensificaticn of the fnod crigis in Burcpe this year ie
woather, 4&n extremely severe winter killed an unusually large percentage of the
winter whent erop. This was followed by a surmer drought which greatly reduced
vields of spring nlanted croms. In consequence hrend grain production in the par—
ticlnating countries is five or six million tonslj below last year and mcre than ten
rillicn tons below prewar., Producticn of coarse grains, potatoes and nilk is also
below last year's level.

Unless imports are increased above last year, sconomic recovery in severel
countries will be seriocusly retarded and rations of nonform consuners will not be
sufficient for heavy work, Some urban zroups in these countries will be at or belew
the 2,000 calorle level., Such a2 level neans low snerzy and productivity and is con-
ducive to political unregt, The affects of such & diet continued month after weary
nonth =an scareely be comprohended by those of us who are consuning or exceeding thr
average United States diet of 3,250 calories per day,

‘The eurrent emergency depands the fullest possible utilization of food ro-
sourccs in Europe, in the United States and in the other food exporting: countries
of the world. In Burope, food collectiong from farms rmst be pushed %o the limit,
Price and other vpolicies should be adjusted as rapidly es possible to curtail grain

feeding of hogs and poultry and provide additional grain for human use. It is

i/1n this digcussion guantities are ziven in long tons of 2,240 pounds or metrie
tone of 2,204.6 pounds. The difference betwsen these units is negligzivle particu~
larly when dealing with rounded estimntes.
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impractical to expect that more than a part of the drop in food production can be
affset by reduced livestock feeding, since hog and poultry numbers in several
countries ere already 30 tc 50 percent below prewar., In addition, the extreme
shortages of consumers' goods and the general distrust of the currency in some
eountriss continue fe discourage geles by farmers, However, the Committee feels
that part of the inpact ~f the current focd shortage can and must be directed upon
the livestoek prpulaticn in order that nonfarn consuners way have food encugh for
productive work,

Exportable supplies of food in countriss other than the United States may
be ns much as five million tons larger this year then last., However, it seems prob-
able that half of this increase will go tc cther countries, leaving only two to
three millicn tons of the increase physically available to the CEBC countries and
Western Germany, Even this amount cannot actuslly be inported unless means of fie
narcing the movenment are found, In recent menths severasl countries have been forced
to rejeet part of their allocations of Cuban sugar due to lack of dellar exchange.
The dollar crisis now facing France and Italy threatens to curtail their imports of
even the most basic foodstuffs——grain—unless inmediate steps are taken tc break the
exchange hottlaneck.

The Cormittee feels that the urgency of the current food crisis in FEurope
cannot be overemphagized, TFor o tise it may prove to be doubly advantageoug for
the United States to assist the participating countries to purchase food in arces
outside this country, to avold adding to inflationary pressures that are pushing
prices upward here and to enable the needy countrics to buy in the lowest priced
markets, Failure to meet urgent food needs now fron any source where food is avell-
able on reasonable terns will certainly delay and possibly'prvvéﬁt'even gpproxinate
realization ¢f the longer term goals of eeoncmic recovery in Burope.

The present energency alsc imposes a heavy responsibility upon the United

States to maximize experts from domestic supplics of grains and other foods. To

26
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that end the President hag called for NWation-wide conserveticn and has created the
Citigens Fcod Commlttee to conduct an extengive campaign ameong all users of grain
and grain products tc conserve grain and provide incremsed amounts for shipnent
sverseas, We urge wholehearted support for this voluntary conservation prrgram—
the epirit as well as the letter. At the some tino, the Conmittece bellieves that
Jongress should be asked tc restore to the executive agencies ths euthority to take
zertain additional neasures 1f they are found %o %e necessary to back up the volun-
sary program. The responsible administrative agencies should recommend to the Presi-
dent and Congress the restoretion of those limited pcwers which they conclude are
necessary if the orogran 1s to be carried cut with minimum adverse effects upon the
drmestic econonmy. The food distribution reguletions applied by the Secretary of
Agriculture from tine to time tc processors and distributors of a few of the most
important agricultural conandities illustrate the nature of the measures the Commit-
tee has in mind for which legislative authcrity no longer exists but which may be-
come necessery to provent waste and assure that essential needs are fully met.
During recent wecks the Departuent of Agriculture has procured substantial
aantities of grain for export. There is reason to bgliasve that the current price
iifferentisl betweon wheat and corn, coupled with the voluntary efforts of farmers
0 limit wheat feeding, will reduce the quantity of wheat fed to livestock consid-
arably below eax}ier estinates, Although thore is no reason for cooplacency, ths
Jommittee feecls that real progress has been made end that substentially larger
mantities of grain will be acquired for export than had besn consgidered feasibdle
orior to the issunnce of the Cemmittee's intorin repori. Whether a quan+tity equal
to last year's total can safely and wisely be exported will depend on winter wheat
crop prospacts next spring. If th~ outlack is for below average ylelds, it may be
wdvisable, sas suggested in the Committeels interim report, to hold back scime wheat

tn cover vital requirenents in the next crop year. This posslbility underlines the
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neceseity for rigidly screening United States food exports to all arecas in accord-
ance with the principles of greatest need and maximm contribution to world eccnonmic
recovery.,

Although this Conmittee hag glven greatest enphaegis to grains, it is high~
1y important that other products whieh are reascnable im cost and in relatively
adequatc supply be included in the export program. Where comnodities of higher cost
are sccwmlated as a regult of price support activities, it would be appropriate to
subsidize their export on a basis nore nearly coumpetitive with grain in terns ~f
enst per calories,

Finally, the Committee is informed that exports of nitrogen fertilizer
from the United States have been lagging badly and that there is considersble dearn-
ger that the quantities allocnted to Europe will not be exported in time for appli-
cétion tc 1948 crops. The Committee urges that overy effert be mode to gpeed up
shipments of nitrogen fertilizer with a view to exporting the full I.E.F,C, alloca~
ticn from coumercial channels by the end nf Pebrusry. It may not be feasible at
this late date to increase commercial exports above the present allocation but we
urge that this pcssibility de seriously considered by the fertilizer industry and by
the adninistrative agencies concerned with the export progran.

The 1948-51 Situation. Before the wnar most of the particinating countries

and Western Germany were henvily devendent upon imported food and feed. HMany of
these were (and are) highly urbenized £nd industrislized. Only s fourth of the
trntal pepulation of this group of countries lived on farns, and in the United King
domn little nore than 5 percont. Over o third of tntal calorles consuned were based
on imports, including shinments fron colonial aress, During 1934-~38, yearly imports
averagaed abcut 25 nillien tonsg of grain.éf 3.2 nillion tong cof fats and cils, 3.7

2illicn of sugar, 1.7 nillisn of nmeat a2nd considerabie quantities of other foods.

§/Including net grain novenents from BEastern to Western Gernany.
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Of the 25 million tons of imported grain, abcut 11 million were

used for livestock feed.s In addition, 5 million tons of imported oileake,
including the oilcake equivalent of imported oilseeds, wer= so used. These
imports of coarse grains and oilcake made up more than a third of total
supplies of concentrate feeds in the participating countries and Western
Germany, and a highly developed livestock industry was based upon them.
Tne war seriously disrupted food production nct only in Europe
but in many of the sxporting areas which had formerly supplied Europe. As
a consequence both of war and drought, food production in some of the
participating countries in 1945-46 was a third lower than before the war.
At the same time imports of most foods other than bread grains were vory
substantially below prewar. Both production and imperts of most foods
increased during 1946~47 but recovery was severely sotback in 1947-48 by

the suecession of winter-kill and drought already noted.

The general objective reflected in the CEEC report is to return
as rapidly as possible to approxinately the prewar agricu]_.tural pattern,
Significant changes are contemplated In individual countries, but this
generalization applies broadly to the participating countries as a2 group,

The food production plans of the participating countries and
Wwestern Germany are summarized in the following toble:

Production of DBasic Foodstuffs in the Fartieipating Countries
and Western Germany

(killion metric tons)

Item : iﬁgﬁ;ﬁg F1046-47 1 1947-48 | 1948-49 | 1949-50 | 1950-51
T Rheat and I¥Geesses: 340  : 2843 t 2L.4 & 30.2 32,7 t 34.0
All cereals sdcesens 64»#5 H 55.6 : 48.9 - 60.3 H 63.4 : 6598
Oils and fats 1/ e 2,8 1 2,8 1 2% 1  2F-: 2P ¢ 29
SUZAY suercasensonst 34 3 3.3 34 3 3.6 3.7 ¢+ 3.9
Meat YR IR 9.9 H 5.9 : boo : 605 3 7;2 : 8.1
Milk Y YIS I Y 7105 : 5507 H 57.’ : 61.9 H 65.9 : 7304

1/ Including butter, Source: Committee of European Economic Co—operation,
- Vol. 2.
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This producticn progren rmst bhe viewed agpinst the background of an 11
percent increase in population from 1934-38 $o 19560-51. Since total production is
esfimated at about vrewar levels, per capita producticn in 1950-B1 is implicitly
assurtcd to be some 10 percent below prewar-—probadly 20 percent ir Western Gernany
and about 5 percent in the cthoer ecuntries taken as a group.

Wet import requirements as stated in the sumnary report on Food and Agri-~
culture are net sinmply totals of the figures subnitted by individual cocuntries. In
the case of seversl basic fordstuffs these tntals obvisusly exceeded suprlies which
wefe likely to becone availnble. Consequently, the group totals were sealed down—
grain imports in particular from about 30 millinn dewn ¢t 25 nillicn tons. BEsti-
nates of cileake requirenments were reduced 1.5 1illinn tone in 8ach year, and snal-
ler reductions were made for cther comwdities during all or part of the 1948-51
period.

The CEEC report makes no statement as to the galorie levels implied in the
production and irpert prograns. In general, the ficures subnmitted dy individunl
countries would point t calerie levels egual to or absave prewosr. However, the
scaled-down estinstes of import availabilities, coupled with the estimetos of
indigenous praduction, irmly elther » lawer aversge calarie inteke than bhefore the
;ar or an incresse 1in ecalories fron cerecls to offset decreases in cother fonds, If
livestock were made the residual clainent on grain and if relatively hicsh flour ex—
tracticn ratzs were maintained, calorie levele in 1950-B1 could equal the prewar
average in nost countries, However, the compnsition ¢f the average diet in nest
countries would be inferinr to the prewar level, with perhaps the gharpest reduction
in meat.

The livestonck progran of the CEEC report is shown in the following table:
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Livestcck Numbers in the Participating Countries
and Western Garnany

(Millicns)
193438 1 : : : :

Iten D gverase ¢ 1746~47 | 1047-48 [ 1948-49 | 1949-50 , 1950-51
Cattiel/. t 75,0 V4,9 74.8 76,6 78,4 80,4
HQ@;S H 41.1 26-1 25.7 28o2 32.3 37.1
Sheep : 106.3 100.6 97.5 103.5 106.9 109.5
Horses T 13.4 12.4 12.4 12.2 12.1 11,9

Poultry

538.1 432,9 459.4 508.1 571.2 611.5

l/Including nilk cows. Source: Committes of European Econonic Cocperatinm,
Vol. 2. ({(Appendix C of report on Fond and Agriculture).

By 1950-51 the total emount of fead grains and silcake required to sup-~
port this program would be fully as Jreat as actual utilization before the war,
Very roughly, the planned incresase in cattle and poultry nucbers in countries cther
than Wegtern Germeny night require five nillicn tons more grain and oileake than
before the war if prewar rates cf feed consumption per aninel unit were restored,
On the cther hand, the indicated nuumbasrs of cattle, hogs and poultry in Western
Germany as of 1950-5]—-about 10, 30, and 40 percent resnectively below prewar—
would require perhaps 3 million tcns less grain than prewar,

The livestock progren has alresdy suffered s temporary sethack as a re-
suli of severe drought during the sunmmer and early fall. The CEEC has issued an
addendunm te the original report which recognizes this condition., In reswvonse to
the intensified grain shortasc several of the participating countries are planning
increased acreages of bread grains for 1948, snd livestnck nmumbers arc being re~
duced by the pressure of limited grain and forage supplies, For the imradiate fu~
ture this reductinn is helpful rather than otherwise, as it tends to release srain
for fond use.

In view of the present critical shortage of grain through~ut the world,
the Conmittee feels that rmch gresnter euvhasis mast be ziven during the next two

years to grains for human sonsumption than is {mplied in the original CEZC figures
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in order to insure food supplies and rebuild reserves to a safer level.
After this has beon accomplished the expansien ef livestock can be safely
underteken es increased feed grein supplies beccme available from indigenous
production er from ether countries. The Committec is not prepared to say
that the livestock productisn estimates cannet be achieved hy 1950-1951.
Hewover, it feels that very faverable circumstances will e needed for
their achievement by that time.

On the basis ef preliminary enalysis, the Cemmittee feels that
even the scaled=down estimates eof import requirements for grain — 25 million
tons & year - will be very difficult to meet., The CEEC hopes to obtain 9
to 10 million tons ef grain a year frem the United States. During 1946-47,
with total United States grain experts, the largest in histoery, eof roughly
15 million tons, the participating countries and Western Germany got seme-
thing like 9 millicn tons, If weather during the next three years is about
arerage fer beth wheat and corn, tho United States might be arle te export
1¢ million tons of grain (obout 370 million bushels wheat oquivelent) to
all destinations but the entire quantity would not e availahle te Europe.
The CEEC also expects B to 16 million tons ef grain yearly from other American
countries, mainly Argentine and Canada. This smeunt is protably within their
oapacity to supply. Most eof the balnnece is expected to ceme from "the anti-
cipated reappearonce ef traditienal exportawle surpluses in the U.S.S.R.
and Eastern Europe.”

The correctness of this last assumbtion is a vital element in the
recevery progrem sutlined by the participating countries and Western Germony.
Befere the war the flow ef grain frem Eastorn te Western Eurepe, including
movements frrm Bastern to Western Germany, averaged rcughly five million tcns
& years This Committoe Welieves that grain shipments from Eanstern Europe

during the next three er four years will increase frem current lew levels But
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will not reach the prewar rate within the nericd of the Marshell Plan. On
balance, the cutlock is that grain ioports from all sources will be below even
the scaled-down import estimates, Certainly the United States cannot de de~
pended on to export 9 or 10 nillion tons of grain annually to the CEEC countries.

As a possible offset, it nay be that EBurcpean crop yields for the
later years arse estinated too conservatively., If the inereased applications
of fertilizer called for in ths production plan are realized, they should lead
by 1950~51 to a si.nificant inerease in grain production over prewar and to
similar improvements in cther crops and forage. This assupmes, of course, that
by 1950-51 other factors affecting production, including the morale of the
farm nopulation, will be as favorable as before the war. This eondition should
be largely realized if the cverall recovery program is successful,

The recovery nrogram in Burope also depends to & very large extent upcn
the reswnption of prewar exports of foods other than grains from established pro-

Aueing areas, In the case of fats and oilg an energetic recovery progranm, such asg

was conducted so successfully in the Philivnines, should produce similar results in
certain other areas. Recovery in severnl areas is hampered by lack of incentive
gonds. In the WNetherlands Indies snd Manchuria, it is further coomplicated by po-
litical factors, The rehabilitation of traditional sources sf fets and oils offers
one 0f the quickest and most importent methods of increasing food suprlies availabl:
to Burspe. If dollars are needed tc implement recovery in the supplylng areas it
must be remenbered that such dollars may be even nors productive on a continuing
bagis than the same amount spent for food shinments from the United States,

It should be noted that increesed population and increased incomes in
sone of the former supplyling areag have materially increased their domesgtic con-
sumption. In order to provide prewar supnlies for Burope it will be necessary to
increase production In some of these aress considerabtly above prewar and also to
develop new supplies in other areas which have sonme underutilized land rescurces.

Europe 1s not a large econsuner of rice. HNevertheless, the recovery of
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rise production in the experting osuntries of Southeast Asis will meke an ex-
tromely impertant centributien te Buropean food noeds, Berors the war, Burma,
French Inde-China and S8iam exported an average ef 5.7 million tons of milled
rioce yearly. During 1947, experts from these ceuntries arc expected to teotal
less then 1,5 millien tens, The rice doficit ereas of the Far East have in eon-
sequence made large demands upen world supplies of wheat ond ccarse grains. It
rice ceuld o made available to the defleit areoas in prewar amocunts, experts of
wheot and cearse grains to the Far Eost night be reduced frem 194€-47 levels by
two er three millisn tons, with corrospending inereeses in supplies available

to Burope.

Although rice noreage and preductien in Purma end Siam are inereasing,
unsottled palitical ecnditiens inm Freneh Indo-China are expected te couse a fur-
ther derline in predustien Wwelew last year, The need for a pelitical zettlement
in Franeh Indo-China, and for preductien and trade goeds in oll three countries
is on the same footing as the reed for recovery in the major surplus areas for
fats and olls. The Committes recemmends thet the Govermment de everything in
its power to stimulate this recovery precoss. Part of the responsibility for
effecting pclitleal settlements in French Indo-Chine and the Netherlands Indies
rests with twn of the participating countries and this question is certainly
germane to the over-all recevery program for these ceuntries.

Before the war, sugar preduction in the Philippines, Formesa, and Java
everaged 344 millien tons, Last year productien in these areas totaled only 8.1
million tons. Recevery is proceeding in the Philippines and produstien m@y.&pu
proach prewar levels Wy 1951, However, little pregress 1z beiag made in Java
ard Formesa, If fipther ananlysis of werld grain avuilebilities points to very
substential shertfells telew requirements, it may become impertent for the par-
ticipating courtries snd Western Germany te inoreasc sugar censumptien at least
te prewar per cepite levels. In this situatien, rocovery of sugar producticn in
Jove would assumc almost the same urgency ae recevery in fats and eils,

It has Ween noted absve that with wenther equal ®y the 1937-46 average,
United States grain experts to all destinstiens might average abaut 10 million

tons a year during the pericd ef the Marshall Flan,
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Exnorts of foods other than grains could in general be maintained at or
near 1946-47 levels and could in some cages be increased if necessery finaneisl and
distributive arrangements can be worked cut. Such commodities ag dried fruits, dry
peag, dry beans, and nonfat dry nilk sclids cculd be nade availlable in larger
quantitiesg than last year.

The CEEC requirenents »f food and feed from the United States have not
been spelled out in detail except for the figure of 9 to 10 million tons of grain.
Since some United States grain will go to cther eress, it seems likely thal our
grain exports to Furcpe will average significantly lower than the CEEG estimate
over the 1947-51 period, even agsuming a rapid recovery of rice production in the
Far East. It is understocd that the CEEC egtimates of dollar cost alse assume a
substantinlly larger quantity of meat from the United Statos than ig likely tc te
available. This item was relztively smell in tonna.e but large in dollar velus.
Judging from over-all dollar figures, stated reauirements for other foodsg in the
ag:regate are well within our ability toc supwnly.

The Committes wishes to preface its discussion of fortilizer and agricul-
tural mechinery by underlining = besic point which hng not been sufficiently erpha—
sized iIn the preceding pases. During 1946-47 the United Statss exported nearly 15
million tons of grain. This figure execeeded totel rein exports from all other
countries combined. This year, with the largest wheat crep in owr history but
below-average production of corn, we mey be able to epnronch this reeord agein.

In hoth of these years weather has becn umusunlly favorable to wheat production,
especially in the Great Flsins where two-~thirds of ocur whent is grown nnd where
wheat ylelds are highly varistle from year to year.

Averege wheather during d948-51 would mean United States grain exports of
about 10 million rather then 15 million tons n year, However, there is s strong

posgibility that weather during one ~r more of the years immediately ahead will be
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unfavorabls to wheat. During 1934-36 as a result of drought the United States was
on a net import basis not only for wheat but for corn as well, With world grain
stocks now at exceedingly low levels, the effect of such a development would be
extremely serious, Hence the greatest urgency attaches to the task of restoring
food productlion in Burope and in areas upon which Burope depended before the war.
The abnormal dependence of focd deficit eountries throughout the world upon exports
from the United States must be reduced as rapidly as possidle.,

One of the most important factors in accomplishing this would be increased
utilization of chemical fertilizers in Burope. The level cof fertilizer use pronosed
by the perticipating countries in 1950-51 is about twice the w»rewar average. There
is nc question but that this 1s a desirable gral and that such guantitics of fer-
tilizer can be effectively used. The planned increase in pheosphates presents no
apparent problem, The potash goals require substantisl impcrts from Eastern Ger—
many but the quantities involved =g of 1950-51 shruld be within the capacity of
that area to supply.

The most urgent problems exist with respect to nitrogen fertilizers.
During 1946~47 some nitrogen capacity in Xurcpe was underutilized due to lack of
coal, Informetion received from the CEEC countries at the end of October indicates
that this situation has now been eorrected in prectically all of the countries and
that 1ittle further increase in productlcn can be ohteained sclely through supplying
additicnal coal, A number of plants were damnged or dismantled during the war. In
view of the importance of nitrogen to croap production, these fascilities should dbe
rehabiiitated without delay excopt where security considerations sare elesrly in-
volved, Steel and equipment for this purpose should be given the highest priority.

Bevigsed figurcs reoeived froa the CEEC eountriss in the paet few days in~
dicate substantial net import requirements for nitrogen in 1947-48, 1948-4b, and

1949-50~—440,000, 297,000 and 149,000 tons respectively. The sterted requirement
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figure for 1947-48 is far im excess of prospsctive imports, thowgh not in excess
of needs. As a minimum program, the Committee recommends that the full 1947-48
cormercial allocation be shipped in $ime for application to 1948 creps. The Com-
mittee believes that nitrogen experts in 1948-49 can and should be inoreased abote
this year's level., United States mitrogen output could be inereased by fuller
utilization of synthetic ammonig capacity owned by the Government, and by con-
struction of facilities required at these plants to permit the production of
finished nitrogen fertilizer materials in integrat;d eperations. Sustained pre-
duction from these facilitie$ will be of benefit te United States farmers long
after the Marshall Plaﬁ peried.

Nitrogen experts from the United States can make a highly significant
contribution to food production during the next two or three years. Howsever, the
probable dollar valus of these nitrogen exports is only about one percent of the
egtimated value of United States exports of food.

The participating ceuntries have outlined un ambitious pregram of farm
mechanization, Stéped impert requirements for tracters and farm machinery from
the United States tetal roughly a billion dellars for the four—yeép peripd. This
is at least four times the f@cent apnual rate of United States exﬁirts te these
eountries, The production geals of the participating countries are esqually
ambitious., Output of medium =and light tractbrs, already more that double the
prewar aversge, is schedulsd to be more than ten times the prewar figure by 1951.
This would cover the stgted domestic requirements and leave almost half the pro-
duetion for export. Preposed output of a2ll other farm caunipment and parts in
1950-51 is more than three times the 1946-47 rate,

Farm mechanizatien ean be bencficial in several ways, It permits more
therourh p?eparation, and mo¥e timely planting, cultivation end ha:vestigga-lt-com~

pensates fer labor shortages er relsascs labor fer nenfarm employment, It would be
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difficult, howmever, to establish any precise quantitative relationship
hetween further mechanization and the resulting increase in food production.
Te replacement of draft animals by tractors, of course, relecases land for the
production of human food, but a very rough calewlation indicates that if

the stated tractor requirements were fully met, less than four percent of

the arable land would be so released.

Fdlthout questioning the ultimate desirability of farm mechaniza-
tion, the Committee doubts, on the basis of available information, whether
it is feasible to accomplish this degree of mechanization within the four=-
vear period., On the basis of estimates supplied by the principal United
States exporters of agricultural machinery, it appears that the amount of
mnachinery which could actually be sold and paid for in lecal currcncies
in the CEEC countries in 1948 is substantially less than the stated import
requirement, although the estimated demand is more than double the actual
rate of sales during 1947.

In summary, the amount of American preduced equipment which these
couniries could use to full advantage cver the next four years appears to
bhe substantially less than their stated requirements but more than they
are now receiving from us, The problem is to balanee this need against
the domands of United States farmers which are also well in excess of the
productive capacity of the industry. The Committee suggests that plans be
made to furnish farm equipment and parts at twice the recent annual rate of
our exports to these countries. This would be only about 6 percent of ocur
total production. Given the probabls increase in United States production and
the possible decline in exports to other areas, it would not prevent a small

inerease in the quantities available to domestic farmers. However, the Commttee
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believes that it would give the Eurcpean fsrmers a preferred position
for ebout uli tho imported new farm cquipment they could use effectively
in furthering their food produvetion peozram. I it develops that
ecuipnent in excess of these estimates can he used effisiently for
substantially increzsed food production, it would be economy to supply
il. An investipgation and report by s coumpotent U. 3. technical
miscion ia full cooperation with agricultural experts in the CEEC
countries would ke helpful in this decision.

1t wmay ko even more important for this country to assist and
encourage the expangion of frrm machinery production in the participsting
countries, and especially production of repair parts for existing
machinery. OSpecific instances have been cailad to our attention where
output of Furcpewun luplement plants has heen curtzilec for lack of snmall
quantities of special steoel or porlly fabricated parts from the United
States. The export of such materials would be a muen smalier drain on

our ecconomy than the corrcsponding quantitics of Tinished machinery.
Ly 1% A
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D. Iren =nd Steel and Steel-Plant Equipment

1. European Steel Production. In the last pre-war year the sixteen

participating nafions produced 20 million short tors of finished stesl, FPro-~
duetive capacity, as indiewted by output in the most active pre-war years, ag-
gregated 28 million tons. Western Germany preduced another 17 million tons.

This output was sufficlient to supply their steel-consuming industries
and provide net exports of over 2 million tons, thereby helping to balance
their international situation.

Qutside of ¥Western Cermany there was a small net inerense in steel-
making cepacity during the war. OSeme capacity wng damaged. Major repairs had
to be deferred, proper maintenunce neglected, and modernization schemes post-
poned. These arrears have not been entirely made up but practically all plant
hazs beer brought back to workable condition.

The fuel position, however, is drastieally different from what it was
before the wor, The prosent shortoges of coal and metallurgieel grades of coke,
particularly the latter, are the grest:st obstacle to inereased steel produc-
tion., These shertages stem from the heavy reduction in German sxports of such
fuel te neighboring iron and stea2l producing countries and the almost complete
cessation of such sxports from the United Klngdom.

In order to save fuel, iron and steel pronducers have resorted to var-
ious expedients, such zs the use of high grade imported ores and the use of a
high prapértion of serap. These expsdionts have in turp aggravatsd other sup-
ply rroblems.

In spite of thesc difficulties, the finished steecl output of the six-
teen nstions in 1947 will bo sbove 1£38, but well below the maximum output pes-—
sible if fucl and other materizls were readily avoilable,

Including Yestern Germany, steel output is still far below the pre-
way level., Western Germany, which accounted for almost half the total in 1938
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is now producineg at only zbout cne-sixth of the 1938 rate, This is due to the
aetusl dnmage or removal of plants, the shortage of fuel and the policy of
curtailing Germsn hezvy industry.

The result is that steecl consuming industries are seriously curtailed
for lack of this essentizl row materinl., Net exports of finished steel are
only = fraction of the pre-war rate, thersby aggraveting the problem of paying
for essentinl imports.

2. Plarned BExpzpsion, Thu CSEC repert sets up an objective of a 40

pereent increase in finished steel sutnut of the sixteen countries, and some-
whnt more for Westorn Gormany, betvoeen 1247 and 1948, The plans for eccomplish-
ing this objective inelude (a) ineressed supplies of coking coal from the United
States, (b) utilizztion of presently unused coke oven capacity in Western Ger-
many, {¢) further ~ttempts to cconomize on fuel through use of high prade ores,
ete,, and {4} further restrictions on use of hard coke for other than metal-
lurgical purpeses. The rapert frankly rceognizes that this objective may not

he achieved; It would bring zggrcegate production, ineluding Western Gemany,
=lmost squsl to 1938,

Tho targat for 19381 is 44 million tons, This ircludes 10 million
tons for Westesrn Gemanv, in lins with the rovised level~of-indusiry agreement.
It alce involves considerable expinsion, modcrnizoetion and rounding out of
stzol making facllitizs 1in the other countri«s, It makes a satisfrctory solu-
tion of the coke problom wven mors uacertzin than in 1948,

As progrrmmed in the CEEC report this 1951 outpuﬁ would pemmit net
gxports well obove the 1938 rats 28 well as a large increase in domestic con-
sunption, Exeluding «estern Germnny, the 1951 consumption would be almost
double 1938 and evusr 60 percent sbeve 18547,

It would be difficult, if not impessibls, to calculzate just how mueh

jroduction could fall short of this gonl without seriously endangering Europesn
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rocovery. Elsewhere in this report the committee hag indieated its reserva-
tions =8 to both the necessity and the feusibility of capltel expansion pro-
grams which would use some of this steel., Therse are also doubts as to the abil-
ity of the stesl consuming industrics to expand their output sufficlently with-
in four years to use thes additional steel. It seems clear, however, that a
major increase in Eurepean steel production is highly desirable.

The imports required from the United States in order to carry out
this pregrem, 2s stated in the CEEC repert, include {a) steel mill equipment,
(b} steel making materials, notably ceke and scrap, (c¢) semi-finished steel for
further processing in European mills, and (d) some finished steel, The Com-
mittee’s conclusions with regard to those requirements stem from its under-
standing of ocur demestic situstion as well as its evaluztion of the Europesan
steel program,

3« Demands on United States Production., United States producers will

turn eut over 62 million short tons of finished steel in 1947, While far above
the best pre-war year, this has been insufficient to mest the present necds of
the steel consuming industries. Shortags of stecl has not prevented a high
natienal output, with relatively full cmploymant of available labor, but 1t
hos seriously restricted production of some goods. Automobiles are a notable
exomple.

This situation is parzlleled in the expert market., In the first half
of 1947, = little less than 18 percent of the output of finished steel was ex-
perted, An slmost equivalent guantity went inte preducts made from steel which
were shipped ebresd., In sddition there were some exports of crude and semi-
finished steel. The export demand is far in excess of this supply. Actual
shipments have been limited by expsrt eontrols as well as by the cempetition

of domestle buyers.
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The shortage is general but much more serious in some items than
others. OSheet, strip znd pipe are very tight while certain zlloy steecle are
relatively easy to obtain.

The industry is sow in process of adding about 3 million tons of
sheet mil)l cepacity, This expapsion, which should be completed befors the end
of 1948, compares with an estimated total output of 18 million tons of sheet
and strip in 1947. The resulting ineresse in sheet and strip eutput, however,
would be merely at the expense of other wroducts if thors were not a cerrsspond-
ing increase in steel ingots.

4. Limitations on United States Output. 1In 1947 the United States

will producs over 84 million tons of stcel ingots. In spite of excess demand,
this is 7 millien tons less than the rated eapacity of steel making furnaees,

A number ef factors account for this difference, Wartime z2lloy steel
requirements rosulted in expznsion of eleetrie furnaces beyond peacetime needs,
Carbon steels ean be produced in these furnaces only at excessive cest. Con-
supmer preference for open hearth steel for many usce limits the use of Bessemer
converters. A minor portion of the wartime construeted foeilities have not
been returned to pencetime production beezuse of insufficient supply of reason-
ably =zecessible raw materizls or specialized design of plants and sguipment,
Some work stoppages have occurrsd.

Tundamentally, however, the bottleneck has not been any of these
factors. It has been the supply of pig irom and scrap, Any attempt to increase
steel preduction to meet doth domestic znd foreign nesds hinges on obtaining
additional quantities of thess materials,

The serious shortage of scrap iron and steel reflects (a) the large
pre-war exports of scrap, (b} the igh domestic scrap eonsumption during and
since the war, (c¢) the postponed serapping of items mode frem iron and steel
because of unavailsbility of replacements, and {d) the largs wartime exports

of steel products with the resulting lcss of poterntial serap. The nommal
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solution to this shortage woulé he the use of a hizher proportion of pig iron.
The supply of pig iron, however, is also limited.

The astimated plg iron production of 58 million tons in 1947 is 6 mil-
lion tons short of the rated capacity of blast furnaces. Some furnaces are not
being used at all because of local ccxe shortages or for other reasons, Coal
strikes temporarily halted other plants, thereby reducing pig iron output by
an estimated 900,000 tone in the first eight months of 1947, More important,
however, 1s the decline in the quality of coking cosl which makes it difficult
to eperate furnaces at rated capacity.

The ash content ef cokigg cesls has risen from about 6 percent in pre-
war years to 12 psrcent in 1947, In addition, the wider use of machinery in
minipg has introduced more slate in the coal., The higher ash and lower carbor
content increased coke consumption per ton of pig iron froem approximately 1,760
pounds in 1939 to 1,868 pounds in 1946, This reduces the cutput of blast fur-
naces and also increases the shortage of coke,

The steel plant expansion program now under way is planned to elim-
inate some of these bottlenscks as well as to modernize and reund out facili-
ties., Tt is expected that the resulting expansion of steel ingot capacity be-
fore the =nd of 1948 will be about 2.5 million tens er 3 percent. A moré than
proportionate expansion of 3 millien tons in blast furnaces and a still more
than proportionate increasge in coke ovens is also under way.

Use of oxygen in beth blast furnaces and steel making furnices will
ccntribute part of the planned increase in capacity eof those facilities., Cem-
panies which have proceeded far enough with experiments te indicate results hope
for 10 to 15 percent increase in blast furnace production by this means., A
repert prepared by an expert far the Cemmittee esomments, hewsever, that "what has
been accomplished during the past year in the experimental use of oxygen in
steel making has been a determinatien ef, rather than a sclution of, the mrob-

lems involwed in this application." 4 number of facters, including the need
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for major changes in related facilities, will operate to restrict and delay any
increase in capacity from this source.

The scheduled increase in steel making capacity, and more particular-
1y the expansion of sheet 2nd strip mills, will provide some additional supplies
for both domestic use and export. As the production and distribution pipe lines
are filled, more steel may flow through in the form of finished goods to the
ultimate purchaser, 4 growing shortage of gold and dollar exchange may limit
the purchases of non%European countries. There is no assurance, however, that
United States output in the near future will be adequate to mcet all the de-
mands upon it.

The question of whether the longer term domestic and foreign demand
for steel can be met without a major expanslon of steel capacity over and above
that now in progress is one that the Committee is 1n no position to determine
at this time and is beyond its scope. Consequently, no position is taken on
this matter. Any expansion not now planned would contribute very little to
steel supplies in the next two years when FBuropean requirements are largest.
Moreover, such an expansion would itself absarb steel while in progress and
would make it nore difficult for the Furopean nations to obtain from us the
steel making equipment they need, On the other hand, further expansion of steel
capacity may be so lmportant in the light of longer range considerations as to
Justify the use of secarce items for this purpcse during the next two years.

8. Steel~iMaking Equipment. The stated European recuirements for

steel, steel making materials and steel making eculpment must be considered in
the light of (a) their significance and urgency relative to Zuropean recovery,
and (b) our own needs and the linitations on increasing supplies to meet those
needs in the ncar future,

The CXEC report includes an import requirement of 400 million dollars
worth of iron and steel plant equipment spread over the four years. This is

part of a total program, which would appear to cost some 4 or 5 blllions of
—-63027
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apparently designed to round out and modernize as well as expand facilities.
It includes everything from ore mining to steel finishing mills. Most of the
import requirement would have to be obtained from the United States.

The Committee is not in = position to judge the urgency and feasibil-
ity of the individual projzcts for which this equipment is irtended, In a few
instances their nature and lecation raise doubts in this regard. Presumably,
however, the individual projects would be subject to the ezareful scrutiny of
whatever ageney is to do the financing.

In the absencs of any detalled informetion as to the nature of the
equipment reéuired and when it will bs nezdesd 1t is equally difficult to reach
a cenclusion as to availability without serious interference with produetion in
the United States, ‘e are informed, however, that 15 to 20 parcent of the 406
millien dollars is alresady en erder. Much of the balance weuld not be needed
until 1950 er 1951.

While ne final judgment as to either urgency or availability can be
stated at this time the Committee attaches great importance to the requirement
for equipment, Well coneceived projsets for the expansien and modernization ef
Eurepean steel industry outside of ¥Yestern Germany weuld undcubtedly help to
make the particlpoting countries szelf-sustaining whereas shipments of stecl eor
steel making materials would have their main effeet only during the period ef
the program. Fer this reason the Committee places n high priority on the equip-
ment reguirement.

6., Scrap. With regard to iron apd steel scrap the Committee takes a
contrary positien. The European import resquirement, rising from l.é millien
shert tens in 1948 to 2.5 millien tons in 1951, is stated by the CEEC to be a
minimum on the eptimistic assumption that adequate ceke supplies will be avail-
able.

The Committee Is not cénvinced, howsver, that failure to mset the

stated requirement would eripple the Eurepean stecl program.' There 1s reassn

Federal Reserve Bank of St. Louis
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to believe thet Buropesn supplies of serep sre larzer than was assutied in the
Paris repert. If not, the plans to compensate for shorteges of both eoke and
pig iron by a high ratio of scrap may have to be modified.

Serap is in acutely short supply In the United States. Exports would
have the effect of reducing steel productinn.here below the rete which would
otherwise be possible. The Committee recommends that no scrap be exported from
the United States But that, in cooperation with the participating countries, a
survey be undertaken immediately to determine how Iuropesn scrap requirements
can be met from other sources.

7. Metallurgieal Coke. The availabllity of coking coal from the

United States to meet Buropean requirements is discussed in the fuel and power
section of this report.

8. Semi~ifinished Steel. The semi-finished steel is required meinly in

the United Kingdom and in Italy, both of which countries have historically been
importers of such products. Analysis of the Buropean steel program indicates
that, if the requirement could be met, there would be substantinl exports of
finished steel fron the participating countries collectively, and specifically
from the United Kingdom, to non-participating countries. It appears, therefore,
that if semi-finished products were not supplied by the United States in the
quantities needed, one effect might be, and probabdly wounld be, to reduce exports
of finished steel products {especially from the United Kingdom) below the levels
envisaged in the Paris Report. This would lessen the capacity of the Buropean
countries to earn dollars during the period of the program but need not
seriously impair the revival of production in steel consunirg industries.

It must be recognized, however, that complete elimination on shipments
of semi-finished products would have other more serious effects. In the first
place, it is stated that the United Kingdom must mnintzin some exports of finished
steel products to non-participeting countries in order to insure the physiczl

availability of essential imports. Conseguently, a part of the impact of a
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refus~l to supply any semi—finished products from here would fall upon British
domestic consumption of steel, In the second place, ohly & small proportion of
the semi~finished products required by Italy is balah¢ed by prejected exports of
finished products,

However, the export of semi~finished steel products would ﬁave gerious
adverse effects on the United States economy., It would contribute to the general
shortage &f finished steel mill products, It might have a drastic cffect on the
smalleihéon—integrated steel producers. Most serious of all, it would further
depletefsritically low United States scrap supply. Under the circumstances, it
is believed that only a part of the stated requirements can be met through addi-~
tionzl exports from the United States,.

The Committse does not believe, howover, that the situstion will turn
out to be as serious as this conclusion implies., For one thing, it is believed
that the real requirements, as they arc morc closely situdied in the process of
sdministering the program, will nrove to be lower than the sinted requirements
in the Paris report. For another thing, the focts quoted sbove suggost that some
part of even the rzel rcquirements can be left uncovered without sorious cifect
on European recovery, so long as the resulting loss of dollar esrnings during the
period of the progrom is duly taken into account, Finelly, it may be possible to
increase the supply of semi-~finished steel products for Burope in ways not re-
lated to the overell size of United Statcs oxports. One possibility that should
be considered is that of increasing shipmonts to Europe to the extont of any de—
cline in shiprents to other destinations., Another is thot of supplying more
semi-finished products from Germeny theon presently plnanned, Consequently, the
Cormittee 5elieves 1t will be posasible to work out a solution wheredy quantities
which, after carcful exnmination, mry be demonstrated to be necessary for Euro—

pean recovery will be sypolied,
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9. Finished Stesl. The import requirement of stecl shects and sirip,

ng giver by the CIEC, is over 700 thousnnd short tons in 1948 which is four
times our recent rntc of ozports to thiose countries, In view of the oxtreme
shortage of these items, and the resulting restrictions on our own steel con-
swaing industries, the urgency of this rsquirement should be subject to careful
gerutiny, It is, howover, legss thon 4 percent of our output of sheet and strip
end only o fraction of the enticipated increase in United States production.
Thz fuasibility of meocting the requirement ig nlso enhnnced by the possible de~
cline in non-European exports,

“ith the essumed oxponsion of Puropern sheet mills this requircment
declinos so that they vinn to be net cxporturs by 1951,

The tin plate reguiriment is more than double our recent exports and
it continues over the 4—renr poriod, Hore rgrin there is need for further
Justificrtion of its urgerer in the light of our own doncskic necds,

The 1948 requirement for o1l other finished steel, however, is less
thaﬁ hel® our rucent shiprents snd the perticinoting countries propose to be
net exporters by 1950, This reouiremcnt mey be understried if their assumption
8 to *hoir own production ~rc too optimistic, In »ny event it should not be o

scrious drain on our rosources,

~=83027

Federal Reserve Bank of St. Louis



Digitized for FRASER

-Gl

-E‘-'_.

el and Pover

Fuel and powsr rank high among the inter-dependent ksy commocdities and

services upon which the European recovery program is based, ZFurope's essential

reed to recover its prewar supplies of energy and to increase them progressively

ir order to raise the level of productivity of Zuropesn workers is clearly deflned

LY

by comparing the present consumption of fuel end power with United Stetes use.

Lt prosent time in the United States the per cepita consumption of fuel and

powar is four times ac great as the combined consumption in the couvntriss partici-
pating in the recovery program; the prevar ratio was 25 to le Befors the war
four-fifth of the rower consumed in the participating countries and Westorn

Germeny wos derived directly or indirsetiy from cnal. Although these countries
articinate over the next four years a substantizl increase in the use of potro-
leun products and tha dovelopment  of now hydro-clcetric capacity, the bdagic source
of powecr will continuc to be conl.

ls  Conl. Deoplte reconstruction rogquirements which make Buropsan coal

neads greater thnn nrewar levels, coal outvul from mines in Worthwestern Earope

corrently substantinlly below prowor due to a

lacik of skillod labor, acute food nnd housing zhorteges, deficiencies in technieanl
development, anid the ncceusity for plont ronlnccment ond modernization. With éue
1 s ¥ P it ¥

conszideration of thess basic difficultiss the norticipnting countrics have out-

lineR a comdbined corl production prozrem which even under the rost optimum condi-
tiong, concolivably moy fall short of tho tonnages anticiypatcds The balance
wetwecen produrtion and rocuirements is to be offsct hy imports from non-
participatine. countries and the CEEC hos ostimated a totel of 86 million metric
tone* will bte required from the United Statos over the next four yoars. In torms
of %totnl tonnazce tho United States coal industry is capable of meetine those
Enroponn requiraments in additior to fulfilling domestic

*.ictric tons

Groas tonus
Tat ton

2,204 pounds
3 Y 2"(.:'0 }'?Oullds
2,000 pounds

Hnirau
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demanda for coal. Unitod States cosl reserves, including all grades fron
anthracite to lignive (2,556 billion net tons) will last about 2,000 years at
current rate of consumption and with present nining methods and will not de
adversely affected by the exportation of coal to Europe in the guantities
indieated, |

At current pinduction rates, the total 1947 coal output in the United
States will apnroximate €57 nillion net tons, or sbeut 4 percent below the all-
tine peak of 684 nillion tons rzached in 1944, Total potentlal capacity for
both anthracite and bituninous cozl output in the United States iz apvroximetely
?0C million tens. Production 1s curreatly being linited, however, by the lack
nf adequate supply of open-iop coal cars on the railroads. About 85 percent
of all coal nined is transported by rail from the mines to conguning areas.

The lack of carrisr facilities is limiting the number of loading days and in
many insiances s preventing full-tinme nins overation., Coal is not etored in
large nquantitiss at the mincs, and wanen transportation facilities are inade~
quate for shipment of all available coal, production is curtailed. Unless
action is taken by the railroad mensgenent and/or Government to (1) repair

sone of the worn equiprent being retired; (2) restrict less cssential uses of
cpen~top ears, and(3) establis!: a revised systom of car allocatlon on the basis
of sustained productive ability of each individual nine; the tomnages of coal
available for exporti will be restrictod, shipments will be erratic, and the
Buropean schedule of requirements for United States coal will not be nmst,

Total consumption of coal in the United States and Canada for 1947 is es-
timated at 612 nillion net tons. It is further estimeted thet totsel anaual
requirenents through 1951 by the United States and Canada for United States coal
will probably not excead 610 nillion net tons of all types. United States and
Canadian requirements (during the period of the Marshall Plan) are, therefore,
substantially below the total productive capabilities of the Ameriean coal

indusgtry.

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

(i3~

Jp to the end of World War II, United Staites coal exports
ware suall in proportion to its coal production. Since that time,
however, ‘.sstern European countrics have been acquiring coal in
increasingly larger quantities. Total overseas exports in 1947
will probably reach L8.3 million net tons. This figurc is well
below the total coal loading capacity of United States port facil-
ities which is approximately 5,685,120 net tons (5,076,000 gross
tons)} por month or equivalent to 68 1illion net tens (61 million
gross tons) per year, Domestic port capacity will not be a limit~
ing factor in the exportation of United States coal to nect
European requircientse.

The prescnt heavy dennnd for guality coal, created by the
general high level of industrial getivity and scluctive 5uying by
exporters, has boosted the prices of soue hich ¢grode fuels and re-
sulted in the payment of promiums in sone instonces by forzign
purchases, In gensral, the exportation of coal to Europe will
contribute to the maintenance of the sellers nnrket in the coal
industry, but it is belicved thot this future sxpert market during
the years 1948-1951 will not naterizlly alter thoe present market
conditions.

2» Coal Mining lochinery. The rezlization of Eurcopean

coal production gonzls in the poriod 1948-1951 is inportant in thnt
these gonls form the basis for cstablishing the uingnitude of Unitoed
States aid through coz2l exports. areng tho nony esscential and
interrelated factors ivhich have 2 significant bearing on the achicve—
nent of these goals is that of an adequate supoly of cool rining
machincry. |

During the years 1948-1951 the 16 participating countrics
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and Vizstern Germany plan to manufrcturs cpproximately 97 percent
of the mining mechinery snd squiprment rsquiremesnts within their own
sphere. The CEEC has rogquested that the U.S. provide special squip-
ment not manufactured in Europe. The original requirument on ths
U.S. stoted by the CERC wrs $220 millions. It is probable that the
Europsan countries can ultimebely uss this volume of corl nining
mzehinery from the U.S5., Howsver, reports from the participating
countries to the European coal organization subsequent to ths CLIC
meetings indicate that soms of these requirements can be postponed
beyond 1951. Consequently, the Cormittee believes that {1L0 million
of conl mining machinery would bs sufiicient to meet the most urgent
Buropszan requirements (including those of ifestern Germany) during
the i year period of the recovery progrom. Exports ot this level
would mest about L% of total Europesn requirsscnts as stated in the
CEEC report. Data as to the types, sizes, units, and quantitiss
of machinery, equipment znd supplizs requirsd from the United
States are not 2t present azvallable znd it is, therefore, most
difficult to state at this time whathoer this segment of the
rgcovery program can bz wholly or partislly fulfillsd. Ourrent
United States output of mining moachinery is limited by shortages of
steel, other materials and components, and supply is subject to
hervy dorestic demand. Some itews are appronching an sasisr
supply but others such as steel, rubbsr conveyor belting, bzarings,
and elsctrical motors :nd control equipment remecin tight. The large
corestic requirsments reflect in part the wertime acerual of replace-
menys, and the desire of operntors to rodernize production facilities.

Increasing exports of equipment menns, therefors, spresding ths
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large backlog of domestic demrnds over a longer period of time,

The vitel need for mining squipmant and supplies to
imaintain present Buropzan cosl production and sustain ths inceressed
output planned cznnot be <¢verlocksd, howsver, and it is, thersfore,
recormonded that material aid be oxtended to the maximum limits
pessible without jeopardizing the supply of mining machinery
needed to maintaln a healthy donestic coal industry. Emphasis
could wsil be placed on the sxport of materiasls for fabrication
into wining mechinsry and squiprent within the 16 participating
countries ond YWestern Germany. It is apparent that before increased
production of mochinery can be accomplished in lisstern Gesrmeny
today, in 19L8, or sny futurs yar, sufficient raw materials in
¢ertain catagoriss must be imported from the United States.

3. Petroleum: HNext to cozl, petroleun is the most impor-
tant source of energy for the European recovery program. 5he in-
craased use of fusl oil as » conssquence of the coal shortage to-
gether with the increasing demands for petrolsunm products resulting
from mechenizetion of ~griculturse, oxprnsion of industry, and growth
of rozd transport emphasizes the importance of peﬁroleum gspacially
in light of the fact that notural petroleﬁm rascurces within the
territoriss of the participeting countriss zre small and indigenous
production cannot be quickly or substantially increas=d,

World production of cruds oil in 1946 was approximately
392 million tons, Over 63 psrcent of the total was produced in ths
U.84, 19 percent in other Western Hemisphors countries, 9 purcent in
the Middle East, 6 psrcent in the USSR and 3 percent in all other

areas, including Burope.
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From this supply tobtal requirsrments of all Duropean
countries excapt the USSR in 1946 were sbout Lh willion tcns. Of
these requirsrents about 60 percent were supplied from the Caribbea
and ¥Middle East. 20 percent from the U.5. and 20 percent fronm
Buropsan production.

The CEEC hes outlinad pstrolseum requirsments for the
participeting countriss during the psriod 19L8-1951. Total petroleun
requircments of all CKEC countries in 1943 sre estimated at 53,542,000
tons as comprred with 36,224,000 tons in 1938, By 1951 requirsmernts
cre expectad to rise to nearly 77,000,000 tons.

Potrolsun output in the CEEC countriss, sxecept for Germeny
and Austria, has been small and i1l probeobly be loss than 5 pereent
of the tctal reoquiremsnts over the poriod 1943-1951. Thus ths bulk
of requirements must be imported fyom nen=participeting countriss.
Approximotely LS percent of the total requirements must bz ssecured
from dollar sources, (Americen compenies). Based on July 1, 1947
T «0,bs prices the total velue of oil from dollar sources is
$2,460,838,000 cver the L year period,

At ths present tine world petroleum suppliss are inadaquete
to mest world needs, Even in the U,S. demand exceeds supply and
inports of petroloun are about aqual to the lavel of exports in
volure terns., It is extremely unlikely, ther=fore, that the Bur.pean
petroleun requirements =s indicated in the CEEC report can be met in
full within the period 19h8-51, During the next few years it is expscted
that there will be a large expansion in the availability of crude oil
from Middle East fields, At the same time, 2 corresponding expansion

of refining capacity and transpertetion facilities must be made, The
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expzctation is that thess devslopments will ultimetely make possibls
the fulfillment of burcpzan petroleum requirements but with a lag
of at lgast one or two yeors behind the rats prok cted by the CEERC.

“Exports of pztrolsum and its products to countries parti-
cipating in the recovary progranm cannast be cunsidsred a drein on
U.5. petroleun reserves, becauss the domestic industry is producing
all the petrolewn which can be sffectively recoverad with pressnt
squipment and would not produce less if sxports declined, ULS,
petroloum reserves have been estimnted by the Arerican Potroleunm
Institute at approxirately 20billicn barrsls at the end of 19L6.
This rsprssents an inersass of 17 billion barrsls over the first
ressrve estinmete made in 1922 by the U.3., Ganlogieal Survey and ths
American Association of Fetroleur Guologists. Continued sxpansicn
of domestic oll reserves seoems cortzin., Substantizl quantitiss of
0il will likely be found in the cunbinentzl sholf area bordering the
U.8. PFurthsrmore, futurs reovision and extension of reserves in sxist-
ing ficlds are sxpected to add to the domestic supply.

Refinsry capacity in the U,3, is being operatoed at over
90 percent of capacity. Host idls capncity is sbesolete and poorly
loeated so that any substantial inecrsase in domestic refinsry pro-
ducti~n will rsquire capaciity expansions vhich is currently being
retarded by the gensral shortage of such equipment,

Mzintenance of an sven flow ~f petrolsum and petrolsum products

fron producer to rarkets is presently aggravated by shortazes of
tankers, tan cars, and pipe lines to carry ths unprscedented volures

now in demand in the U,. 3,
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U.S. cruds oil preducticn in 1947 is estimated at

5,068,000 barrals per day. It is probable that the 1947 production
rapresents the present maximun efficisnt rate and therefors it is
unlikely that domestic output will increase cver the next four
ysars. Imports of fuel oils, and cruds petrolsum must be sxpanded
in order to meot the very high domestic demand for petrolsum and
petroleum products vhich is anticipated by 1951,

Petroleun Equipment:

The CEEC Rsport cuntemplates a considsrabls sxpansion in
petroleum processing c¢epacity in Burope which calls for largs
quantities of new petrolsaum squipment, The fulfillment of European
racovery objectives depends largely on the availability of new
equipment for the producticn and distribution of crude oil and
finished products. BSome of this squipment is nseded in the CLEC
countries themselves. lost »f it, however, is nceded for the expan-
sion of production, refining, and transportatiom capacities of
British znd American petrolsun companies in the near East and other
areas,

The total velune of petrolseun squipment required from 1948
to 1951 by o©il companics ovined by CELC natiznals and opasrating within
CEEC countries and elsewhere is $1.9 billiovns. This estimate dess
not includs the requirements of U.S, oymed companies even within the
CEEC countries thomsslves, It is sexpected that ths CEEC countriss
will produce £1.3 billions of this total. This leaves a balance of
almost $600 millions of petrolsum equipment to be supplied by the U.S,

It is probeble that the total equipment requirement stated by

the CEEC report, plus projected expansion of pstrolsum capacity by
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other countries, including the U.S, exeeed the world capacity to
produce petroleun equipment,., Thus it is axtramely wnlikely
that the U.S, can export as mpch =quipment as is regquested., Further-
more, CEEC expectations concerning European equipment producticn
seam unrealistically high. Howewver, in light of ths importance
of petroleum squipment to the Eurcpean Recovary Program, every
effort. should ba made t0 extend a maximum amount of aid as long
as the requirements of the American pstrolszum industry ars not
seriously prejudiced thersby.

5. Elactric Powsr, Consumption of slectricity increased

in Burope during the war period, but was nol accompanisd by a
corresponding incr=zase in generating capacity. A continusd growth
in consumption is expected which will reach a level in 1951 about
80 percent above that of 1938, In ordsr to provide for this antici-
pated expansion of slsctrical power requirements, the annual rate of
growth of generating capacity will, according to CEEC estimates, have
to be nearly four times the rate in 1937-38, The expansion of
generating capacity, as programmed by the participating nations will
likely fall short of estimated requirements in 1951, It is, however,
an execsedingly ambitious program for the next four ysars, The
planned additions, ranging from 4.7 million KW in 1948 to 5.§ million
in 1951, compare with an estimated 1,8 million in 1947 and 1.5
million in 1938,

Power dsvslopment plans for at least the major participa-
ting countries had been preparsd by competent enginesrs bafore the
Marshall Program was proposed, The kurom an representatives report

that in most instances the plans for specific projects are complsted
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and orders for critical machinery plezeced. In gensral there is littlse
reason tu quastion the scundness of the pregren or its ultimnte
desirability. Howsever, the concensus cf those who are informed on
Eur spean capacity to producs electric sguipment is that it may well
toke six or sevaen yeers instead offour.

Mrost 211 of the necessary equipment for the 5 billion
dsllar Mational! program, to add over 21 million K of capzeity,
is expected to be produced within the participating countries, There
are 300 millicn dollers of spacial zquipment which the CEEC antici-
pote will have'to be obtained from ths United States, The Is tter figure
includss such diverse elsments as vnlves, machine tonls and econstruc-
tion equiprant. Only a smell part would be slectrie squipmsnt and
apparntus,

In sddéition tc the large "mational® program thers is a small
Minternational® pregrem to cost shout 300 miliicn dollare end provide
caothar 2,3 1dlli-n B, It is proposed that the United Stotss provide
=11 of the squiprunt srounting to about teo-thirds of the totsl cost
T this progrovi,

Output I electricel gencraling, transmissiocn and distribu-
tion cquipment in this country is far above ths pre-wor level, Genora-
ting waquipment wbput apparantly is close to cepacity but, with addi-
tirnal suppliec of silicon stoel, cutput of transformers and related
equipment could be inersaged substantizlly., Industry <pinicn is that
it will teke yectrs 0 coteh up with domestic demand. EBven with some
Tarther increase in output of equipment it is a2pparsnt that zny large
increase in exports to mest Buropean requirsments would have to be at

the expense 2f domestic customers. The effect would be to postpone
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an zxpansion of glsctrical powsr capacity in this country with the
possibility of temporary shoritagss of powsr in soms srsas.

Howsver, the reported Buropsan requirements of slectrical
generating, tronsmissicn and distribution equipment from the United
States in 198 and 1949 are so smell thet they will not create any
najor difficulty. Generating and distribution squipment required
in the last two yzors of the program —— or possibly not until later —
bulk somewhat larger rslative to the capacity of United States squip~
ment producers. The total stated requirsements ars roughly one-~{ifth
of the current annusl rate of outleys for e¢quipment by United States
utilities., It should be possible, hcwever, to mest these requirg-
ments without serliocus inconvenience to elsciric powsr consuners in
this country if dumsstic squipment menufacturers will meke allowances
for such requirsments in ths feormulation of production progrems foer

1950 and 1951,
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F, Ironsportation.

1. Introduction-—The Problen., First, can the United States transporta-

tion system handle the aid progren requested by the CEEC without interference
with essential domestic transportation?

Second, what will be the imwact on our merchent marine of shipping such
a progran cverseas? What sheuld We our attitude with respect to the foreign ship~
building progren nroposed by the Paris countries, and its relation to the surplus
tonnage of war built vessels in our own fleet?

Third, what inland transportation equipment does Europe really need and
how mach can we safely and wisely supnly? What can the Paris countriss and the
bizonal anthoritics do to make the best use of Burope's inland transport system?

It can be assured that no probable aid program will nore then aaintzin
the high level of exports achieved during the first half of 1947, The burden on
United Stotes transport and the requirenments for shipping will therefore be no
higher than they have been, and prodably not as high,

2. The United States Transport Systen. BPBroadly spesking it is concluded

that if certain steps are taken there is no reascn why & forei:n eid progran
should interfere seriocusly with the ability of the transportation system to han-
dle the needs of the United States domestic economy. Ingofar ss therz is a prob-
len, it is a railroad vrchlemn. Our ports, our inlend waterways, out trucking
facilities and out highways arc in general adequate to deal with any demands like-~
ly to »e made upon them. Farthernore, insofar as there is a raillroad problem, it
is = problenm of freight car sup-ly, both box and open~ton. Other railroad facil-
ities will not te seriously strained.

During October this year more cars of revenue freight were loaded ;han
at any time since 1930 with nearly 25 percent fewer cars thén were avalilable at
that tinme, This record performrnce was not sufficient to neet vromptly every
request for rallreoad transportation, but except for coal it can be said that all

urgent and essential transportotion needs were filled, Thus the job the

Federal Reserve Bank of St. Louis



Digitized for FRASER

~EDm
railroads will be called upon to do is no greater then the job they have been
doing in recent weeks. If equipment can at the least be maintained they can
meet this challenge as they have met earlier challenges.

Whether there is a foreign aid nrogram or not, however, there ars two
denger swots that will have to be rather carefuPly watched to prevent them from
threatening transportation efficiency. These are the supply of box cars, vital
to the movement of cxport grain, and the supmly of open-top cers on which the
damestie as well as the export coal movement depends.

2. Boxcarg, Boxcars are tight now bocause boxecar ownership has
becn declining for severel years in the face of a rapidly mounting volume of
traffic, This year's bdbumper wheat crop has put an unusually heavy strain cn box-
cors which weg egpaclally apparent during September and October when car demands
are at their peak. Improvements In car handling have made it possible to meet
this peak lond without 2 erisis this year. But the margin is slim. There is a
1imit to what con be done with fewer and fewer cars., Advantage mast oe taken of
the breathing spell which the slackening demand of the next few wmonths shculd af-
ford to strengthen our bexeer pesiticn go that we will be in a position to meet
whatever demandg mey develop next fall with some insurance ageinst contingencies.

b. Open-Ton Cargs. Shorteges of open top eaquipment have been a

factor actunlly liuditing coal production in the United States in recent weeks.
Bxport targets for Burope have hed to be cut by 1.5 million tons for Neverber,
for instance, because of car shortages, These result partly from a continuing
docline in the oper~top car poepulaticn, and partly fron increasing demends for
these cars for hauling comindities other than eocal such as ore, construction ma-
terials, and the like, These c¢ther demends will inceresse next year rother than
dininish, Hence, if the esxport coal progrem is to be net without jeopardizing
the dowestio econony the downward trend in railroad ownership of these cars must

he revergsed, nnd even tetter utilization mast be mode of the ears we now hove.
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The present strengency in open tops is serious. Nonetheless, it is possidle with
vigouous action on the part of car builders, railroads, and shippers to secure
encugh cars by next year to do both the export job and the sssential domestic
Jows, 4s in box cars we are at the point of peak demend in October and carly
November. By this tine next year we can put outgelves in s position to handle
next year's peak more effectively,
¢, Cor Production. If these two tight spots are to be prevented

from developing into crippling Wottlenecks vigorous action mst be taken on two
fronts. The first of these is car production. The existing target of ten thou-
sand new cars per nonth is well below the combined capacity of the car duilders
and the railroad shops. This target has not been even approximately achisved as
yet, BEven 1f achieved, it would be inadequate to increase quickly enocugh the
available supply reailrosd freight equipment in this country. In addition some
cars for export to Eurcpe are »adly needed {f a transport breakdown there is not
to render the balance of the aid progranm fruitless,

The transportation situation requires that the car production target
#e raised to a ninirmm of fourtsen thoussnd cars per meonth. If experience indi~
cates that even higher cutput ig at all possible, the target should be raised
further. Efforts are new being made by the steel companies and the car Wullders
to arrange for the balanced flew of stecl necessary to bring car preduction up to
the target. These efferts rmst be pressed with the utmost vigor. If adequate
stecl cannot be supplied to the car builders in any other way it mugt be dene by
allocation., If the car builders are unable to malke efficient use ef the steecl
delivered to thern, ways rmst be found to correct the situation. There are few
prograns mere urgent for this country or fer Burope than the rehalkllitation ef
“transport te insure the ecarriage of freight and allew a margin of safety for

contingencizs,
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d. Car Utilization., ZEven if the ear preduction program reachss
the higher targets proposed above in the near future the expansien in our freight
car population will be painfully slow. Continued vigilance is necessary over the
utilization 2f our existing pool of cars if difficulties ars to be avelded, As
sugzested abeve, the record to date has been encouraging, But By continued spe-
cisal efforts the Committee believes that still nore work can be got out of exist-—
ing equipment. This is at least as mmch a matter for procuring agencies, ship-
pers, and consignees,es it is for the railreads thenselves. Timid and spasmodic
procurenent of grain, for example, can rosult in a highly unecononic use of cars.
The five day week in industry generally has incressed loading and discharge tinme
over weckends. Special incentives for overtime to expedite car turnarcund may
bz necossary.

a. Controls. Na special transportation sgency or new centrol leg-
islation seems to be required in connection with the foreign aid progran, Exist-
ing controls are administered fer the nost part by the permanent transpartation
ageneies such ay the ICC and the AAR., The special expediting that is needed te
keep continuilng pressurc on all cencerned for efficient car utilizatien can be
mach more effectively exercised througch these agencies than threugh any cemplex
administrative superstructure. Whatever agency is set up tc adninister the for-
eign aid pregran must have & keen recognition of the importance of transportation
Yo the plan as a whole, end rast stand ready to take action, formally or infore
nelly, o erordinn~tc procurement, transport and shipoving and to clear up pertic-
ular difficultics as they develen with the help and cooperatien ef the railread
agencles., However, any attempt to fermalize such arrangements in special legis—
lation weuld, we feel, bhe llkely to impede rather than to sngourags efficient use

of cars,
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3. Ocean Shipping,

a, Dry-Cargoe Ships. There is no shortage of dry cargo ships to
cerry any world commerce that is likely to develop under an aid program for the
next seversl years, but the tanker position may become quite critical by 1851 if
appropriate action is not taken,

In the face of a present world surplus of dry carge tonnage tie sixteen
nations represented at Peris have indicated their intention to build some 15%
million deadweight tons of shipping in the next four years. This will require
very considerabtle quantities of steel and other materials in short supply as well
88 a good deal of labor. At a time when stee)l for urgently needed inland trans—
port equipment—to mention dbut one item among many--is very scarce, the wisdom of
a shipbuilding program as large as that proposed scoms to us open to serious
question., The Paris countries dofend the program on the ground that the types of
vessels currently in surplus are not suitable for the purposcs for which their
new construction is intended. This is undoubtedly trus in part, but in an emer-
gency period like the present they perhaps could manage with some fonnage not
ideally suited to their purposes in the interests of concerving rosources for the
production of what from & world point of view are more desperately needed iiems,

The United States Government has in its possession hundreds of ships
that are not now being used and that will ncver be nveded by our merchant marine
under the most optimistic assumptions about its future., At present under the
sales policy of tho Liaritime Commission very few additional vesgels from this war-
built surplus are being offered to forcign ceuntrics, This policy should be
changed to permit foreign sales whenever we are satisfied that they will be accom—
panied by commensurate reductiong in Buropcan construction programs, On the
other hand, further sales of dry cargo ships abroad should not be made when such
sales, instead of substituting for foreign construction, will mersly add to the

foreseeable future surplus of
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tonnage. The United States neceds an active nerchant marinoe for national defenge,
and we mast not creatc conditions in which that merchant narinc connot survive,

Whatever transfers nay be arranged under tho above conditions, a consid-
orablc anmount of shipping will remoin undor the cwnership of the United States
Governments In order for this tonnage to contimue to be availablo for the car-
riange of csseatial cargees of ceal, graian, and other comnodities, it is lmportant
that Congress should extond tho authority of the Moritine Conmission to baroboat
charter thosc, vessels ot least one more year beyend the present deadline of
Marech 1, 1948.

To promote maximun flexibility in handling the Mnrshall Plan bulk car—
goes and to avoid the cost and adninistrative delays involved in nmoving bulk car—
riers in and out of the laid-up floct, a working regerve of at loast 100 Libderty
vessgsels should be nmaintained for roady avallability.

be  Toukors. Tankors present o soncwhat spocial problem. In the
first place tho positicn herc is one of prospective world shortage rather than
surpluss In tho sceond place, it is generally recognized that the great bulk of
Europc's required petroleun imports, nost of which will comc from the Eastorn
Henmigphere in the future, will and should be carricd in forcign flag vessclss
Hence it is appropriatc to transfer to forecign flag any United States surplus
tankers which arc not required for our own import progroms ingofar as this can
be done without Jeopardizing national defense.

The Connittce recomnends as part of thoe aid progran the transfor to )
forcign governments of some speeinl tanker typeos now ig loy-up. Thoso vessels,
consieting principally of nearly sixty Liberty tankors, arce not nceded by Unlted
States interests and they could be so0ld by the ropeiving zovernments to private
interests in forelgn countries for loeal currcncy.

~ The Committec also rocomnends the construction in Anerican yards of

sono now, large, fast tankers for the Anerican oil conpanics to case the
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prospective tanker shortage and strongthen our fleet available for defense.
These tankars should be designed in.coope?ation with the Navy se as to incormorate
such special features osg to spced, ete., as the Navy may desires Such construe—
tion would relonse additionnl musbers of our older tanker types for sale to for-
elizners. |

It is further suggested thet the presently planned balance between for-
eign construction of dry cargo and tanker vessels be shifted to provide for nore
tanker econstruction nnd lese dry cnrgo.

In order to ncot any possible tanker operating contingency Congress
should extend beyond Mnrch 1 the authority for operation of United Stntes Govern-
nent ownod tankers under general ageney agreenents.

4. Dollny Shinpinz Costs. The Pardis combrics estimate that thelr

gross dollar cxpensos for ocoan freight for the four year period will anount to
about $1200 nillion for dry cargo and $500 nillior for tanker freight charges.
It should be possible to reduce the total of $1,700 million to the neighborhood
of a billion dollars., In the first ploce the carge requirements with which the
Pnris Confercnce was working will be reduced soncwhat by lack of avnilabilities.
Second, their original figuro includes over $200 millicn to be paid forcign flng
vessels for ecarrying cargo to Burone from arcas other thon the United States,
Whatever dollars may have to be furnished for this purpose should he heldl to a
ninimir. Third, the tanker dollar freights ean be vory greatly reduced by the
transfers abroad and the adlitional foroign construction propesed. Finally,
the bulk freight rate assuned in the Paris caleulation is unrerlistically high.
It is argued that this dollar cost could be still further reduced if
United States would transfer additional vessels abroad for foreign flag opcration
in the bulk trades over and above those exchanged for reduced forelgn congtrue—
tion. Since it is not scriously proposed that the United Statcs should abanden

its liner fleet, the potential savings arc linited to the $500 nillion that
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Harops will probably require to covar dollar fraights on United States trenp
vossnls., Even this sstinate axasperatss the savings obtainable frem trensfers,
sinee under forei.m flaz thess vessels woulsd eontimie to heawo substantial dollar
exnensus, The limited financinsl sevings are not gufficiont to justify the drain
on Unitel States resources for nationsl defensc which such trensfers would in~
volve.

5, Earovaean Inlend Trangnort,

n, Genercl. The transport system of Yestern Hurope, which wes
¥rdly domeged by the YWar, hes wedo cconsideratle vrosress towsri recovery., Xever-
theless, it wns barely able to squeric through the wintor ol 1848-47 without »
major breakilown chiefly rs a result of erises in Westorn Germy ny. There wers
instances in which food spoiled, corl had to 2e stoclpiled at nines, and rew pe-
terials could not get inte the productive procesgs for lrck of adequate transport.
It is cleer that this is on~ of the rneost vitel spoets in the whole foreigm eid
progran, since if Eurcpe'!s transport system csnnot carry a ninimn lcad, irmorted
corpindities grmnct be Afstributed, an? it is useless to hope for a revivel of the
Europenn ceonony,

This is mostly » proble: of effentive action in Eurome, and cepoecially
in the Bizone, althoush even with such setion help fron the United States in the
farn of equipnent ani raw naterinls for eauinnent will bo required. Seruany lies

at the heart of the nmrodblen for tirs: reasons. Firstly, frermeny is physically in

tho niddle of Europs nnd nany of the shortest routes betwecon other countries lies

across Gerwen territory. Secondly the licst fmmortant sin.le vroduction prodlenm
on the continent from the standpecint ¢f the Paris countrice is Hahr corl, and
without zdequate Gernan $ransport facilities Ruhr cocal cannot be distrivuted to
the YWest. Thirdly, » principal bdarrier to the roestoblishrent of afficient
transyort scrvice in XTurons is the §ifficulties placed in the way of the inter-

national movenant of onods by the laek of currency convertibility. This probdlea
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is nore serious between Gernany and the rost of Furope than betwesn eny of the
Paris countries. Such steps as are recoruendsd elsewhere in this report for ro~
storing nornaley of operations in the Germen econonmy generally will have a nore
veneficial effcct on Buromean transport then any other one factor., But a minimel
rehabilitation of the Gormsn trensport systen 1s itsclf a necessary condition for
the restoration of cther nornnl functions of the Gernan econouy.

b. Railwny Eauinient Requirenments. The Paris countries report
that, if they raceived adequate supplios of raw materiels, they con supply all
their own needs for trsnspvertation eqnipment (exeent possibly railroad pagsencer
ears) nnd in addition produce a surpius of 124,000 cars over the four years for
export to the Bizone, Their stated necds do not appear to involve any unreason-
sble increase in traffie cver current levels., Unfortunately, however, they scem
to have grossly overestimated what they con do to expand their own car supnly.

It secis most unlikely that they will be able to help Germany to any significant
de,reec. In fact, thoy will have to put . resat crmhasis on their repair progrems,
make waximum use of their woterway and highway facilities, ond utilize their rail-
roads as efficiently as vosgsible in order to mest their own winioum requirements.

c. Self-Heln ideagures. The Paris Conference countries should nush

forward with a number of measurcs of self-help to improve their own transport
position., Their inland transport program, includin. new oproduction, replacement,
snd repair, will require some 16 nillion tons cof ste:l over four yeors or about
one—twelfth of the totsl stocl they hope to have avnilable., Unless thesse coun-
tries place a top pricrity on stecl for transport vurposes their transport systens
will not Be able to meet the demnnds of reviving Eurconean production. The United
States should urge Paris Conference countries to zive tronsportation reguirements
top nriority for procursuent of stecl, ILesz ossentinl uses such as shivbuilding

should take second place. OCtherwise aid will not be effective,
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There has been insdequate attention paid in Burope to the nseds and
possidllitics of internatiomal highway iransport. For the most part trucks can—
not nove across national bounderi.s, Progress st be made with an international
convention or with hilateral agreements facilitating international trucking. The
Euronean countries ghould give consideration to the continuved import of trucfs
from this country (which the United States can easily supvly) as a neans of re-
lieving congestion on the railronds,

The retvrn of railway cars to thelr country of origin is essential to
facilitate repair. Thig dcpends on the reestabiishnent of the car exchange ar-
ran:enents in operation before the war., Difficult questions of cwnership con-
tinus to arise which could prolong negotiations for such o schems for many
nonthe, Thls delay st not be allowed to occur. The solutions appropriate to
thege problems mist be worked out by the countries concerned in whatever fashion
they ses fit, The United States azencies which are responsible for onerations
under any econcnle assistance program should insigt that effective solutions e
arrived at, and quickly.

d, The Germen Trangport Problen, The Bizonal authorities have

stated a requirement for forty-one thomsend new freight cars by the end of 1948,
If they do not get these ears it seems prohakle that their servicahle cear park
may well fall hy that time by as mich ag soven or eisht percent below the criti-
cally low leval of Januory, 1%47. The requirenent as stated seems 2 reasgcnabdle
one, even assuning an effective repair program and arrangenents for a fuller use
of the Hhine and other waterways. On the other hend, the freight car pesition in
this country is so ti.ht that the United States cannot safely and wissly plan to
export during 1948 the munber of cars requested. To strip our own railway systen
to the point where the export progran could not be handled st this end would be
to cut off our nose to spite our face, However, the Committec does recomaend

that every effort be made t9 supnly from this country some twenty thousand
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freizht cars (the equivalent of about ten thousand donestic cars) for Geraany
during 1948.

These ears, however, which will not sclve the German ftransvert problem
by any noans, mast not be regarded as in any degree a substitute for an intensive
repoir progran in Germeny which must be nressed with the utmost vigor., Adecuate
stexl for this repeir progran is even rnore irportant than new cars,

Furthermore, the surmly of these cars, vital as 1t is in nmeetin: the
i:: .cdiate vroblem, is in no sense a long run asoluticn to the German transport
problen., HMore fundamental sfeps mast be token to nse the Rhine and othsr wator-
woys nore effectively, and to intesrnte transport rehobilitaticn with a coapre-
hensive plen to bring the German econony up to the restricted levels of setivity
naw agread to.

The Rhine, norually the backbone of transport for the bulk exports of
the Ruhr, is not now being fully utilized becausge of a dise;reement over financinl
natters. There is now very considerable tug »nd berge enpecity lying idle in
Eolland and Belglun because the Bigzonnl suthorities and the Netherlsnds and Bel~
ginn -overnments cannot a.rToc on & plan for the recivroecsl uge of the Zhine by
the river vessels of a2ll threc countries. This plan as recently discussed in-
velves using the Low Country ports for the =movement ¢of cargp destined for the
Bizone which now pesses through Hambﬁrg and Brecmern, The Low Countries feol they
gheuld get some current return for hendling this esrgo, while the United States
nilitery suthoritics contend thet their spnropriations will nat perait them to
gpond any ndditicnal dollars on coran hendling chorgres. I this natter coul? be
settled, the sesulting clenring arrangenents i hit perniit the movenent of ng much
as 10 :il1lirn tons more coal a year from the Buhr. In cases such as this where

inndequste apvronriaticns for OHGUS are limiting the effectiveness of Buropern
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transport facilities the United States should certainly provide the relatively
sﬁall additionsl amounts necessary to reestablish normal Rhine traffie, It
would be the helght of folly to vermit & small financial impediment to stand in
the way of an improvement in transport whick could make a major contribution to

the rccovery of Germsny and EFurone.
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G. Obther Machinery

In addition to the prograns specifically covered
by the technical committeds, the CEEC report includes an
item of 1,148 million dollars of other equipment required
fron the Anerican continent "to create new capacity or to
restore or replace damaged capacity.' No indication is
available as to how this estinate was derived or what is
includeds Hence it is not possible %o draw any conclusions
as to the reasonablencss or the urgency of the requirenent.

There is in addition an unspecified anount of
equipnent and parts required for normal repairs and replace-
nentss  On the other hand, the equipment requirements
reported by the technical comittees—~and discussed elsewhere
in this report——include materials, such as steel pipe, as
well as machinery in the narrower sense, The total anount
of nachinery imports included in their h-~ycar progranm
appears to be in the neighborhood of $5 billion but this is
only a rough ‘approximation,

In nost instances it has not been possible to
segrogate the machinery items in the import requirements so
that they can be related either to United States! productive
capacity or to prescnt exports. In only two instances are
the requirement estimates cven approximately equivalent to
Anerican production and export data, These are agricultural
and railroad equipment. Deducting these two programs leaves
a balance of over §3 billlon of other machinery, or roughly
$800 nillion per year,
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Total exports of producers machinery from the Unitgd
Status to these countries, excluding the sane two categorics,
were at the annual rate of less than half a billion dollars in
the first half of 19h7. Allowing for the eruvdity of the calcu-
lation; and for sone uncertainty as to the basis of the dollar
valuation, it wouwld appear that they are asking for substantially
nore bhizn they have been getting.

Some indicaticn of the conposition of Zuropean riachinery
requirencnts can be gleaned from recent United States exports to
that orca. In the first half of 1947, and again excluding rail-

road and agricultural-cquipment, these were made uwp as follows:

ietal~rorking nachinery 22 percent
Trucks 11 1
Construction and conveying

equipnient 8 u
Office iachinery 6 "
Textile, sewing, and shoe nachin-

Ty h n
all other L9 w

With sone inportant exceptions, notably machine tools,

dziand for rost itews of producers cquiprent is well in cxeess
of douestic production. tput is limited by shortages of
steel, particularly shoet and strip and particularly wvhere steel
is a ralatively large part of the value of the finishcd product,
Cutpul of wany itews is also limited by plant capacity. lioderate
increases in produection are expectod over the next year as
additional steel bocomes available and additional capacity comes
into  operation,

The very high donwstic devand reflects in part the

wartine accrual of replacenents, and in large part the effoet to
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expand and nodernize vroduction facilitises quickly to meel the
necds of 2 rmuch higher than pre-war level of national output.
Maintaining or increasing cxports of equipnent mecns delaying
that process and spreading the hacklog of domestic demands over
a longer period of time, Even tobal clinination of uxports,
however, would not halance supply and deuand in inporiant
instanccs,

In general, the forcign demand is also far in excess
of the recent rate of exports, Howvever, only about one-fourtn
of those exports have been going to Europe. As the gold and
dollar balances held by the rest of the world arce exnausted
thore oy be sone decline in non-European exports and, thore-
fere a greater availability for FEurcpean aid, cven without any

dgliberate policy of diversiocn.
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H. Qther Goods.

1. General. The CELC report presented a very lar.e figurce, not broken
down into detailed commedities, for miscellsreous requirements, Some of these
£oods have been considered in previous parts of this report in the sections to
which they are relevant; thus, account has been taken of ships in the transport
gection, of pipes an& tubesg in the section on iron and steel, and so forth.

There remains a considerable number of other items for which no speeifio
requests were submitted, but which were covered into this miscellanecus category.
In the absence of detailed data, no gearching examination has been possible. The
GComnittee nevertheless believes that the export, even at present rates, of some
of these commodities will exert »~n inflationery effect on the United States eccon-
cuy, although some others may be in relatively free supvly. Ir view of shils, and
of the fact that Buropean production of these soods may ilncreasc during the lat—
ter part of the four-yecar period, the Committee recommends that desisions as Vo
the appfopriate level of exports be left to the administrator of a Zuropean re-~
covery progran. The agencies progently char -ed with cperation of export controls
should contlnue to exercise strict regulation of such exports, and they should
consult with the administrator of » European recovery program as to the extent to
which exports of these gzoods arc sdvisable.

Data on the amounts which may bde availeble for export are indicated in
the table on the following pase, It must be emphasized, hcwever, that the fig-
ures which are shown under the herding "Available for Export™ ars not necesserily
the amounts which the Committec regards as advisable to furnish to Europe.

Comuents on several of the conuodities, on the basls of meaer stotis-
tical daka, are nr;sented belowa

2. Cotton., Prelininary analysls of the CEEC Revort indicates that in

1947-~48 the European demend on the United States for raw cotton will be irn the
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AVAILABLE SUPFLY, U. 2, COHIUKITION, 4AND
AMOUNT FOR EXPURT GF SBELLCTED CCMnCLITIES, 1948

1948 Estimated ivailable Current Rste of 1
Potential 1948  aveailable U. S. for Export Exports{1947)
Commodity Unit Production Imports Supply Consumption Jctual 7 of Prod. actual % of Prod.

Textiles 3/

““Raw Cotton Mil. Bales 11.52/ o2 11.7 9.5 = 2.2 18.8 3.5 1 29.7
Linters 1,000 Bales 1,23C 106G 1,330 1,250 EG 6.5 &0 4.9
Cotton Cloth ¥il, Sq.Yds. 11,118 30 11,148 10,148 1,52C0 9.0 900 8.1
Rayon Fiber Mil. lbs. 1,G75 50 1,126 1,080 45 4,2 45 4,2

*Reyon Febrio Mil. Yds. 2,085 3 2,033 1,798 240 11.8 240 11.8
Cotton Tire Cord 1,00C 1bs. 290,000 ¢ 290,000 164,000 106,000 3646 13,000 4.5
*Rayon Tire Cord 1,000 lbs. 16,000 G 21G,600 181,000 . 19,600 9.0 19,000 9.0
*Hard Cordage,Rope & TwineMil. 1bs. 506 56 661 558 6 1.2 3.6 7
*Row Jute & Butts Long Toens 4] 95,000 95,000 95,00C 0 ¢ 0 O
*Burlep & Jute Bags Nil. 1bs, 5CC 40 540G 520 20 4,0 Y {¢] 4,90
Lumber HMil. Bd. Tt. 35,500 1,266 30, 70U 35,70C 1,000 2.8 1,000 2:8
Pulp and Paper
* Total Paper & Board 1,600 Short Tons 21,800 4,080 25,860 25,1995 665 2.0 355 1.6
*Total Peper FProducts 1,006 Short Tons 12,0CC 1¢ 12,01C 11,760 25¢ 2.1 120 1.0
*Total Wovd Pulp 1,6G6C Short Tons 12,300 2,200 14,700 14,510 180 1.5 135 1.1

* Indicates commodities wherc dimestic demsnd will exceed supply repardless of experts,

_5/ Based ¢n first & months 2/ 194647 crop .E/ Assuming this level of mill eccpsumpticn
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Cowmpditl

Ieather
“#Sole,wolting & offal,
bevine
*Upper and Lining

xGlove and Garment

leather Mannfactures
Baots and Shoes

Rubber
~ FPass, Car Tires
Truck-Bus Tires
*Conveycr Belting

AVLILLBLE SUFSLY, Ue. S, CONSUMPTION, JND

~MOUNT FCR EXPORT CGF SELECTEL CCLMODITIES, 1948

Estimated
U‘ St

Lvpilable
fur Export

Current Rate of 1}
Exports{1947)

Censumption Actual % Of Prod. Actutl % Gf Prod.

(Continued)
1948

Potential 1848  Availatle
Unit Production Imports  Supply
1,000 1bs,. 38G,000 5,150 385,15C
1,000 sq. ft.1,315,000 16,00C 1,331,000
1,000 sq. ft. 430,000 1,750 431,750
1,000 prs, 475,000 3,000 478,000
1,000 units 70,059 0 70,089
1,00C units 15,803 0 15,803
1,00¢ 1bs, 50,000 0 506,000

377,906
1,285,400

421,750

471,006

61,425
10,675
50,000

7,250
45,600

10,000

7,000

§,634
5,128
0

* Indicates commcdities where domestic demand will exceed supply regardless of exports.

i/ Based on first € months 'g/ 1546-47 crop ‘E/ Zssuming this level of mill consumption
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1.9

3.8

2,3

5,260 1.3
47,860 . 3.6
12,125 2.8

7,200 1.5

1,698 2.4

1,693 10.7

6,600 12,9
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neighborhood ¢f 2.5 million bales. This will certainly bs at or near the upver
limit of cur ability to export, and, unless mill consumption declines consider
ahly from the 1946-47 level, may be mere than we can achieve., Careful screening
of requirements and irtelligent adminigtration of sxport controls will be neces-
sary if exports of such maznitude are made during the 1947-48 erop year. In
succeading years It seems probeble that increased world production may relisve
the situation to some extent.

3. Other Fiters. The only other textile fiber mentioned in ths CEEC
Raport wasg wool. Ag the United States is a net immorter of wool, there are no
aprarent regquirenents for that cormodity from this country. It apnears that
world supvlies will de andequate, although mill consumption ot present rates will
reduce world carry-over to some extent. There have been no indications of any
requirémonts for royon, jute or cther nataral fibers. It ig folt that whatever
needs develop within the narticipating countries will bs met by sources cutside
the United States.

4, Timber. The world, including the United Stutes, has an inadequate
supply of softwond timber and of the better—quality hardwends, Althouph the
available datn on European reouirements do not show clearly what kinds and grades
are wanted, indications arec that the demand will be heaviest on the more critical
itens, those that are in short supnly in the Unitzd States. If some flexibility
fs tc grades nnd sncciss 1s permitted, it would sesm that the quantities of tim-
ber vroducts neadel fror Arericsan scurces over the four-year verilod, sround $418
nillions is within reason. ilre detail ig needed as to the requirements of
equipment for 1agzging, sawnills snd vereor mills. It ig felt that some scaling
down ma¥ be necessary in this srea, particularly in view ¢f the fact that it is
deubtful that the full request for $57,330,000 from the United States could be

met 4n the four year period,
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5¢ Wood Pulp and Paper, Thero appear to bo no rcquirements on

the United States for wood pulp or for paper., The United States will, in
1948 snd sucoceding yezrs, be in a pesition to oxpert sizeceble quantities
¢f papor precducts if nocedoed for Europcon rocovery. This will only bs
truc in tho event that thers is ne importont divorsion of the prescnt
shipments cof Scandinavian pulp te United Statos menufacturors.

6. Hidos, Loathor and Shees. In the CEEC Repert no details

arc glven as te rcquiroments ¢f hides, leather and shoese. As Europe doos
not traditienally imoort any sizoable anmcunts ef thosc commoditics from
the United States, it is folt that dorands ir this arca will prebably bo
small. Therc aro indiecations that thoe requirements during 1948 may be in
the neighberhooud ef 1,000,080 cattlo hides, This is very cleso tc osti-
rated oxports fer 1947, which havoe preduccd o shortogo on tho demostic
markot. If the unusually high domostic cattlo kill is not comtinuocd in
1948, it is prebablo that cxports of this mognitude would result in a
sovore strain on tho Unitod Statos lcather and shoo producers,

7. Rubber Preducts. In the ficld ef rubbor prreducts, fow prob-

loms are presonted othor than cenvoyor bolting., All tronsportation itemrs
arc in froo supply ond proven capacity is availoblc to preduco at a rato
for greator thon any feresecable domand. Orude rubtor is a stratogic
metorial which oould Bo purchasod for adding to tho Government stockpilo
samctire in the futuro whon the world supply~domand positien would pormit,
Convoyer bolting is the enly major rutbor preduct whero a

sorieus shortago oxists. Prodection capacity is being inercascd, but tho
cutlook for 1948 is that demostic domand will excocd the tobal preduction
for that yoar, Roqucsts ef tho Europecan nations for 1948 alenc aro equal

te obout enc-half of tho United Statos estimeted produstion, The Committec
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recommends that thoso requosts be esrcfully scrooncd with rospoct te how
much conveyor bolting could actually bo put to uso in Europoon soal minca
during tho noxt four ycars and particularly in 1948,

€. Chomicals. Roquiroments eof shomicals worc net givoen in tho

CEEC Ropert, but cstimates havo boon made that indicato that tho total
demand in 1548 en the United Statos may bo in the noighberhemd of $260
millions. As tho total ostimatod output ef the United States! chemicel
industry is around $9 dillions onnually this figure roprosents & very
small portien ef tho tetal. Novertheluss, there are some criticnal arcas

Wwhere any inorcasc in cxpoerts cculd have a sorieus cffool en tho dcmostie

industry.
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VIi. THE MAGNITUDE OF THT PROGRAM

A. Nature of the Calculations.

The analysis in section IV on requirements and availabilitles indicates
linmits on thc guantities of a number of key commodities’that can be made svailable
to Europe. It is now urgently nsccssary to estimete the oversll cost and it is
understandable that Anerleans and Eurcopeans attach great significance to any such
estimate, whether it is the CEEC cstimate as & measure of Eurcpean need or an
American estisate ag a measure of what the United States can underteke, This sec-
ticn of the report sets forth estimates of overall magnitude, But in presenting
them, the Committee wishes to make two observations, hoeth of whiech are warnings
agpinst overenphasizing the importance of any such fizures of overnrll dollar nag-
nitudes.

The first observation is that, while total nagnitudes haeve to be ex-
presssd in dollars, the basic decisions should be mnde not in terms of amounts of
noney but of quantities of goods., This has nothing to do with administration, It
does not mean that any part of a program of Anerican a2id should necessarily take
the forn of the supply of commodities rather than the transfer of funds., It 1ie
rather » way of emphasizing the fact that the real cost to the peovle of the United
States depends upon the amcunts of goods and services supplied; that is, the real
wealth transferred to the ;overnments and people of other ccuntrles. 1t does not
depend upon the size of entries in books of sccount.

The second obsarvation hes to do with the nature and imperfections of the
figures, For reasnns explained in section III on the Xuropean recovery problem, the
amsunt of American ald regquired can be estimeted only by calculating the foreizn
exchange deflcit of the participating countries. To make such a calculation even
for a limited verind it is necessary to engage in a kind of econonic forecasting
which is subject to a wide range of error, ne matter how honestly and corefully

done, ZFurope's impcrt noeds are affected by the amount of coal thet is mined in
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the Ruhr, the severity of the winter, the size of European crops, and rates of
production in many European industries beside mining and agriculture. 4&n estimate
of whot Europe will actually ifrmort rmust take account of the avallsbillitles of
supplies elsewhere in the world, European exnorts depend directly upon produ'.éﬁion
and that, in turn, upon imports. Unpredictable thousgh they are, EﬁrOpé's imports,
exports, and production can be more reliakly forecast than can the prices st which
Eurcresan exnorts can be sold and the prices that will have tc be pold for imnorts
of fo0d sand raw materials. Yet a change in the forecasting of any one of these
alters the estinate of the foreign exchan.e deficit.

Because of the inherent impossibility of narrowing the margin of error
to a tolernble size, no honest man will try te decide at this tine how much atid
Europe will need z2nd how ruch it weuld be wise for the United States to glve for
a periocd ag long as four years. Moreover, grave eonsequences would follow fron
any 11l-advised attenpt to achieve a finallty for which there i3 no bhasis. 4 rigiad
celling set ton low would provoke ancther erisis; one set too high would encourace
waste., Nor is finslity necegsary. Presumably, fundsg tc cover most of whatever
progran is approved will be provided by Congressional espwropriation or by a publie
eornoration whose annual budgets would be sudbjeet to Copgressional review, Henee,
the final decision will be made year by year; adninistratively, the unprediect—
ebility of the need will be recognized. However, the Americon pesple have a right
to know what 1g likely to be the ultimete cost of any commitnent upon whiech they
enter, Aecordingly the estimates presented here are in the form of a renge of
peasibilitice defined by an upper and 2 lower 1init rother thean in ternms of o
gspecific fizure. ZEstinates in this form of the magnitude of the whnle progranm
migt be supplemented by nore precise flgures eovering the first year,

B. The Burden on the United States Treasury.

The Conmittes helieves that the burden cn the United States Treasury

in the forn of grants and loans would he approximetely $5.75 billiions for the
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first calendar year of the program and between $12.5 and $17.2 billions over the
whole four-year period. If Aumerican aid is prowpily mede aveilable so that the
erlendar year 1948 may be taken as the first year, the unexpended portions of
appropriations already made for aid $o the participating countries will cover a
pert of the cost. It is estinated that approximately thres—quarters of s billion
of such funds will remain which would reduce the amount of new appropriations
needed to approximately $5 billions.,

Thege figures do not repregont the full foreign exchange deficit of the
participating countrics., The way they are caleculated i® suwmarized on the follow-
ing pages in Table I for the year 1948 and in Table II for the yesrs 1948-51. The
first step is to estimate the imports that the Buropean countries will need from
the United States and from Canada and DLatin America. This is the major cost
that the countries in question have somehow {0 cover in currencies other than
their own. Next, it is necessary to estirate the participating countries’ em~
ports to the Western Hemisphere. To the extent of their exports they will be
paying for their imports with their own production. Although exports and imports
are the two largest elemonts in the balance of payments, there are other costs
they will incur and other rovenues they will receive in the currsncies of the
Western Hemisphere countries. One cost is that of supplies for dependent terri-
tories. Another is for services of all kinds, especielly shipping services. The
revenue ltemg include earnings on their remeining investments in this hemisphere
and what we pay for shipping and other scrvices. All of these items are summed
up in the third snd fourth limes of Tables I end II, The result is a figure for
the estimated balance of payments deficit which measures the excoss of the cosis
and must be met by the participating countries in the Western Hemisphere over
their revenues fron the Western Hemisphere.

It is impossible to go further in the calculation without encountering

a nejor complication. Plainly, the size of the European balance of paynents
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- Toble.I~-Balance of Payments Projection 1948
(Billions of 2ollars) '

CEEC Low Availability

Other Total Other

USA  Americe Anerica US4  America America

1. ImPOT S, ueevenrennsecansocnavossoncasanas . =5.93 -3.2L -9,17 -W4.3% -2,90
2 EXPOT . i eteiitrnercnnsnsassnsananseasness £.85  £1.31 f2.16 L.70 1,10
3. ¥et position on invicible accomt,......... -. Rk -.02 -.5% - k5 £.09
4, Yet position of dependent territories...... -.35 ~.11 -6 -, 35 - 11
5. Unadjusted Balance of Payments,.....ccveusn. -%.99 2,06 -8,05 b U5 1,88

Terms of Trade aAssumptions:

6. Assumption of stable pricce of imports...
7. Assumption of falling prices of imoorts.. —

Adjusted Balance of Payments:

2. Assumption of stable prices of imports...
9, Assumption of falling prices of imports.. ~3,05
10. Fon Treasury Financing...v.veeeececeneesees f.92

Financed from United States Treasury:

11, Assumption of stable prices of imports...
12, Assumption of falling prices of imports.. .13
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Tetal

-TQ 3}.
#1.80
~. 36
- lh

—6. 33
~.55

-6,88

-6,33
#1.10

High Availability

Other Total
UEA Amerlen Ameriea

-5.05 -3, -3.46
£.85 131 £2.16 L
-u2 £.06 = 3@
~-. 30 - 10 ~bo !

g2 -2k -7.06

e 63
-7.69
-7.06
£1.35

6. 34

5.71



8.

9.
10.

11,
12,

Table .II--Balance of Payments Projection 19Ug-51
{Billions of Tollars)

8111 o7 3 of - O eiees
BRpOrtS. s isnctrcvinsssscssorercornnscassn
Net position pn invisible account........
Net position of dependent territories....

_Unadjusted Balance of PaymentsS.....e0viue

Terms of Trade Assumptions:
Assumptlan :05.stable .prices. of. imports.,,
Assumptien of falling prices of imports..

Adjusted Balance of Payments:
Assumption of stable prices of imperts..
Assumption of falling prices eof imports,.
Non Tressury Floancing..vveevvenevonsaces

Financed from United States Ireasury:
Assumption of stable prices af imports..
Agsumption sf fzlling prices of lmports,.
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USA

-21.03
£4.67
1,58

-.39
~18,33

CLEC

Other
Aperica

~14.0%
$1.63
f.0l
-.27
-6.68

Total
América

-365.08
£12,30

-1.57
-.66
-25,01

f2.57

~22 Lk
£3.13

19.31

Low Availability

USA America America

~-14,91
F4.10
-1,28

e 33
-12,42

Other

-13,31
#6.50
;.50
_033
-6, 6k

Total

-28,22
£10.60
s ?S
~.66
-19.06

-0
f2.08

-19,10
~16.98
{u.Lg

14,62
12,50

High. Availability

USA

-18.60

. 68

~1.02

Other

~15,61
£7.63
£.50
-.29
~7.87

Total

-34,21
£12.31
~.62
-u6
-22,9%

;ET52

~-22,98
-20.,L6
£5.82

17.16
14, 6k

America America

~q27~
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deficit will very directly affect the prices the Buropean emuntries will have to
pay for FBuropesn imports, If prices decline, they will Be able to buy needed fcod
and raw materlals more cheaply; if prices stay at present levels er rise further,
their imports will cost them proportionately more, The CEEC mede its calculatiens
on the basis of an assumption the Committee believes to %3 unrealistic. However,
to rest any ccnclusiens on any specific assumption as to the behavior ef prices
introduces into them an unpredictably large element of uncertainty. Therefore,
two alternative assumptions have been empleyed. One takes account of the present
high prices and allows for little price detline in the next four years, The othor
is the optimistic assumption employed by the CEEC that the prices the European
countries pay for their imports will decline steadily. Yhe estimate of the balance
of payments deficit has heen adjusted on the basis of each of these two agsumptipng
and the adjusted figures are those in Lines 8 and 9.

The resulting adjusted deficits are considerably_larger than the esti~
mated burden kecause they will not have to be covered in full by grants er leans
from the United States Government. In order to arrive at the cost of the program
te the United States Government &t.least threc deductisns must be made from these
figures, First, whetever dollar funds the Internationsl Bank makes available for
the financing of capital develepment programs will serve to ueks up a part of the
deficit., Second, unless it is contemplated that the United States Government shall
make up the entire halance of payments deficit incurred by the European nations in
their trade with Conada and Latin America, a further deduction oan de made for
that proportion of it that 1s cevered in same ethor way, Third, there will almost
certainly e some private capital funds available to finance Eurcpean governments
and enterprises, especially in the latter part of the period, The American cor-
porations that have branch plants, for instance, will probebly have to provide some
such funds, Effective monetary and exchange st=bilization would make some European
private dollar balances available., A successful recovery progran will certainly
rlace & number of the European

~=62027
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governnents in a position to go to the private capital market before the four
years have elepsed. These deductions should totel between $1 and $1.25 billions
in 1948 and from $4 to nenrly $6 billions over the four-year period. The estimates
get forth sbove of the burden on the Treasury are arrived at by making these
deducticns fron the adjusted balsnce of payments deficits.

The final results appear in Lines 11 and 12 of Tables I and II. As to
the cost of the whele four-yecar program, the lowest figure arrived at by the
nost favorsble combination of asswiptions is $12.5 billions: the highest is $17.2
billions., There is a sinilar range of possible estinates for the year 1948. How-
ever, certalin possibilities as to the first year cen be discarded as Highly un—
realistic. It seens particularly unlikely that European inmports can he bought
during the next 12 monthg at the prices that prevailed last July, in view espe—
cially of the large increase in the price of food that has taken place since then-
and the world shortage that seems certain to contlinue for snother year at lsast.
Consequently, the range of figures for the cost to the Treasury that is believed
by the Comnittee to be relevant is from adout $5.5 to just over $6 billions, It
is recommended that planning proce:d on the Basis of the figure of $5.75 billions
as gstated above.

C. Europeen Irmports.

This statement of conclusions necds to be supported and expleined by
some reference to the underlying estinmates. It is logical to begin with the
figures for EBuropean imports. Certain iiport requirencnts appear to have been
overstated even as requiremnents, However, those for foodstuffs and for most
consuners goods have not, and probably raw materiasl requirenents are reasonable as
such, But certain of the figures for capital goods and equipment are decidedly
high., The most extreme case is that of agricultural machinery, The amount stated

to be required is so large thest there is the gravest doubt as to whether it could
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be utilized by the importing countries even if 1% could physieally be made avail-
able eand its import could be financed., HMining machinery is enother case in point.
Although 2 high priority 1s and should be attzched to expanding ceal production,
e highly competent atudy by the Buropenn coal orgenization suggests the requirement
nay be lower than that stated by the CERC,

Far wore serious than the over—statement of needs is the revision in
import estimates reguired by limitations on supmly in the United States and else-
where. Total food and fertilizer imports will almost certainly bde $3 to $4 bil-
lions less over the four-ysar period than those preojected in the Parls programn,

The supply limitetion will be serious in the cese of cotton and non~ferrous netels
and 1t will be the controlling factor with regerd to shipments of many types of
equipnent and machinery fron th2 United States.

Revised estinetes of imports are set forth on the following page in trdle
III in comparison with the Parils figarcs. 4As the morgin hetween the two alterna—
tive gets of reviged estinates indicstos, thore lg grenter uncertainty corncerning
imports fronm the Eagtern Hemisphere thon those fronm Cenada and Latin Anerica or
froem the United States., Total imports from the United States for the four-year
periocd are estimeted to be fronm $2.5 to §6 billions lower than estimated by the
CEiC when adjusted in the light of suprly possibvilities, However, the revised
figures for shipments from othar Yestern Henisphere destinations range from threo-
auerters of a billion bhelow to $1.5 billion above the UEEC figures. Thz Paris
estinntes of what woﬁld be available from Canada and Latin America would appear to
have been more realistic than their ap-raisal of thc supply position in the United
States.

D. Furepenn Exports
1t is more difficult to mrke nny reasonnble estianrte of Europenn exvorts.

Since the physical avallability of supply will be the liniting facter on imvports
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Table 1T A, <=£l Ctates Import wequirements for 16 rFarticipating ‘ountries

and 'estern lermany

(In hillions of aollars)

Imports of Commodities Jovered by Paris
Technical Committees

fommodities
1. Tood, fesding stuffs and fertilizer
2. Coal and other s0lid fuslS.eesscess
3. Patroleum products.ievescocscnsscens
h. Iron and stecl productSicevevecssas
50 Timber.................-...........

Equipment
6. Agriculbural m2achinery..esvessovess
T ¥ining machineryiveiesescnsovnccnss
8. Electrical equipment.ssvssecesvores
9. Petroleun equipmentescvvsccocovseas
10. Steel plantS.ceerisrreonsanssrsanes
11, Inland transport equipment..seecess.
12, Timber equipment. cieveviesvsorensnas
13, Sub-~total prosrammed items

Other Imporis

1. HAChINerY, N.CeSssesssrrersrorrsonsons
i5. Unspecified.veeressesseveansososasnans
16, Total Imports (13£1LA15) . eeeeceronronsess

.3/ BEstimate of dollar costs for petroleum imports from all sources.
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128 Total 1948-1951
Other rastern Uther kastern
USA  America  Hemisphere USA America Hemisphere
1,1152 19856 1;937 53910 7,80? 5',732
3112 - 255 ‘6 — l, 515
512a/ n.d. n.d. 2,137a/ n.a. n.a.
319 - L3 1,292 - 1ué
96 170 253 351 621 1,417
370 - Ied, 1,188 _— N.a,
80 - n 220 - "
150 — n 500 — "
165 — n 555 J— ]
100 - n LOO - H
203 - t L%0 — n
10 —_ 1 32 —_— "
3,853 2,026 2,488 13,791 8,428 12,8310
287?_/ - n.a, 1,11-‘8 — .4,
1,787 1,212 2,211 6,086 5,619 9,368
-5,927 -3,238 -i4,599 -21,025 -14,047  -22,198

b/ Partial estimate,

-BgG—



Tabple 1i7 B, w=stimated Imports of 16 Farticipating Countries and
.estern Jermany 2ssuming Low .vailability
{™n billions of dollars)

Imports of Commodities Covered by Paris
Technical Committees:

Commodities:
1. Food, feeding stuffs and fertilizer
24 Coal and ether solid fuelS....sveea
3. PetraletM.iasaserssrnrssassssocanosn
L. Iron and steel productSceiesscvecses
5’ T-imber..‘.:;'-‘.:.......":‘:’Hﬁs‘sdn.’:c
Equipheyt:
6. Asricultural machinery.s.ccesaceevoe
7. }-ﬂlning machinery...-n.u..........
8. wlectrical equipment.....ccevevinnes
90 Petroleum equipment....--......-...
10. Steel plants...”...........-...uo
1. Inland transpord equipment..sseeeee
12, Timber equipment...ccisceesosacnnse
13. Sub-total programmed items
Qther Imports:
ik, HAChinery, Ne€eS.iuicccevessscssssassons
15, nspecifiedicesciscesvscnonrcnsssnosss
16, Total Imports (13£1LA15) cevevvonsvcovnres

a/ Estimate of dollar costs of petroleum imports from all sources other than 1,3.:.

b/ Estimate of imports not available see foetnote a/.
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1548 Total 19481901
Other kastern dther tastern
USA America temisphere USA America  Hemisphere
1,150 1,500 1,030 4,350 6,450 5,190
370 - 200 825 - 1,150
250 2358/ o/ 850  1,3653/ 174
175 20 25 675 80 70
95 0 200 345 520 1,125
75 15 neg. L5g 50 neg.
80 nes., " 220 neg. u
100 n 1 3 5 5 # i
75 tt 1 375 i} L
50 f ] 200 t ]
&0 1f " 150 1t "
15 L] " 55 o ]
2,h95 1,910 1,455 8,855 8,505 74535
’.LOO —— Ned., 1,3;0 — NasSa
1,450 1,050 1,300 4,700 4,800 1, 500
-k, 345 -2,960 -3,355 ~1k4,905 -13,30% -15,435

~q97-



Table 1JT C. istimated Imports of 16 Participating Countries and,
“estern Germany .iesuring ifigh dvailability
{In billions of dollars)

Inports of Commodities lovered by Paris
Technical Jommiitees:

Commodities:
1. Food, feeding stuffs and fertilizer
2, Coal and other s0lid fuelS..cucuass
3. Petroleum ..vevurevsonssaescsnonesns
L. Iror and sheal productS.escsccecsss
5. TimbeT e eseenovaonsrsanreosssransans
Equipment:
6. Apricultural machineryViceeccceseanss
T ¥ining machineryssseesacestesarencs
8. Electrical equipment.cecseceseseoss
Q. Petroleum equipment..ceessscescescss
10, Steel lant8.cicescesserescsroonvan
11. Inland transport equipment.........
1z, Timber equipment.iieiererersrencssn
13, Sub«total programmed items
Other Imports:
1. Machinery, NeCeSeiesessessessorasnnsases
15, Unspecifiedicsseicisoseraensecocsssans
16. Total Imports (13 L1LALE) . e unenrreennans

1508 Total 1948-1951
Other zastern Other Zastern
USA  America  Hemisphere USA America  Hemisphere

1,270 1,825 1,600 5,320.- 8,325 8,500
370 ~ 255 775 ~- 1,515
250 235a/ n/ 1,000  1,21%5a/ o/
300 20 25 1,135 #50 70
95 170 215 345 620 1,250
125 15 n.a. 655 0 N.ae

105 - i} 320 —— Lt}

125 — " }_55 — i

130 - " 525 - "

100 - " 350 - "

60 - i 210 - "

15 —_— 1t 55 —_— ]
2,945 2,265 2,095 11,145 10,330 11,335
500 - Na.a. 1’700 b Tele
1,600 1,140 2,000 5,750 5,280 8,500
"S :Oll-; '3 ,h05 "Li 3095 ‘18,595 "15,619 ""19,835

a/ Bstimate of dollar costs of petroleum imports from all sources other than i.5.a.

b/ sstimate of imports not available see femtnote a/.
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in so nieny coses, a basis cxists for determining whot may reagonably be expected,
Howevor, Buropesn export caprabilities devend primarily on Euronean production.
Threre is little doubt that BEurovesn exports were over-estimatcd in the Paris
report, probsbly by a rather large percentnge. Donestic production goals set
forth in the Paris report are generally on tihc optimistic side. The evidence of
recent production rates and recent exports suzgest thnt it will be difficult for
the Europenns to resch the goals they have set. A snsll percentage decline in
domestic production nay be sufficient entirely to wipe out an exportable surplus.
ioraover, it would be unwise for the Furovesn governnents to meintsin exports by
imposing too severe an austerity upon domestic consumers. Wholly aside fron the
intrinsic desirablility of maintsining =n adequete stondard of living, some in-
craase in the supnly of consuners goods sesus alnest essentinl to the restoration
of production ircentives, The nttermt to reach export goels if expectations of
production are not fulfiiled will only add to the inflationnry pressures that are
responsible for go many of the nresent dislocations in the European econony.

Agide from these general considerations thers arc a nurber of specific
crses In which the unsvailability of imports will operate direectly to linit
Buropean exports. The case of ssmi-finished steel products has beecn noted in the
section on steel requirenments.

It appears impossible for Buropean exports of finished steel products
to reach anything like the Paris figures without very damaging effects en their
donmestic stecl comsuming industriss. The textile industry may turn out to be
another case. The world supply of cotton does not apwear to be adequate to permit
operation of existing freilities to cepacity without which large exports could not
be achieved, The quentitative inportance of this particular component is impos—
3ible to gauge because it is not separsted out in the CEEC roport, As thege two
examples illustrate, the expectation of Furopean exports as large as those pro~

Jjected in the Paris report is not consistent with reduced estimates of immorts.
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The larger the reduction ¢f imports imposed by supply limitations, the greater
the reduction of exports. On the basis of the smeller of the two alternative
estimates of Buropean imports in toble II, it hos seemed realistic to cut the
CEEC figures for exports to the Westerr Hemisphere during the whole period ¢f ths
progrom by about one-~sixth. In dollars the cut is $1.7 billions, Even taking the
highest estimate of Buropean imports, somewhat lower exporf figures mst be used
to take account of spescifie shortages such as steel and cotton. The figures nsed
in arriving at a rough calculation of the Balance of payments deficit are given
in Tables I and 1I.
E. Prices.

The exports and imports of participating countries will be the decisive
elements in their balances of payments. However, » third factor which will de-
cisevely affect the result is the relationship between the prices the European
countries recelve for their exports and the prices they have to pay fer their
imports. The Paris calculations assume that price relationships will change over
the nsxt four years in favor of the particinating countries. To give effect to
this agsumption, the figures for gross imports are reduced by 73 percent for 1949
10 percent for 1950; snéd 12% percent for 1951. The downward adjustment in the
cost of imports from the Western Hemisphere, (shown in Line 9 in Tebles 1 and 2,)
amounts to over $24 billlions for the four—year period,

In aporerising the realisnm of this assumption, it should be borne in min
that it implies &« decline in the pricss of foods ~nd rew meteriels by more than
the assumed reduction of 12 percent in the prices of all Europesn imports. Unles
future price chenges follow a totally different pattern from any thot have oc—
curred in the past, the prices of many products will be relatively rigid even in
the face of » dzeline in the general price level., Specifienlly, there 1s no rea-
son to expeet that the dollar cost of most items of machinery and equipment will

Yo sherply reduced. Most of the reduction in the avernge cost of imports would
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have to coma about through a decline in the prices of focds and rew materials.
Thes2 flexitle price itenms make up ahout & third of CEXC's estimste of imports
frem the United States and more than half of total estineted imports from all
gources. Thusg, the CEEC agsumption implies a decline in the eost of food and ravw
naterials in the order of 20 percent over the next four yeare.

This assummtion is difficult te accept. It is pointed out in the see-~
ticng of this report dealing with specific ccamodities that BEurcpean import needs
in neny fields ernnct be met because of the unavailahility of goods, World sup~
plies ¢f grain, neet, and fats and oils will protadly he inadequate for four
vearg, Petroleun requirements of the megnitude estimated by CEEC cannot be met
becouse of the limitaticns on world production, refinery capacity, end means of
tronsportation. The story is the same with regard to many raw naterisls and
marufactured gcods, This outlook for a continued shortage of the foods and raw
neterinls which Burope mugt irmort, which nre also the guods with the mest sensi-
tive prices, is not consgistent with the assumption of a proncunced fall in the
prices to be paid for inports by the participnting countriss. Moreover, the
prices assuned by the CEEC for the first year of the progran are those of July 1,
1¢47. Thus, the sterting point is too low, especlally for foods., Realisn re-
quires on upward revisicn for the first yenr.

Al though the CEEC's assumption abtout prices is almeost certainly too
optimistic, any specific alternative asswmption would alse be subject to an ex—
trenely wide morgin of error., Therefors, 1n recslculating the foreign cxchange
deficit of the partisipating eountries, two altornctive assunpiions about prices
haove been used to deicimine » renge of prssivilitissy; as with sancrts and ifmnortse,
The CEEC assumption derives a certain suthority fion its use in the Parls repert;
it has therefsre dheen employoed as the most optimisiic alternative. To define the

less optinistic alternotive, it has been nssumed that prices in the first year
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would be 7% percent higher than July 1, 1947, and 73 percent lower in the fourth
vear, The Committee believes thet the actual course cf events will he much closar

to the less optimistic assurption,

P, Trade with the Bagtern Hemigphere.

The caly other faetor of major immortance in the ealculation of the
ralance of trade deficit is the treatment of tradc betwesn Eurcpe and the Eastern
Hemisnhere countries., The CERC estimated that this trade would be approximately
in balence in the first ysar of the progran and that the European nations would
accumlate a surplus of over $3 billions in the ccurse of the four~year period.
It further assumed that this surplus conld he used to reduce thse forelgn exchange
deficit expected to be lncurred in trade with the Wostern Henmisphere. 4 discus-
sion of this point would lead too far afield from the text of the report and it
is deferrad to the Appoendix on the Magnitude of the Program in Part III., The
essurmtion actually used in the revised calculations given in Tehles 1 ond 2 is
thet only half of the Erstern Hemisphere surplus could be applied against the
Western Hemigphere deflcit.

G. Significance of the Estimated Budgetary Cost.

If the estlinates of the cost of the foreign aid program to the United
States Troasury discussed in this section are to be seen in perspective, it is
necessary to bhe clear as to what the figures include., In the first place, they
inc;ude an estinate of the occupaticn costs incurred by the United States Arny
in Germany and Austria, nimas the direct cost of United States troops and person-
nel. This itex will soon be running at a rate of over $1 »illion 2 year. Ths
net figures also inelude itewms of the sort that have been financed in the pest by
the so—-called post—UNRRA relief progran and, indeed, 211 forms of United States
Governnent zrant or loan. For the first half of calendar 1947, withdrawals and
disbursgenments for relief, loan, and grant-in-aid purposes in Burope, excluding the

British loan, have been at an annual rate of about $2 billions a yeer, Prior to
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the estrhlishient of ennvertibility for sterling on July 1, snd the ran on stere
ling, British lcoan withdrawals wers at the rate of $2.6 b1llions. Takinzg the
three items together, Germany vnlus othsr relief plus British lcan, it may »roperly
b goid that the United Statos has been covering the Buropean foreign exchenge
defieit ot & rate of over $4 hillions per year. We know that we are counitted o
at least one major continuing ocutlay for occupation casts. To this extent, at
least, the promosed progras is not a net additicnal burden cver and sbove thnse
which we would heve had to bear in any case.

In the light of these commrents, the Comnitteels judement as to magni-

tudes can te expressed in qualitative terms as follows: Firset, as to the imme-

dizte future, what is required is the contimantion and a nederste incresse of
what the United Stetes Governnent hoes been doing, together with the initiation
of large—scale lendinzg by the International Bank., Although thils would not involwe
an Inereage in total amount, the expenditures would be tetter dirscted and hetter
controlled as to destination and use, ond they would te mede in vursuit of a nore
constructive »nd more clearly defined nbjective., Seecnd, as to the whole four-
year program, precise caleulation is impcssible; the CEEC's estiunte of the
foreign exchange deficit wilt probably turn cut to have lLeen t¢o large) reverthe-
less, the defleit will Yo of the ordor of magnitude indicated in the Paris report.
Viewed from the standard of the United Strtos interest in Euromean re-
covery, an astimate of the ~mount of ald required 1s an estizate of the price that
mast he nald for certain importont bHenefits. The henefits ere huanen, econonie,
and political:; they include the preservation of a certrin kind of sseiety and, it
is hoped, the preventirn of Weorld Wor III, The Committes desires ¢o emphasize its
profound belisef that there could he no nore westeful procedure than to make tos
smrll an Investment, Furcpean regquirenents should Se examined realistically. The
United States shculd limit its aid tc what ig¢ rezlly necessary for recovery and
mast limit its aid so as to éafeguard its own roscurcos, But if too narrow a con-
cention of what is needed for recovery preveils, the recovery progran will degen~
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VII. THE FINANCING OF EUROPEAN REQUIRVMENTS.
A. Pregent Dollar Regources.

The prineiple of helping Europe to help itself applies to the finaneing
of the progran as well as to production. Pirst then a brief survey of Europe's
own financial rescurces is in order.

Discussion of the world dollar shortage might give the impression that
the world cutside the United States was bare of gold and dollars. This is not so,
The gold stock of the United Statee is ot present approximately $22 billions; the
amount of gold held cutside the United States, exclusive of Bussia, or earmarked
for foreign account in the United States ig about $11 billions; and tc this may be
added cash dollar heldings, which are claims on gold, to bring the total be be~
tween $16 and 17 billiong of gold and dollar balances. Thus the basic gold and
dollar reserves of other countries, as a total, are substantially larger than before
the war in financial terms, though smaller in terms of purchesing power. They are
noct far from their pre~war relationship to the United States gold stock,

The difficulty, of course, lies in the distribution of these reserves.
During and since the war the liberated Western Burcpean countries have been stead—
11y losing gold and dollars, and up until very recently the neutral and Latin
American countries made subgtantial gains.

The net of all this is bthat the United States is not the only holder of
gold and dollars, and the dollar shortnge may be ensed somewhat by the increase of
trade and the extensions of eredits among other countries of the world in addition
to any ald which the United States may render, These gold and dollar balances of
course represent the monetary reserves of these countries agoinst heavily expanded
currency and bank credit; so the amount of leaway 1s not areat.

More important than official reserves is the amount of funds held by the
nationals of European countries, either in the fornm of hoarded gold, or 3m United
States or Swiss bank notes, and the still lerger amount of balances and investments
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in the United States, Switgerland, and elsewhers which are not today available to
meet the needs of those ceuntriecs, It is difficult to determine th® amounts of
funds ef this sort, but, fer example, it is estimated that in the cese of France
the amount of zgZo0ld sand United States bank notes hoarded 1s between 2 and 3 Billien
dollars, The United States Department of Commerce estimates that the areunt of
forcign investments in this ceuntry is aprnroximately $8 billion, ef which $3 1/2
billion is stocks and bends, with the rest principally direct investments, reel
estate, mortgages, and trust funds.

Several of the fereign countries have employed variocus netkeds of trying
te reach these funds by one legal device or another, with varying degrees of suc-
cess, Some pressure has been breught upon the United Statee to act as & police-
man in driving foreign funds back home, but this country has always taken the
position that foreign rioney here is under the pretection of eur lawg and tradi-
tions as to the sanctity of the property rights of the individual, These coun-
tries have » further potential resource in private funds of American business and
individualé. which would beceme available for leans or direct investment in Euro-
pean countries as soon as econonic conditions became more stable. They are now
being repelled by econonic uncertainties. Experience in this and previeus emer-
gencics appears to Indicate that the key to obtaining use of some of these re-
sources lies nst in legal compulsions, but in the establishment of confidence on
the part of nationals of the different countries in the policies ef their ewn
Government, and especially in the stability of their own currencies, In this
gituation, money can be ceoaxed, uct driven.

Ts put the matter ancther way, we are all familiar with Gresham's Lavw
which is that "sad meney drives eut good money." An esgentiel reason for the so-
celled dollar shertage in meny European countries ;s that there hag been a flaod
of %ad local money, and this bad money has driven the good noney under cover into

Switzerland, the United States, and elsewhere.
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Bad money not only drives out good money but drives out goods, Secre-
tary Marshall in his Harvard address called attentisn to the unwillingness of
farmers in many European countries to sell their produce for deubtful currencles,
thus accentuating shortage of foodl. The situation cannot be corrected just by
supplying more dollars, to be hoarded in their turn, but only by turning the bod
money into good noney. That nesns taking the well recognized steps to nonétary
stability==dalancing the budget, reducing the excegs noney supnly, inecreasing
preduction, and fixing reslistic exchonge rates,

The effectiveness of a vigorous stevilization pregram has beon indiecated
by recent experience in Belgium, where such action, in combination with other fae-~
tors, has resulted in inercasgecd production and trade.

The repert of the Paris Comnittee recognizes this prineiple when it
lists as the second point in its progran "The crestion and meintenance of internal
financial stability as an essential condition for securing the full use of Europe's
preductive and fineoncial resources." The questions which have arisen have related
not to this principle, but to the timing =nd riethod of its apwlication. Some stu-
dents have suggested that currency stzbilizatien, which hos as its ain festoring
the balance between the volums of money and the volume of goods, cannot be effec-
tive until production has increased to a higher level, While currency stabiliza-—
tion is easier when production is armple, the answer to this proposal at the present
tine 1s first that production has already inereased substantislly throughout riost
of Europe, and second that the currency disorganization ig at present so great in
France, Italy, and Germany that it is a blighting handicap on production itself.

This Comrmittee is of the opinion that currency stobilization is an es—
sential inmediate step without which further aid from this country will be waste~

ful and ineffeetive,
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B, Methods of Finaneing American Ald.

Fortunately this country can draw upon a substantisl body of experience
and well developed mechanisms in launching the Marshall program of ald to Burope.
The CEEC in its Paris report recognizes four types of financial aid which may be
distinguished fron each other not only as to the character of the aid, but as to
the method of financing. Classified by their purposes, the distinction among
these four types has already beon recognized in the grants and credlts already ex—
tended by the United States, as sunmnarized in the table on the fellewing page.

1. Pood, Fuel, and Fertilizer, The first type of 21d is to mest hunger
and cold, It is the relief of human suffering and is a necessary dbasls for any
progran of rehabilitation., It now seems clear that the amount of dollars which
nay be spent in this area this winter is linited by what foods will be avallable,
for the best thet Anmerica can do will fail to satisfy all of Europe's needs.

Looking ahcad, it is also evident that we cannot decide for four years
ahead just what the annual expenditures will be, for we do not know in advance
either how much Eurcse will need or how rmuch America can send. The reasonable
way to proceed is to nake annual eppropriations to cover the cost of food, fuel,
and fertilizer. The normal time to make these appropriations would be in the
Spring of the year when sone early estinmates are possible of the availabilities
abroad and here, subject to later revision when the facts are clearer. At the
present tine an eppropriation for the balance of this fiscal year will correspond,
fortunately, with the present crop year. DBut next Spring it should be possible to
determine an approprlation for the fiecal year 1948-49.

A further advantage of annual appropriations iz that they provide an
opportunity for the American Congress to review the progress that Furcpcen coun—
tries have made in developing their own resources. Appropriations for these pur-
poses should contemplate & reduction year by year in the amount required, subject

of course to the vegaries of nature,
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POTEITIAL GROSS SUPPLY OF DOLLARS UNDER EXISTING LOAN AND GIFT FROGRAMS

(In millions of dollars)

Available or Fundg drawn

Potentially through Un~
Ayailable July, 1947 utilized
U. S. Government lending
Export-Import Bank loans 3,500 1,820 1,680(c)
Lend-lense "pipeline" credits 1,500 1,350 150(4)
Surplus property credits 1,150 950 200
Ship sales credits 330 160 170
Loan to United Kingdom 3,750 3,350(a) 400
Monetary Stabilization credits 295 8(v) 287
R.F.C. Loan to the Philippines 70 70 0
10, 595 7,708 2,687
U. S, Government Relief and Speciai Ald
U.H. R. B. A, 2,700 2,700 -
Post-U.N.R. R, A. 332 - 232(g)
Relief in occupied areas 1,600 1,000(e) 80c(h)}
Greek-Turkish aid 400 - 400(1)
Philippine aid program 635 125(f) 510
International Refugee Organization 71 - 71
5,736 3,825 1,913
International Bank 2,266(3) 250 3,016(1)
International Fund 3,406(k) 86 3,320(1)

(a) Through August 31, 1947; (b) Throush March 31, 1947; (e) About $400 of this
wag already committed to non-Furopean countries by the end of July, 1947; (4) A1l
but $8 or $9 million of this is required to meet unpaid bills for goods already
procured; (e) Estimated; (f) $100 nillion mede sbeilable in surplus materials;
(g) Appropristions for fiscal year erding June 30, 1948, as accepted by Congress
and inecluding an allowsnce for Chinas (h} More then half of this ig earmarked for
4sia; (i) Over 60 percent of this is carmarked for military purposes; {j) This is
considered to be the probable ceiling on World Baznk dollar loons., The Bank hae
about one half of a billion dollars available to make loans at the present time,
In 2ddition, the Bank can sell its own debentures in the American capital market
to raise further funds. However, the market will probebly not absorb debentures
which would ecarry the total volume of debentures plus initial comtributions over
the 1limit of the United States capitnl and other dollar subseriptions, Althouch
the total suthorized lending power of the bank is $8.2 billions in various cur-
rencies, dollar loans are the only ones which can be used to purchose nmaterisls
and equipment in substantial guantities for reconstruction purposes at the pres-
ent time; (k) United States quota of $2,750 million plus gold peid in hy other
countries through June 30, 1947; (1) These funds are usadle only as specified in
the Articles of Agreement undsr which the International Bank and Monetary Fund
were estrblished., The entire amount cannot be made available in the Immediate
future nor can it be made avalleble solely to Europe.
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4 second characterigtic of aid to Burcpe of this sort is that it dees
not provide by itself the mesns of vayment, It is not self-liquidating., To be
realistic we must admit that nany of the countries of Europe with thelr other bur-
d-ng are unlikely to be able tc repey in dollars additionsl loans which might be
nade for the purpese of providing then with food, coal, and fertilizer. More lcans
would also stond in the way of offective operation of the International Bank. The
Committee thercfsre belleves that appropristinong for these purposes shouid in nany
crses be grants 1o aid, and not loans, and suggests a figurs of $3.0 to $3,5 bil-
lions as being «f the apnropriate order of magnitude to cover such costs for the
first year of the progren,

The report of the CEEC financial experts makos a suggestion with respset
t¢ Americnan aid which we believe ghould be riade & pert of the terps of the grants
made for food, fuel, and fertllizer. The suggestion is thet the lucal currency
received by ony government from its nntionels as the result of Americen nsgistonce
ghculd ba used t~ reduce »r avoid inflationary borrowing fren btonks of 1ssue, or
for productive purposes. We telieve this sugpestion is ~ sound one 2nd should be
a:ibodied in definite, binding terms, sc that when & Buronean government receiving
ald sells the frod or fuel %o 1ts notircnnls, the prceceds will nrt be used for
general spending in the government budget, hut shall ccnstitute an anti-
infintlonary force or a direct aid to the developmont of the productive capacity of
the country such as road building, To insure the fulfillment of this purpeose it fs
sugzested that each eountry receiving such grants in 2id reke quarterly reports asg
toc the usss mede ¢f funds recelved from the sole of these surts of gZocds.

It should be added that maoking a distincticn dy nature of commodity bte-
tweon grante—~irn~2id and other assistance will in some csses prove to be anomalous.
Switzerland, for example, will be able to pay for all its requirements including

fcod, whereas other cruntries will find it less easy to repay even their loans for
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capltal equivment. The agency aduministering the plan should therefore have the
power to deny grant—in-aild status o relief gocds when such a step would be ap—
propriate, In splte of such anomalles, the distinetion between grants—in-ald and
loans will still have to be mnde, and the judgment by nature of commodity ie
prchably the ﬁost useful.

2. Industrial Eguipment. The Paris report recognizes that a major part
of the industrial equipment called for in the plan, with the exception of mining
machinery and agricultural machinery, would be financed by loans from the Inter—~
national Bank. This is exactly the purpose for which the International Bank was
established,

The International Bank has a brecad charter cnabling it to make loans for
development and reconstructinsn when the borrowing country prosents a sound pro-
gran which gives evidence of eapaclty to repay the loan.

The Bank has unusual qualificaticns for use as n spesrhead for economic
reconstruction. It hes a staff coopetent to examine the positicn of countries
and to make sure that funds are wisely used, It is internaticnal in character, so
thot it is not open to the criticism »f beingz solely an American agency. It uses
private funds and mekes no present eall on the United States Government budget.

It mast consider the reasonable pessibility of repayment of its loans, which in-
volves questions of fereign exchange as well as domestic productivity. While the
Bank hag in theory lending power of $8 billinns, the United States cash and guar—
antee of three billion donllars represents the amount which may reasonably be
available within three or four years.

Experience in the past has shown that projects of the sort contemplated
here involve a vast amount of techniecal study and suggests that the numbor cf proj-
ects which enmerge after these technicel studies have been cormpleted is much less

than would at first appear probadble, It is provable that the present rescurces of
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the Bank will be sufficient to cover loans of this type at least for the ecarly part
of the period of the rlan. But it is rocommended by the Committee that, if the
Bank's reserves ghould prove inadequate, they be supplemented, presumebly by an
increased United States'! subscrintion. This recommendation is not to be undarstood
25 in eny way affecting the criteria by vhich the Bank would determine the xind of
loans it shouwld meke, or as a suggestion hovever remote that questionable loans
should be undertalen. It is rather to he understood as a recommendation that the
Bank shkould not be deterred by cosncern as to inadequaey of its rossrves fron making
loans of this typc which it would willingly make in the abesence of such anxiety.
It would be better molicy to supplemcont the Bank's resources than to adont any
other method of opcration.

3. Bow Motorial and Short-Term Trojects. In betweon the requirement for

food and fuel and the projects which counld be financed by the Internatioanl 3ank
there lies a middle arca of neads which is not ns c¢loscly defined or dotailod in
ths roport of the Paris Committes, Ik this aren ore raw materisls, perhaps egri-
cultursl rachinery, ropair parte,; ond manufacturnd goods. Theose are the sorts of
thirgs which are nocogsary for on Incresnse in production, but they are not propar-
ly regaried as equipment or guitebls for financing under the World Benl, Nelther
are they nroperly matters for ;'_;r.nr-.i;s in aid, =g are food and fusl.

The United St-tos Export—-Import Bank is now financing shinments of cot—
ton to Italy and Georanny undeor such plane. With ony irmprovencnt in conditions in
Buropc o substanticl amount of the movenont of raw nmaterial should be firnanced
cotaercinlly, and this should reduce the anount which has to be finanesd under the
Marshnll Plan. Groadunl trrensfor of this financing to commorcial chrincls should
bc cneoursgced.

Ag 7 nethed of finencing to accomplish thoze various purposcs tho Con—
nitteo nronoses thnt the United States Export-Import Bank, which is alrendy oporn-
tin, in this fisld and has the persoancl and oxpsrience, should be ontrusted with
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the administration of this part of the program, under general policies $5 be de~
termined by the Congress of the United States and by and under the direction of
the new organizaticn creatsd to administer the program. Since this business is
different in its general objectives and prospects of repayment from the present
business of the Expert-~Inport Bank, that Bank should set up a speclal depariment
and be furnished with special funds for this particular functicn. The exact
ameunt of the funds required 1s difficult to determine far in advance, dbut the
first year's necds might amcunt to approximately $2 billions. Funds for this pur-
poge should not be tied, but should be available to spend anywhere and the Jonds
neved in any ships. Purchases fron other eountries will at tines lessen inflstion-
ary pressures in the United States.

Ag a nechanical means for assuring the mexlounm repaynent to the United
Strtes, with a ninirmm cf hurden em the forei,m exchonges, it is susyzested that
when EBurcpean governments receive materiels under this plan and sell them to their
naticnals, thcoy deposit the proceeds in leeal currency in trust accounts either in
the centrnl bank of the country or in one of the large commercizl banks, under the
guarantee of the central bank and governnent with rospect beth to the payment in
local currency and the guarantee of the gold value of the loesl currency.

These local currencies should be available, by rutual agrecrnent of the
United States and the country concerned only for cortain specified parposes and
with the undertaking that their expenditure would not constitute a burden on the
forcign exchange of that country; thet is, was not to be trangferred into dcllars.
The uses for which the funds cculd be spent would be specified, and would include
the purchese of strategic row naterials which the United Statcs desired to stock-
pile, and which could be cbtained either in the eountry itself or in its dependen—
cies, The purposes would also include experditures tc aid in the producticn cof

the strategic raw naterials, or other local currency expenditures required by the
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United States Government, such as expenditures for its Embassy or representatives,
or expenditures for education or oultural purposes such as those specified in the
Fulbright Act.

4, Funds for Currency Stabilization, The Paris report suggests that
when the countries of Burops undertake stabilizatlion programs they will require
some dollars and gold to add to their reserves as assurance for the success of
these programs. The Paris Committee indicates that the funds required for this
purpose are separate and beyond the other requiremente listed, and the amounts
are difficult to determine, though 1t suggests o figure of §2 billicns, It may be
noted first that $3 bdillion is four or five tines as large as the total amounts
required in the '20s for stabilization and is a sunm which seems larger than nec—
essary if the Buropean cruntries take the nccessary stepe to correct the malad-
Justments In their intermal economies. With the present exchange controls and
other restrictions which are exercised, the anount of reserves required for cur—
rency stebilizetion should not be large.

The United States Congress has already appropriated and paid in t6 the
International Menetary Fund $2 3/4 billions, largely out of the country's gold,
for the purpose of world currency stabilizetion, It would not appear reasonable
to ask the Congress for a further appropriation for this purpeose. The stetutes
of the Internationasl Monetary Fund appear to nmake its resources available in
adequate anount for any country that carries through an effective gtabilization
progran, However, if it 1s the opinion of the Directors of the Fund that 1ts
resources are not 8o avellable, the statutes should be revised to make then soc.

It is, of course, clear that the statutes of the Fund, and in particular the
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interpretation placed on the Fund‘'s operation by the Americen Congress, prohibit
the use of the Fund by any country which has not taken adequate steps to place 1te
internal economy in balance, and so would be using the Fund without prospect of |
repayment. The use must bhe "temporary," and that surely means that it must be in
connectlon with sound programs which have prospect of placing & country in posi-
ticn to make repaynment., A sound currency stabilizatlion plan 1s certainly a major,
if nct the prineipal step in this direction in the countries of Burope,

C. General Comment on Methods of Finpewcing,

It is impossible for anyone to say at the present time exactly what
amount of'cutside help Europe will require for its econcmic rehabilitation, nor
do we know within several billions of docllars the amount of econonie aid that
Europe will need and that the United States will be in a position to give.
The Congress of the United States showld not commit itself for large sung years i:
advance, However, it ig essential to give Purope o pledge of our intersst in itg
wellbeing; to give it assurance that its needs for equipnment will have thorough-
going and continuous consideration and assistance, to provide ths same facilities
in the field of raw msterial, and set a pattern for dealing with food, fuel, andl
fertillzer requirements from year to year as the situation clarifies itself. Suc
a clear indication of cur intent should make it possidle for the Furopean coun— |
tries on their part to go forward with the economie cheanges which are required to
bring them to a self-supporting basis, to key up their prcducticen, to stabilize
their currencies, and set thenselves wholeheartedly toward that neasure of mutugl
cooperation, which pursued vigorously for a period of years will bring them 2ll

better living standards and greater assursnce of peace.
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%, Financing Purchases Outside the Unlted States

All the dlscussion of finsncing up to this peint has been
directed to the problerm of financing goods supplised from the United
States, But financing imports into Turope from other parts of the
world.is nearly as urgent and is 2 grest deal more complicated. European
recovery can be preventsd or halted just as effectively by aAn inability
to obtain wheat from Argentina ond Caneda for example, as it could by
a lack of dollars to buy food from the United States, Many of the
materials and products which EFurope necds mogt urgently are in short
supply here, For these ftems it 1s clearly in the interest of the
people of the United States that Buropesn countries buy ~ maxirum
proportion of their imports clsewhere,

A number of the countries which supply Burope with food and
raw materials have been generous in extending aid in the last two years.
They have shipped goods to Burope in excess of the Buropean exporte they
recelved in return, Several of these countries, notably the British
Dominions, have covered the trade deficit with grants snd loans, Others
have accepted blocked Eurcpean currencies in peryment, They have shared
with the United States the task of extending asesistance for European
rehabilitatian,

It is to be hoped that they will continue to do so to the
best of their ablility, However, a number of these countries are be-—
ginning thenselves to experience serious 2ifficulties, For instance,
Canrdizan imports from the United Stnates are currently {(as they regularly
were hefore the war) much greater then their exports to us, At the same
time they export more to Europe than they receive in return. The in~
abllity of their Europeszn customers to pay them in dollars has resulted

in a hesavy drein on their monetary reserves, Certein of the Latin
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Anerican countries are in the same position. Moreover, with a standard
of living lower than our own, they do not have a larze mergin of re-
sources aut of which to support extensive aii to Eurove,

So far ns the Eastern Hemisphere is concerned, no serious
problem arises, The Furopean countries as = group expect their exports
tn the Eastern Hemisphere almost to equal their irports from that area
in the first year of the pragram and they expect their exports to ex-
ceed their irports from the Eastern Hemisphere over the whole perioed,
However, the problem iz acute in the case of Cannia anil Latin Arerica,

Even after adjusting Furopean import estimntes for the
avallability of supplies, there is reason to believe that the deficit
of the participating countries in their traie with Canada ani Latin
Anerice will amount to between $1.9 and $2.1 billions in the first year.
It is the Judgment of the Committee that Aollar exchenge will have to
be made available to the European governments to finmnce a substantiosl
part of this deflelt, The deteils as to the timing 2nd extent to which
dellars should be made availadle for this purpose ought to be left to
the administrator of the agency charged with the execution of the plan,
for whom guiding principles on this point should be l-id down by the
Congress, Such guidance should allow the administrator consideradle
flexibility as to the provortion of the total sum at his disposal
thet he spends, or supplies to the Buropern gcvernments, or netions
for them to spend in other Western Hemisphere countries. He would,
of course, be under all the usurl restrictions as to the total anounts
to be spent for a porticular purpose. It nmust be emphasized that the
imposition of a strict upper limit might well incresase the total cost

of the program and intensify inflationary pressures in the United States.
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E, Relstlon to the Budget and Inflation.

This country, ani in fact the whole world, is in the midst
of a great price inflation, Keeping this inflation under control here
is important not only for us but for other countries, for the United
States today holds the economic key to the civilized world, So it is
essential that we pursue policies that are not only generous ani helpful
in the ald they give other countries, but which are algo consistent with
econonic stability,

Any substantial program of forelgn 214 is inflationary in its
tendency, for the purchase of goods to export distributes purchasing
power, but the goods themselves are shipped abrozd; so that the amount
of goods in this country which people may buy is reduced, In view of
this inflationary tendency of foreign aid it is especially necessary
that the method of financing should be non-infletionary., The broad
principle 1s th~t government spending which is prid for by taxes is
less inflatlonary than that paid for by borrowing.

A mamber of proposgals have been mede for finmncing forelgn
ald by some special sorts of borrowing from the publie. They do not
stand up under analysis, for the Government 1s already borrowing from
the public through savings bonds end various other issues »3apted to
different types of buyers sbout 211 that the public can buy, Aﬂditionai
berrowing would ~lmnst inevitadbly mesn a further increecse in bank credit,
which is inflaticnary. The conclusion from this is that the cost tn the
Government of the foreign »id program must be met out of taxes, not
by borrowing. That is, the funds must be provided within a bmlanced
budget. Further, in view of the present inflatinnary tendencies, it is
of great irmportance that the bulget should show better than a balance,

and there should be A surplus left over to retire debt,
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There 1s still another rcason why we mast finrnce the aid
progran well within a balanced budget, Other countries as part of this
program are undertaking te stabilize their currencies, which will mean
balancing budegets and reducing the excess money supply. We vurselves
must exercise leadershin.

Fortunately under present circumstances this country should be
able to meet essentlal requirements of n European aid program within s
balanced budget, leaving something over for debt retiremen} and tax ad-
Jjustments. In August the President estimated thet the government
budget for the current fiscal year ending next June 80 woald shew a
surplus of $4.7 billions. This estimate included expected expenditures
of $4.3 billions for international affairs ocut of sppropriaticns al-
ready made, but 1t included no estimates for additional amcunts which
might he appropriasted under the Marshall pregram. This Pudget estimate
has proved to he conservative.

Thus 1t would be possible to add $2.5 billions to the expend-
itures for forelgn aid in the current fiscal year and still leave a
suhstantial surplus, provided that expenditures in other directicns
are not increased. ©OSuch an addition would bring the toterl estimated
expenditure for foreign and international affairg aid in this fiscal
year to about $6.8 bdillions.

Looking bheyond the ocurrent fiscal year it is of ceurse
hazardous to project the level of government receipts as they reflect
business activity. Domestic expenditure should show some further re-
duction as wartime organizations and obligations are ligquidated, The
requirements for the second full year of aid to CEEC countries sheuld,

with any reasonable screening, be less than the first.
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Thus the conclusion appears tc be justified that with governmental
seonomy at home, and with a continuance of a high level of buslness activity, we
should be able to finance a reasonable foreign aid progrem well within the 1limits
of a balanced budget.

P. Sunmary of General Prineiples for Fi{nancing Aid.

Fronm the foregoing it appears clear that additional aid which ney be
glven to Europe under the Marshall Plan should conform te four broad general prin-
e¢iples.

First, we must help Europe to help itself, through developing its own
resources and opening up the channels of privete trade and financing. Confidence
in the soundness of currencies is a first cssential step, and this in tu;n neans
balancing budgets and stovning governuent borrowing from gentral banks,

Second, there mst be encouragenent of private capital to go to work
in Europe. In adéition to currency stability this means the reduction of endless
restrictions and regulations and e freer movenent of nen and noney. It nmeans alsc
setting up the nachinsry of sid in such a way as to stinulete rather than supplant
the normal markets.

Third, a clear distinetion should be drawn in nethods of financing and
administration between emerszency relief-—the food and fuel program, which should
diminish rapidly, will eall for annual spproprizstions, and nmay well take the form
of zrants in aid,—and reeonstructinr,—the nore permanent building of recovery.
In the field of reconstruction we should emphegize the use of more normal chan-
nels, should contemplate loans rather than grants, should use various existing
international agenciecs t¢ the full, and shnuld use the resources of private enter-
prige,

Fourth, the impact of the progran on the United States rmst be cush-
ioned., While the amounts involved nay seem modest corpared with ocut total re-

gources, they are marginal anounts in the econcnic sensge with respect to cur
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forelgn trade, and with respect to the demends on our comnodity markets. But it
mst be kept in mind that these narginal amounts may tip the scale between sta-
bility and inflation, Likewise, ths agencies which execute the program mmst
adapt their operations fron time to tine to the condition of ocur markets, and al~-
ways have regard to the essentizl need for econonic stability in the United
Str.tes as a keystone to world recovery.

If these prineiples are followed rigorously and persistently and with
goodwill there is reassn to believe that the United States has the means to meet

the critical needs of Burope.
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VIlI, ™D ECONQIIC ILPACT QN THE UNITED STATES

A, The Charncter of the Impnct,

The econonic effects of a Buropecn rid progren on the Ancrican econ-
oy cennot be nmensured with precision, Undur the procedure suggested in this
report, the United Stotes, while ngrecing to provide EBuropesn aid, woull set o
figure only for ths first yenr and fix figurcs for subsequent years as develop-
irg conditions allowed. 3ith ns over-rll mrgnitude 2stnblished, and with future
availabilitics of neny itens uncertein, it is not possible to foresee the impret
in detail,

Itlis possible, however, to exanine the chaﬁacter of the impnct. Such
an inguiry nny be directed either ot the way in which the whole program, os the
cunt of its nzzregates, will affect the United States, or ot the woy in which
shortages of particular commodities will exert their influences.

The first course cnlls for an investigntion of the Anerican foreign
traie position, ns it hos stood recently, :ml as it might stend if a Furepean
rid progron were adoptod. There is presented on the following pages a toble
which shows the nerns used by foreign countrics to finance purchases fron the
Trited States during the second quarter of 1947, r~nd the necns that they will
heve avrilesble in 1948 on the bosis of two zlterncte assurptions.

The first hypothesis supposes that the suggested progron of forelgn
»id is not adopted., Undsr this ossumptinn totrl Governnent oid to 21l foreign
countrics in 1948 would be about $1.8 billions for the yemr if new appropria-
tions for the oceupled rress were nade for the fiseal yenr 1949, The sccond
rsswiption is thet sufficiont zid will be gronted to nect the totel deficit
indiented in the CEEC report, .

As indiecrted in the tnable on sources of funds, totrl expenditures by

the CZZC countrics in the United Strtes in 1948, undor the first assumption,
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nizht be shout 54 billions, with expenditurcs by 21l countries totzling "12.6
billions. . The annunrl rotes for the second guarter of 1947 were, respectively,
$7.43 nnd $21.16 billions. .

If 2id is extonded to meet their full deficit, expenditures by tie
CEEC countries in the United States night reach ©7.3 billions in 1948, while
expenditures of other countries night rmount to $10,.8 billions. The total
wruld be $18,1 billions, This is well below the rate for the second qurrter
of 1947 rnd sonevihrt below the estimrted rete for the whole year,

The differcnce of $4,2 billions dbestween the $7,.5 billions of finone~
ing rynilable to CEXC countries under the second nsswiption, nné the incronse
of 3,3 billisns in their expenditures in the Unitcd Statos under thc sane
essunption nny be explrined as follows:

1. Bven under the first ~ssumption, tho CZEC countries are presuned
to use $2,4 billions from the United Stafcs, the Intcrmational Barnk and Fund,
snd their own resources, (This sun is included in the $7.5 billioans unier the
second assunption.)

2, The rest of the $4,2 billions, vhich amounts to $1.8 billions,
represents balance of paynents deficits botweon CFEC countrics and the rest
of the world., It nust be net cut of g£0ld, dollars, other assets or United
States 2ld if cosentizl commndities are to be procured in the required volune
cutside of the United States,

As o result of reductions proposed in the present report, gponding
by CEIC countries would be raduced by about 1 to 91,5 billions, and re-spending
of dollars received from CEEC sources by other countries would be reduced 3,25
billions, Thus, totnl exponditures in the United Sintes under assumption 2,

would be reduced fron $18,1 billions to sbout $18.5 to $17 billions, Thus, if
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SOURCES OF FUNLS USED FOR PAYMEWIS TO THE UNITED STATES

SECOND QUARTER 1947 AND ESTIMATES FOR 19ug
{Billions of dollars)

Estimate for 1948 if no

Estimate for 1948 if full

Second quarter 1947 at assistance is granted trade deficit of CEEC countries
annual rate unier Marshall Plan is financei
Conference Conference Conference
vlan Other plan Other plan Other

countrles countries Total countries countries Total

countries countries Total

United States imports of
goods and services, in-

cluding privete remittances 1,81 6.97 8.78 1.6 af 6.6 8.2
U, 8. Gov, loans sani sid 5. 76 1.bg 7.2u .9 .9 1.8
United States Private invest-

ments, net b/ -0,16 0.84%  0.68 —_ -1 -.1
Doliars provided by Worli

Bank and Funi 0.59 — 0.59 R .2 .6
Liquidation of foreign dollar :

assets, incluiing newly mined

gold 1.93 2.7%  L.67 1.1 1.0¢f 2.1
Less: Dollars paid to other

areas : -2,20 —_— ~2,20 - _ —
Plus: Dollars received from

conference olan countries _— f2.20 fe,e0 _— _— _—
Errors and omissions ~0.30 -0,50 =0.80
Total dollars spent in United

Stotes for goods and services,

income on investments, and

aziortization of United States

Government loans 7.43 13,73 21,16 4.0 8.6 12,6

1.6 af 6.6 8.2
- .9 ‘u,
7.5 T 9.9 5
. i N Y. 4
Yo f
1.2 ef
-1.8 &f — -1.8
- £1.8 £1.8
7.3 10,8 18,1

gj Execluding imports the vayment for which is mssumed not to become availlable to the rmonetary authorities of the ex-

porting couniries, p/ Net of repayments of prineipal on loans,

g/ Cfficial 2nd private assets, i{,e. net of any incremases in vrivate 3ollar holdings.

g/ Including payment of the deficit of the Aependent territories of 0,26 billion Aollars,
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DOLLAR EXCHAYGE AND DIRECT AID UTTILIZED 5Y FOuBIGN CUUNTRIES,
SEOND QUARTER 1947 AND ESTIMATES FOR 1948 - CONTINUED

(Billions of dollars)

Second quarter 1947 at 1948 Assumption I 1948 Assumption II
annual rate (conference plan rejected) {conference plan accepted)
Conference Conference Conference
plan Other plan Other plan Other

ecountries countries Total countries countries Total countries countries Total

Expenditures for:
Earnings of U, 5. invest-~

ments abroad 0.07 0.85 0.92 0.1 0.6 G.7 0.1 0.8 0.9
Repayments on government
loans 0.0% 0.01 0.10 0.2 3.0 0.2 3.2 0.0 0.¢
Services 1.05 1.67 2.72 0.5 1.1 1.5 0.6 1.3 2.2
Goods ' 6.22 11,20 17.1:2 3.2 £.9 10,1 b)d.1 8.7 1.8
Total expenuitures in
U, 3. 7.43 13.73 21,16 4.0 8.6 12,6 b©)7.3 10.4 18.1

a) Including payment of the defizit of the dependent territories of 0,26 billion dollars.,
b) Including private remittances in kind of 0.2 »illion dollars.
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the foreign aid progrean proposed by the Cormittee is granted, totel cexports will
be some 4 billions below the annual rate of the sccond quarter of 1947, and
probably some $2 billions below the avernge for 1947. If the imprct of an nid
progren nay ve neasured by the aggregete dollrr nagnitude, it woull be less
unlcr the progrem propesed in this report than the pressurc which results fron
the present rate of exports,

In any case, over-oll aggregeate figures are not of primary importance
in gauging the impact of the progrorm upon the American ccononmys It is of
interest to know that the agsregate productive cepacity of the United States
sppears cnple, and that the goods distributed in Furope would constitute but
& smell percentoge of the nggrogate production of the Unltod Stntcs, It is
uscful to know that nct exports over the rext four yonrs would presunably be
considcrably less then in 1946 ond 1947, But such computnations shed 1ittle
light upon the roal cffcets of the nid program upon the Amcricon ceononys

The rcenl cffects of the progren rrisc cut of special situntions.

If the Ancricen ceonony is pinched at cortnin spots or scctors, this nay
lend to sorious ropercussions throughout the entirc econonic structurc,
sven theugh the totel sum of money spent for purchese in the United
States of scrres commoditios is sninll rolntive to the notionel incone,
its cxpenditure con sed off 2 chain of inflationary reactions, In the
crse of foodstuffs rnd other corvwditics the prices of which ore highly
scnsitive to changos in suppnly r~nd denond, purchrscs for cxsort coulld
kave a nerked cffeet on the cost of living ~nd sct off r~n upwnrd spiral

of costs ~nd prices, In the coase of ~ basic nmoteriel such as stecl,
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the inflsaticnary impact may be falt in tho form of psrvading scarcities
throughout the industrial structure.

Of all the ccmmodities ecnsidered in this report, the ome which
is scarcest, and the one which represents the largest single portion of
the foreign-aid regquest, is focd, According to cne view the persisterce
of high fcod prices since the war has boen cue chiefly to domestie demand,
and the influence of fcood exports has been mincor and sscondary. The
Committee believes that this opinicn overlooks the importence of marginal
demands, and that it 1s the sxtrz foud withdédrzwr from the domestic supply
by exports which has made the reul differsnce. Through 1948 and the first
half of 1947 the continuance of large foreign shipments sesrved tc prevent
the anticipated decline in agricultural prices, while the reecnt rise in
foreign requiraments, coupled with shcrt suppliss, has skyrocketed the
fool market.

A shurp rise in the price of food has serious repercussions
throughout the econcmic system. Pood is the most Iimportant ifem in the
farily budget, ar? beesuse purchases arc made daily, rising prices bring
gquick cnd insistent demands for compensating adjustments in wages. Such
wage inereases, resulting lergely from rises in femily food eosts, have
been granted freely in tho past in crder to aveid work stoppages which
are still more expensive. These wage adjustments have led to advances
in prices cf industrial products. If further shurp odvances in food

prices oceur, ancther turn in the wage~price splral may be expected,



Another upswing in wages might benefit some groups of workers.
But many others, «specially salaried workers of various classes, would
suffer.

The impact in this quarter, then, is clear. Ths billions of
dollars which would be expended for foodstuffs under the plen would,
of themselves, have no serious effect on the economy. But the withe
drawal from american markets of the food which they would purchase
would exert a seriocusly inflstionary effect.

The fertilizer situation is of course directly related to the
food preduction problem. American agriculture would readily rbsorb
the full output of the fertilizer industry, and increased quantities
are needed if we are to render naxirum aid to Europe. But, on the
other hand, Buropecan agriculture stands in even greater need of
additional fertilizers. It is the view of this Cormmittes that sound
policy dictates a substantial allecation of our ritrogen supply te
Zurope next seasen. Even if this means sialler agricul tural production
here, it would, on balance, mean a gain in the over-all feod situation.

The cotton sitaatien is analogous to that of foud, though
net so irportant. ‘the supply of raw cotton is not adequate to meet
both forcign and dorestic reauirements this year; hence the rise in
price may be considerable. It is possible zlso that allocations of
cotten to mect foreign requiremsnts might materially restrict the
supply of cotton fabries available for domsstic consumption. Sinece
the price of cotton textiles is closely linked with the price of raw

cotton, and since eotton geods are an important item in the family budget,
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the rising price of raw cotton will directly sontribute to the pressure
for compensating wage adjusiuente to ueet the rising cost of living.

The case of coal is intorrediate betweon that of food, in
Thich the impact is directly on prices, and that of stezl, where the
shortages caused by cxports would rotard industrys

The current level of coal production is high enough to
nake possible the required shipments to Europe without leaving
deficiencies here., Except for certaln high-grade varieties, prices
do not appear to have been nuch increascd by the large foreipgn demands.
I% i3 of note also that after the first year European requirerents should
stcadily deeline.

The steel problem is cne of grzat cormplexity and difficulty,
Notwithstanding the expected inersase in steel production capacity in
1948, the supply will not bs sufiicient to mevt over—zll requirements.
The supply of certsin kinds of stecl has been far from adsquate during
the present yesr, and this s tuation way bz expocted to continue. A
greoter allocation of stesl te weet foreign requirerents woald thus
restrict ths possibility of expanding Yrited Statss production in such
important ficlds es fare machinery, automobtil-es and building materials,
not to mention a hogt of lesser products -iade from gtecl,

& gpeeial diffieul ty ariscs fronm the fact that Burope reguests

micfly serap and semi-finished products, and these we cannot furnish
without curtailing our steel production. It is the Cornmittee's view thet
finished and lirited quantities of semi-finished products can be suppli=d

i thout serious effects upon nur econony.



It is not expectcd, however, that the price of steel will be
greatly affected by foreign requirements. Additional allocations would
presumably be met from two principal sources: (1) shifts from other
expert markets to BEurope, and (R) increased production in the United
States, The over=all demand and supply situation would thus not be
greatly different from what it is at present. dHoreover, in the case of
steel, prices are nore largcly deterained by the general level of wages
and other costs than by fluctuations in market demand and supply.
Accordingly, the repercussions of Europzan steel requirements upon the
American economy as a whole will be less serious than those arising
fron the food situation.

Specific labor shortages are likely t¢ arise in some
comuni ties due to an expanded demand for particular cormmodi ties.

But our wartive experience demonstrated that we could expand the
labor force beyond its normal linits if neeessary, The problem,
liowever, would become increasingly difficult.

The total picture of the foreign aid program's impact on the
domestic economy makes it clear that we will have to nake some sacrifices
if we agree to carry out such a plan, Without attempting to disguise
the faet that such sacrifices will be called for, we should exanine the
ways in which we can uinimize them, nitigate their effects, and spread
the burden equally among the whole people.

There are many measures which would dampen the domestic impact
of s Furopean aid program, and make exports available in the required
voluma; Ihis Comnittee cannot undertake to plan such measures, or even
to specify what control powers should be made available to the exacutive
agceneles,
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The Comnittee believes however that the responsible agencies will recuire extenw
sion of certain anthority Fesed on existing legislation which will soon expire,
such as export licensing authority, and authority to issue priorities for export
orders and to expedite shipments, The appropriate agencies should recommend to
the President at once partial restoration of those limited war powers which they
believe to e necessary in order to carry out an economic assistance progran with
ninimum adverse coffects upon the domestic economy. At the same time ench agoncy
should also start to work out the details of the specific administrative ceatrols
for which they rcguest anthority.

Forcign demand for particularly scarce itewms has boen reduced during
1947 and must continue to be reduced by export controls. These controls serve the
double function of protecting the essential reocuirements of the domestlc econony
agzinst undue diversion of critieal resources out of the country and securing
eouitable distribution of scarce cormodities among the various foreien purchasers,
At the present time, the Department of Commerce administers a2 litited program of
export controls, It is imperative that the authority for export controls be
continmued as long as any substantial elonenic sscistance is being extended to
foreign countries. It is eoually imperative that sufficient aporopriations be
made to permit expansion and ipprovement of sxport controls so that they can he
used to allocate supplies of all critical iteme nore effcectively =mong competing
claimants,

The control of foreign dermond is one side of the problaii, tut the other
and more difficult side is that of devising mezns to makc available for export
geods that are in short sunply, by reducing deiestic denand or otherwige. Volur—
tary measures to reduce demand are the ensiest to put into effsct znd should be
relied on aherever they are effective. If =nd where they are not, the Government
will probably require the suthority to set priorities for the purposc of insuring

the av.ilability for export of limited amounts of the meost critically needed
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items, It :2ight also have to issue limited conscrvation orders, to control the
consurmption of critical materials, euch as those still in effect for tin., Espe-
cinlly in the field of food and agriculturnal comnodities it ~night be necessary
to use the device of reguiring that linmited quantities be "set aside" for exvort.
Any actions of the sort here instanced or contemplated would operate at the
producer level and their effects would be felt only indirectly by con=users.
Such devices would almost certainly be edeonate to enable the foreign aid program
to be carried out and they would help to dampen itz domestic =ffect upon partic-
ular markets for particular goods.,

It must be emphasized that these suggestions are mede in connection
only with the foreism aid program and not with the brond problem of inflation,
The Committee is convinced that inflation is o serious current threat to the
stability of the American economy. But any consideration of a progron to control

inflaticn would have been beyond its competence end its terms of reference,
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IZ. THE ADIIUISTRATION QF & ZNROPEAN RECOVERY PROGRAM

The Importence and Iature of Administration.

Y

The adninistration of any plan of Furoponrn ccononle assistarce will
Do vitrl to its success. A strong and flexible adninistrative orgenigntion
will be essential bocause ths cxeeutinn of such 2 plan will invelve much rore
tham the ners efficiont puttirg into effect of a fully developed nrogram.

The construction of n detrilcd progron is impossidle at the presont
tine. “he policies and the over-all linits con be osteablished now. 3ut the
innumerasble oporcting declieions wvhich will have to be mede in thoe course of
carrying out the plan cannot be renched in advence. It would be obviously
impossidble to decide now, as a gingle exrple, exnctly how nuch grain may be
need~d in Prones or in Bolgium in 1850, how much will be available from the
United States and how much from other sources, ond how it should be shinped.
Future declsions on theze and a great nwsher of sinilosr guestions will dopond or
a variety of intarrclnted fretors which ernnet rnow be acccurntely forzeast, In
ordnsr to get the noximun dan-fits from o plan with the nininuvn detrinent to the
United States cconony, no attoupt should be nede, elther by the Adrinistration
or the Congress, te prejudge the onorating decisions which will have to be nade,

and probably cften revised, Auring thoe life of the progrrn. It is with this

parts of this romort, assigned to nn ~dmindisirotor of the plan what havo seenod-
to the Cormittec to be clerr oporoting problens.

1t ic both pessible and nocossary, however, to moks the over-all
dccisions as to goneral policics ond limits, which will define the continuing
char cter of the progrom, pernit the particionrting countrics to malke thelr
plens, ard cnakle both America and Burone to attaia the objectives set forth
in the Poris report.

The Comrittee docs net oppnsc the setiing of over-rll linits on as-—
sistance given under ths plon, to the exteont thnt such linite con be set

~-63027
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consistently with annual appropriations. On the contrary, such linits must be
determined in genexal terms, and must not be exceeded without the consent of the
Congress, But the Committeec insists on the distinction between general over-all
limits on United States' assistance limitations concerning specific needs of a
particular country at any given time.

The need for flexibility makes it imperative that the attention of the
Adninistration and the Congress de dirceted tos (1) the functions which are cssen~
tial to the plan; (2) the basic principles and policies which should be followed;
and (3) the establishment of a strong administrative organizotion to perform ite
functions in accordance with the policies and prineiples laid down for its guld-
ance. )

To achieve continuity and flexidbility, it is imperative that the plon be
plainly carricd out in & non—partisan monner and in the best intercsis of the
country as a whole. If these rccommendations for a flexidle framework and for a
grant of power to make mojor operating decisions are adopted, tho need to secure |
and retain the support and confidence of the country becomes cspecially imporiant.

Thig raises the question of the relations of the Congress to the adminis-
tration of the‘plan. Since this is a matter peculinrly within the Jurisdiction
of the Congress, it is not appropriate for the Commitiece to maks specific recomw
mendationse It nevertheless wishes to stross its beliof that the Congress should
have closc relations with the adrinistration of the plang this might be accon
plished through exigting Congressionnl corriittees or by a special joint committec
of the kind created under the Atomic Energy Act, or in some other fashion. Such
a relationship is importent to the success of the plan, both because it would koep
Congress in closcr touch with all devclopments, and becouse it would giye the

entire country grestor confidence in the manner of the plar's exccution.

Digitized for FRASER ——B3027
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



=03=-

Bs__ The Functions of Administration.

Hany of the functions which will have to be performed are discussod at
length in other parts of this report, particularly in the several recommendations
as to the principles and policies which should be followeds The problems aroe
summarized here only as a background for a discussion of the administrative
aspects of the plant

1,  Evolvine a Specific Prosram. It will be necessary to translate the

over-all plan into a program of particular items required for specific purposes
on fixed dates. Thig should be done only within the general 1limits and policics
established at the start of the plane But, while it is possidble now to make 2
very genernl deeision that the United States can'wisely and sofaly supply certain
quantitics of goods needed for European rocovery, it will be nccessary constontly
to review the over-all estimates, and also to make certain that furnishing a
particular item or class of items within the total estimate will likewisc be safe
and wise for us and necessary for Burope. 4t least three different methods of
handling this problen are likely to devolop.

In the casc of bulk items such as wheat, coal, and feriiliger, the
participating-countries nay develop quarterly or annual programs bascd on the
anounts determined to be available in the United States or elsevhere. These
prograns would be considercd, modified if nccessary, and thon prosoented to the
allocation authoritics to cover tho indieated period. Such commoditics aro.now
boing programmed successfully by international orgonizations, and those arrange-—
ments should be continueds 3But if the existing internatinnal organizations
should at any time.in the future prove to be unsuccessful, similar orgenizations,
consisting of the participating countries and the United States should be formed,

In the case of scarce cquipnent made for o particular purposc, it will
be nocessary specifically to examine the nced for the itoms, the offcect on United
States usors of similar ecquipment, the ability of producers to supply them, and

the financial and general effcets of the transaction,

Digitized for FRASER wwB63027
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis


file:///irill

Digitized for FRASER

=)o )

In the case of items not in short supply in the United States, consider-
ation may be limited fo the avallability of funds for the purchase, the effect of
the transaction on feorelgn exchange, and related problems, 4As the volume of
assistance diﬁihishes with growlng European recovory, less and less detalled work
will probably be roquired. -

2o ggocgging the Goodse Approved items will have to be moved to the
participating countrios. In the casc of ﬁany'commoqitié§=th§s ﬁill involve only
rioking funds availsble to the prospeétive'purcbasef, either by &;igéffg;anét]ﬁﬁ
dircct loan or by arrangements for finﬁn;ing_thro;gh cther agencieé such as iﬂe
Internntional Bank or the Export-Import Bank. Government procurement should be
used as little as possible, though in some cases it may be nccessary and the
authority for the Government to buy directly should thorefsre bo provided, The
participating countries should be urged to use private neans of procurenent as
tmuch as possibles In addition to financing purchasecs, other problems may arisc
when the needed cormedity is scarcce In such cases purchases nay have to be co-
ordinated to prevent undue disturbance of the United States cconomy, particularly
in the form of inercases in pricecs, Export controls, priorities, and allocation
powers nay be needeq to lesson the ndversc effoct on the domestic economy of

supplying the itens, and to cxpedite the progran.

3e__Relating the Progran to Forcign Policye. It will bdc necessary to

coordinate the foreign economic policics of the United States and of the particl-
pating countrics with the plan. Onc of the fundanental purposes of the plaa, for
exarple, is to aid in stabilizing the curroncies of the participating countries
and in solving their foreign exchange problens, thus bringing about freer convert+
ibility of currencies. Those and other rclated cnds. nay require coordination of
inport and cxpert controls to obtain imperts of needed conmodities or to dispose
of surplusecs of cxportable commodities to participating or nonwparticipating counw

trics. Donmestic fiscal and nonctary arrangenents, such as the establishment of
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adegqunato reserves, ney also de involved. While many of these issues are being
handled by the International Fund and other existing internationsl organizations,
and while others arc currently dealt with by the State Departnent, fthey acquire
new impcortnnce in connection with an integrated recovery program, and the way in
which thoy are hondled rast bo coordinated with the administration of the plan.

4. Following the Program Abropd. It will be necessnry to kecp in ftouch
with the participating countries and their contirnulng contral organization in sr-
der to get information enabling the American autherities to sponsor the requosts
for materinls, to satisfy the United States that the assistanco supplicd is boing
put to the use for which it was intenaded, and $o sec whother production goals and
firnancial gonls such as these set forth by the particlpating countries in the
Paris report are being net,

It shonuld bo nmade o condition of continued assistance undsr the plan
that the participating countries take all practicable steps to achieve the pro-
duction ond monetary goals set by the pnfticipating countrics for themsclves in
the Paris reports Failure to make genuine efforts to accomplish thegse resulis
would call for the cessation of further assistance under the progran.

Aid frorm the United States under the plar should not be conditioned on
the methods by which the participaiing countries reach these goals, so long as the
rnethods are consistent with bnsic democratic principless Continued acherence to
such prineiples is an essential con&ition to continued aid under the progron, dut
the Cormittec does not believe that.this gonditicn should extend as fnr ag adher-
ence {6 any forn of scononlc organization, or should require the abandomnment of
plans previously adopted in o free ond democratic manner which eall for o differ
ent forn of econonic organization. While tho Cormittee firmly believes that the
dnericon systen of competitive free enterprise is ﬁhq_best nethod of obiaining -
high productivity, it Joes not belicve that this program should be used as a
neans of requiring other countries to adopt it. Iﬁ the judgmont of this Commit-
teec, the imposition of such conditions by the Unlted States would constitute an
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C.__The Execution of the Adninistrative Functiong.

In order to execute the functions indicated above, and to meke the deci-
sions required by the oporation of the plan, the Conmittec makes the following
recormnendations for organizotionnl fromocwork:

1, The Bstablishment of an Operatinz Agency., The Cormittoe roconnends
that a new orgonization bo set up in the Unjted States Government to adminlster
the progran of European econonic assistance. This recormmendation is made partly
becausc a new organization could be dirccted solely to the purpose of carrying out
the progran, without being influonced or hampered by different purpeses. In addi-
tion, the Committce feels sirongly that the progran is of major irmportance, and
should not, in fact or in appearance, take the forr of an added duty imposod upon
an already busy official or group of officianls. On the contrary, the Committec
feels that the pbsition of the hend of the organiszation in the Goverament, as wcll
as the powers and forn of the organization, should be such ns to nake the job
attractive to the nost capable men ir the United Statcs. The head of the organi-
zation should bc appointed by the President and confirmed by the Scnate.

This new organization will be prinmarily perferning an operating jobe
Experience has shown that such a tack cannot be done offectively by a comnission
or comnmittec. Accordingly the Conmittec recommends that the operations of the
orgnanization should be entirely under the control of its own heads Bogquiring hinm to
get the approval of a board or comnittco bofore naking specific operating deci-
sions would noke it almnst impossible to earry out the program, and would also
nake it doubtful whether n copadble man could be found to administor it.

In a program of the kind proposod there will be nany questions of broad
policy to be determined, within the framework laid down by the Congresse These
questions of policy will involve the forelign policy of the United States,and
donestie policlies with respect to agricultural and fiseol natters, prices, and
domestic supplies of commoditiess These pclicy questions arc of vital importance

to other Government departmonts, particularly the State Departmonte
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In order that policy questions may be considered and decided with full
knowledge of the factors involved and the results which may be realized, the
Committee recommends that a board of directors be established for the purpose of
naking broad policy decisionse The heads of the departnents interested in and
affected by the program should Be nembers of this board, and consideration shouid
be ziven to the inclusion of public menmbers as wells The head of the new organi-
zation should be chairman of this board, The functions of this board should be
linited to decisions on broad policy questions; the board should not tnke part in
the actual operations or the operating decisions of the new organization.

An advisory group should also he créated consisting of representatives
of the public, business, agriculture, and labor, to consult with and advise the
head of the new organization. This group night be sinilar to the one which served
the Office of War Mobilization and Reconversiocns It would bring to the new organ—
ization the viows of large sogmonts of the country. It would also assist in
naintaining public confidence that the program was being carried on in z non-
portisan nanncer aad in the best intorests of the country ns a wholea

In order to carry out the functions which orzanization should exercise,
the utmost flexibility and the minimmun of red tape are vital. The new organiza-
tion, in its housekeeping arrangenents, should be free from the restricticns
applicable to permancnt Governnent agencics, For omarple, it should be able to
hire and discharze omployees without regard to the normal Civil Service rules,
vith wages and safe;uards not less favorable than for regular government omployces,
gso that corpotent enployecs can be obtained by the organization. It should be
able to make, amend and cancel contracts freely. It should have AS rach freedon
as pogsible fronm the detailed accovnting and bulgeting nroblens of the agenciess
The Cormittee reconmends that consideration be given to the use of, the corporate

forn of organization, as & ncans of accorplishing this floxibility.
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2. __The Agency's Relntions with the Denmartnent of Stnte, One of the

nost important organizaticnal problems is the relatlion hetween the Department of
State and the new organizatione The plsn ecan be successful only if the new
organization carries out its functions with full recognition of the fact thﬁt the
Secretary of State; subject to the dairecticn of the President, has the responsi-

m
bility for deternining the forelgn pclicy of the United States.l?%uropean recevery
program will, upon its approval by this country, became an important part of the
foreign pelicy of the United States as it relates to the particinating countries.
By the terms of their proposal the participating countries will undertake where
necegsary to strengthen their national currencies by means of adequate fiscal and
nonetary controls, to modify and exercise their import contrels, ond even to con-
trol their trade relations with non-participating countries in such a way as to
carry out their commitments under the program. As it develops the progran will
require cloge and continuous cooperation among the countries themselves, snd with
the Unilted States, It may also involve prohlems concerning blocked local ecurren—
tles set aside in payment for materials shipped under the program,.and arrangements
to obtain for stockpiling strotegic and critical natorials needed in the United
States,

These activities will be an irmmortant fanction of the new orgsnization
and its head must have authority to act with respect to them, Because of the
importance of these activities to the foreign policy of the United States it ic
vital that the Secretary of State have a leading voice in the deliberatlicns and
policies of the new orgenlzation. IThe Committes recormmends thot the Secretary of
State be a2 membor of the board meking major policy decisicns for the new crganiza-
tion, Furthermore, the new orgamization rmet work cut effective means for cooper—

ation with the Depzriment of State concerning those major nperating questions

which have an important bearing on the frreign policy of the United States.
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3+ _The Agency's Operations Abroad. The new agency should have repre—

sentatives in Europe to deal with the participating countries or any organization
set up by theme These representatives would have the job of investigating
requests from the participating countries and of screening them to make sure, on
the one hand, that they are necessary and, on the other, that they arc adequate

to accomplish the desired resultss The new organization would thus got factual
evidence to support its claims in_ the United States that European needs outweighed
the needs of the domestic economy. These ropresentatives should alse be in a
position to make sure that the materials and supplies sent over are put to proper
use and that tho commitments of the participating countries arc met.

In vicw of these overseas functiong it is essential that the new orgeni-
zation have a chief represontative in Europc, reporting directly to the head of
the new organization and responsible to him, for consulting with and advising tho
organization set up by the particinating countries and also for the purpose of
coordinating the activities of the yarious local represontatives of the orgenizo-
tion in the participating countries. 4s this chief reprecscntative's dutics will
extend to all sixteen of the participating countries and to Western Germany, he.
cennot be within or under the Jurisdiction of any one embassy but he should con—
sult with and keop the Ambassador in cach country advised on matters affecting
that country. Becausc of the uncertain noture of the organization which may be
set up by the participating countries, it is not pogsible 4o make any rccommendar
tiong as to the degreoc of responsibility which should bo given to this ropresente-
tives This should be loft to the discretion of the head of the new organization,
acting with the approval of the board.

The represcntatives dircectly assigned $eo the voarious countries will have
to report to and be under the direct control of the head of the now organization.
At lenst one reprosentative will be needed in each ecountry, as well as such addi-

tionnl assistance as necessary from now omployccs or cmployoces assigned from tho
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foreisn service. Wnile these staffs might be physically located in the various
embassies, and for administrative purposcs might be cared for by the cmbassies, it
is important that thsy should clearly be responsidle to the head of the now organ-
ization, and should report directly to him and not through the Ambassader or the
Department of State. Any forelgn service employocg assighed to him should be
responsible to him. The Ambassador must be informed of all their activitics nnd
have access to all their communications, but he should not have thc ~uthority to
cersor or hold up any reports to the new organization in the United States. The
Committee is convinced that this direct reporting nnd clearly contralized nuthor-
ity is vital to the successful oporation of the new organization.

On the other hand, i% iS.OSSGHti&l that the unity of American reproscne
totion 1n onch country should be prescrved in the Ambassadnr ~nd that therc should
not be two roprescntatives of the Unitcd States ip.the varticipating countries.
The local representatives of the new orgnnizotiocn, in addition to investignting
and rcporting, will widoubtedly find it neccssary to discuss various agpects of
the program with the narticipating countriss in which they arc located. In mony
cages discusegiong will be of a technical nature which can bost bo handled by those
local represcniptives dealing direetly with tcchnieal officials of the country
invrolved. In other cases they will involve qucestions of sufficiont importcnec to
our foreign policy so that the Ambrssador should deal with them himself. In
cither case, the Ambassador shonld coordirnte ard control nll these discussicns,

4. _Tho Ascnev's Operations at Home. When the requircnents of the

participnting countrics have deon chocked and scerecned by the organigzaticn, it
will have the goneral reeponsibility for acquisition anc delivery., Tals will
invelve first o decigion as to vhether the items, individually znd as a part of
the total prograom, can be wisely ond safcly exported by the United States. In
these rocurring decislons, there must be token into account nnt only Amcrican
requircnents but also the roquircmonts nceded to maintnin the economics of othor

countrics ond to carry out our foreign policy in other parts of the world.
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The Committee feels that these decisions as to the relative needs for
particuler comnoditles of the participating countries as a .roup, es compared with
the needs of the United States and as compared with the needs of other forelen
countries, should not be placed in the huinds of the new srganizstion, The new
organizetion should not be empowored to decide what the total amnunt of our exports
of 2ny comnodlity should be, or what share of the total amount of exports should go
to the partieiveting countries, though it should, of course, be enpowered to declde
haw the amount allocated tc the participating countries should be divided emong
them, While therc would be advantages in centrelizing the powers completely in
one nan's hands, these are outweigched, in the Committec's cpinion, by the dised-
vantage of making one man both advocate and judsze.

It weuld be preferable $o place these decisions 4in the hands of agencies
able to balance the respective claims impartislly and wisely after teking into
congideration both the clainms of the new orgenizaticon and the claims »f the United
States and the rest of the world. The Congress, in the Second Decontrol Aet of
1947, hng nost recently expressed its intentions bty delegating these decisions bo
the Secretary of Comierece, the Secretary of Agriculture havine Jurlsdietion in
the first instance over focds, The Committee recormends that any additional
allocation or pricrities powers which may be granted in connection with the pro-
gran should likewise be exercised by the Dopartments and not by the new organiza-
tien. The new organizatlon should be represented sn all Departmental comnmittees
which participats in these decisionsg, but the Departments should have the final
deeigion,

In this conneetisn the Comnittee feels it desirable to point out that
the person nmaking the decisions az $0 the kind and quantity of items which can be
exported wlsely and safely, and the needs of the domestic econony, must be advised
by renresentatives of the domestic cconony as well as by the new orzanizatlon and

representatives of foreign countries, both within and without the Govornment. To
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the naxinun extent practicable these decisions should be made with the advice of
carefully chosen advisory committces, reprosentative of domestic producers ond
consumers of the matorials in question.

While the Committee recommends that tho decision as betwecn ﬁhe clains
of the porticipating countrics on one hand and the claims of the United States and
the rest of the world on the other hand should not be made by the new organization,
the Comnittec recommends that all clains by or for participating countrics should

be initiated and approved by it, and that it should have power to deny er reduce

any allecations nade to the porticipating countrice which would conflict with or
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impeode the prograns No export prioritics or export licenses should be granted for
oxports to the participating countries except wifh the approval of the new organi-
zatione

Control ovor the issuvance of export licenses to participating countries
nay be of the greatest importance to the nov organization. Where a participating
country proposes to use substantial portions of its funds to get from the United
States goods not relatively important in the achiovement of its premised produc-
tion and monctary goals, it secns clear that the new organization should have
pover to prevent this, thercby supplomenting the import controls established by
the participating country. |

Se¢ The Agency'’s Role in Financing, Since one of the principal funce

tions of the new agency will be to finance or to arrange for the financing of
European purchases, its relations with the Internationnl Bank for Reconstructlon
and Developnent, and with the Expori-Import Bank will be extremely important.

The Committee therefore recommends that its head be nade a member of the Wational
Advisory Council and of the Advisory Board of the Export—Import Bank, The rela-
tions between the new egoncy and Anorican representation on the International
Bank rmust be very close, in view of the Committec's rocommendation that expendi-
tures for long-term capital improvenents be fipnneced by the Bank to the fullest

extent possible under its aunthority and policye.
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The Committee recomnends that the Export—Import Bank be empowersd to
make or to guarantee loans, under the authorization of and directives from the
head of the new organization, These loans or guarantees would be either supple-
mental loans for capital improvements, in the event the International Bank could
not finance an entire project, or loans to firance tho purchase of raw materials
for industrial commodity inventories. The Committeec recognizes the difficulties
of one organization operating by issuing directives to another, dbut recommends
this arrangement so as to limit the number of lending agenclee involved and also
to avold burdening the new orgenization with thenmass of administrative detsil
which is Invelved in this sort of lending operation. Amendment to the leglslation
establishing the Export~Import Bank is necessary to euthorize it to engage in
this sort of operation and to make it clear that, in such activities, it is acting
s0lely as the agent of the new organization and subjeet to 1ts directives, and is
engaged in an operation entirely distinet from its regular business. If arrange-
mentg of this kind are not made, the Committee would redommend that the new orgen—
ization itself be authorized to nmeke or to guarantee the loans, in which event
the facilities and staff of the Export~Import Bank should be made aveilable for

its assistance,
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