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UNITED STATES FOREIGN POLICY FOR A POSTWAR
RECOVERY PROGRAM

TUESDAY, JANUARY 20, 1948

House OoF REPRESENTATIVES,
ComMITTEE ON FOREIGN AFFAIRS,

Washington, D. C..

The committee met at 10 a. m., Hon. Charles A. Eaton (chairman),
presiding.

Chairman Eaton. The committee will be in order, and we will
proceed. Mr. Ambassador.

STATEMENT OF HON. LEWIS DOUGLAS, UNITED STATES AM-
BASSADOR TO GREAT BRITAIN

Mr. Dovgras. Mr. Chairman and members of the committee, may
I first introduce into the record, if there is no objection, a statement
which discloses the compass of the proposed commodities and services
from the Western Hemisphere during a period of 15 months, which
we are discussing?

This, I would like to emphasize, is purely illustrative. It is no
more than illustrative, for a number of different reasons. First, no
calculation should prejudge the determinations of the Administrator,
whoever he may be, when, as, and if he is appointed and confirmed
by the Senate. Secondly, because, by the time the Administrator
takes office, there may be a great many changes. I would like to
emphasize that this is not and does not represent itself to be a final
and definitive calculation.

Chairman EaTon. Will you furnish each member of the committee
with a copy?

Mr. Douaras. Yes. It shows the possible sources by which these
imports will be paid for; that is to say, from the resources of each
individual country. It shows the other sources from which the
imports might be financed, and it shows the commodities that, as an
illustration only, might be financed by newly appropriated United
States funds.

Together with that statement, I should like to introduce into the
record a summary, or a recapitulation, of the longer document.

Chairman Earon. Without objection, it is so ordered.

(The documents referred to follow:)

EUROPEAN RECOVERY PROGRAM

ILLUSTRATIVE COMPOSITION OF IMPORTS OF COMMODITIES AND SERVICES FROM
WESTERN HEMISPHERE, APRIL 1, 1948, THROUGH JUNE 30, 1949, AND POSSIBLI
BOURCES AND DISTRIBUTION OF FINANCING

The European Cooperation Administration will have to draw up programs of
United States assistance to each participating country covering the commodities
and services to be purchased in the Western Hemisphere and the manner in
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which these purchases will be financed. Each country program will have to be
coordinated with the country’s total requirements and estimated imports from
areas outside the Western Hemisphere and with the amounts of financing avail-
able from sources other than new United States funds.

The programs of United States assistance for each country as they may be
developed by the Administrator should not now be prejudged. Therefore, an
accurate representation of a program for each country, reflecting its aggregate re-
quired imports from the Western Hemisphere and the source of funds which will
in fact finance each segment of these imports cannot now be made. A continuing
process of adjustment will be necessary in order to take account of such factors
as the success of the production effort by the participating countries, changes in
world availabilities, price movements, supply and financial arrangements with
ﬁonparticipating countries, and the decisions of such agencies as the International

ank. :

An illustrative program can, however, be drawn up which will be indicative at
least of the country-by-country programs as they might be determined by the
Administrator after he has considered all of the relevant factors. An example of
such a program is set forth in the attached tabulation.

It needs to be emphasized again that the distribution of ecommodities by
countries and sources of funds indieated in the accompanying tables is only an
approximation of the program as it would actually be developed by the Adminis-
trator. Particular emphasis should be given to the fact that the amounts shown
in table 1, column 4, and in the corresponding columns of the individual country
tables do not necessarily represent the amount which each country would receive
in the form of direct assistance from the United States, nor do they indicate the
terms on which such appropriated funds would be advanced. Rather, they indi-
cate the dollar balance required to fill each country’s total estimated required
impert program from the Western Hemisphere (column 1), after dedueting the
dollars obtained from exports of goods and services (column 2) and after deducting
sources of financing other than new United States funds (column 3). This
balance of a particular country’s dollar needs (shown in column 4) might in some
instances be obtained indirectly through another participating country rather
than directly from the United States. Various arrangements for indirect financing
of this character could be made and might provide a feasible way to assist the
participating countries in overcoming some of the obstacles to increased trade
among themselves.

For example, bizonal Germany is expected to have a substantial surplus of
exports over imports in its trade with some participating countries, and the
latter must settle in dollars for a large part of their debit balances with the bizone,
In this way the dollar requirements of these participating countries are inereased
(because they must pay dollars not only for their imports from the Western
Hemisphere but also to settle their German accounts). On the other hand, the
bizone’s need for direct dollar assistance would be correspondingly reduced
(because it would receive dollars in addition to those obtained from its exports
to the Western Hemisphere shown in column 2). In eircumstances like these the
Administrator might find it desirable to allocate funds appropriated for European
recovery in such a way as to increase the direct assistance in the form of loans
or grants to one participating country over the amount of its Western Hemisphere
deficit and correspondingly reduce the direct assistance given to another partici-
pating country. Alternatively, the Administrator might find it desirable to pur-
chase goods in one country for delivery to another, the transaction being recorded
as additional direct assistance to the receiving country. The exporting country’s
need for direct dollar assistance would be correspondingly reduced. In general,
adjustments of this kind would be considered by the Administrator in the light
of recommendations by the participating countries as a group acting through
their continuing organization. Such adjustments would not inerease the total
amount of assistance required but would only affect its distribution between
countries.

The country tables which are appended present for each participating country
an illustrative composition of its imports of goods from the Western Hemisphere
and its net dollar payments, if any, for freight and other invisible items, for the
period from April 5, 1948, through June 30, 1949. All values are expressed in
terms of July 1, 1947, prices as the adjustment for higher prices is covered in the
table on page 5. A distribution of the financing of these imports and payments
among the following sources of dollar funds is shown:

Column 2: Dollars earned by each ecountry from exports to the Western
Hemisphere and net dollar receipts, if any, for shipping and other invisibles, In
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the case of Portugal, the amount shown in column 1 includes an expenditure of
Portuguese gold and foreign exchange holdings in an amount necessary to offset
its deficit on current account.

Column 3: Dollars obtained from such sources as International Bank loans,
private investment, existing credits of the Export-Import Bank, and'ecredits
extended by participating countries having net dollar earnings on current account
to other participating countries. Credits or other assistance by other Western
Hemisphere eountries are also included in column 3.

Column 4: New United States funds for European recovery and for prevention
of disease and unrest in Germany (GARIOA) for which appropriations are being
requested. As pointed out above, the amounts in column 4 represent the deficit
computed on July 1, 1947, prices with the Western Hemisphere which it is neces-
sary to finance directly or indirectly with new United States funds and do not
necessarily represent the direct assistance in the form of grants and loans which
will be extended to individual countries. The adjustments for increased prices
and savings on shipping mentioned in the table on page 5 will also have to be
taken into account on a country-by-country basis.

The table following recapitulates the country tables and presents a possible
distribution, by sources, of the financing of the total Western Hemisphere import
programn:

TasLe 1.—Recapitulation of tables showing illustrative composition of imports of
commodities and services from Western Hemisphere and possible sources and dis-
tribution of financing, Apr. 1, 1948, to June 30, 1949 (at July 1, 1947 prices)

[In millions of dollars]

Possible sources of finanecing
Total Sources
imports ! other New

Dollar |than new| United

earnings 2| United States

States funds 3

funds
e e e e el e A St e o S e S 233 39 12 182
I T M T A L O N W S e S 853 334 196 323
T e L L e 237 45 28 164
T e S s i e 1,931 369 128 1, 434
T T TR T R e U i e N SR i 262 67 9 186
e B S e R e e T e e 23 ol lesem &0 13
T e e e B e e 192 - | SR 152
T T T T O N T G TR e ST A SR P 1, 160 183 108 860
Lo e L S T Y S 1, 136 271 160 7056
e e e e S T S 253 163 56 34
o T 2 A R S e sy S A i 144 ¢ © O I v | YL B8 Ty
e T L T L B TR R e e N N S T T 499 423 43 33
N e e R e e e e e e SO R o ET e 5356 888 |sssea b baunias
ST T L R e it s i o R e R U 69 B LaEase S L
T e 0 Tl el R T T S I S N 4,311 2,133 418 1, 760
Germany:

REIRTITVOy g el Wlratel) mmmnoryal ) ml 0. de Y s S i 1,014 Y ez o 914
e R T R S T T e N AL e 93 e [ i 80
B e e e o e e e 14 B 11
oS L ST A R Y L e L T ERCES E CA 12, 959 4, 941 1, 168 36, 860

I Ineluding net dollar payments for freight and other invisibles.

! Including drawings of $72,000,000 by Portugal on its gold and foreign-exchange resources.

! This eolumn ineludes funds being requested by the Department of the Army for prevention of disease
and unrest in Germany. A reconeiliation with the $6,800,000,000 being requested for the European recovery
program is to be found on p. 5.

Column 1 indicates that the required imports of the participating countries
of goods and services from the Western Hemisphere during the 15 months, April
1, 1948, through June 30, 1949, are expected to amount to $12,959,000,000 (in
terms of July 1, 1947, prices). This total, after deducting $1,146,000,000 of
payments for net freight and net other invisibles, equals the total commodity
imports of $11,813,000,000 shown in the summary balance of payments table on
page 97 of the committee print of the Outline of a Kuropean Recovery Program.

f this total, it is estimated that the participating countries will finance
$4,941,000,000 from their dollar earnings from exports to the Western Hemi-

60082—48——20
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sphere and other dollar receipts (and, in the case of Portugal by drawing down
gold and foreign-exchange holdings).!

Sources other than new United States funds are expected to finance, in terms
of July 1, 1947, prices, $1,158,000,000 of the total.? It is proposed that the bal-
ance of $6,860,000,000 be financed by new United States funds appropriated for
European recovery and to the Department of the Army for prevention of disease
and unrest in Germany (GARIOA). The following table presents a reconcilia-
tion of this balance with the authorization of $6,800,000,000 requested for Euro-
pean recovery:

Goods to be purchased in Western Hemisphere with new United States

funds (at July 1, 1947, prices) (column 4 of recapitulation) ... ________ $6, 860
Adjustments:
Add adjustment for price increases ' - _ oo _-. $482
Dednet savings on shipping'd. o u X e o ani s 100
—_— 382
Adjusted cost of commodities and shipping services to be pur-
chased in Western Hemisphere with new United States funds *___ 7, 242
Authority to obligate funds for procurement of items to be delivered in
SHDSBQUBTE WEAPE - o m e he cni s e e o e e s i o e o e o A e R T G 200
Uncovered deficit of bizonal Germany with nonparticipating countries
outside the Western Hemisphere 4. - - - oo e cccmccemccccmeccmanaae 200
Total being requested for European recovery program and by
Department of Army for Germany (GARIOA) . _______________ 7, 642
Deduct appropriations being requested by Department of Army for pre-
vention of disease and unrest in Germany (GARIOA) . _ . . _________ 822
Total requirement for first 15 months, European recovery pro-
BPBIIL 5. o e st s i o 5 e o it S e e s bl e i S S 6, 820
Authorization requested for European recovery program (preceding line
1 roUNAED BTN o w el e e e e e S L e e S S R 6, 800

1 This figure is equivalent to the adjustment for higher prices of £565,000,000 shown in the summary balance
.of payments table, page 97 of the Outline, after eliminating that portion of the increase atfributable to
“Smarces other than new United States funds,’” such as the International Bank, and to Portuguese cash
purchase.

2 Ses p. 92 of the Outline. These are savings possible if additional temporary transfers of bulk-eargo
carriers are made,

3 This entry and the following entries in the reconciliation are shown in the tables on pages 108 and 109
of the Outline and explained in the accompanying text, pp. 107-109.

4 See footnote 2, table 17,

The distribution by sources of financing in the following country tables has
been made according to the following prineiples:

1. Financing which might be forthcoming from sources other than new United
States funds has been spread over commodities for the purchase of which it is
thought most likely that loans and credits might be granted. Much is assigned
to the category “Other imports,”” which includes heavy and specialized equip-
ment and important industrial raw materials, and additional large sums are
allocated to bread and coarse grains, fats and oils, sugar, meat, and coffee, for
which other Western Hemisphere countries might extend commodity credits or
make other arrangements to assist the participating countries.

2. It is assumed that new United States funds will be used, in the first instance,
for ‘“‘selected” commodities.

3. Dollar earnings of the participating countries are assigned to the remaining
Western Hemisphere requirements.

In this connection, it should be pointed out that the category ‘“Other im-
ports’ is made up principally of important raw materials and manufactured
goods, which in almost all cases are as important to economie recovery as the
selected commodities. On many of these commodities studies of requirements
and availabilities are being prepared, but a miscellaneous category will always

! See The European Recovery Program—Country Studies, Table II A, The sum of total exports to the
Western Hemisphere and, where positive, of “Net freight’’ and *“Net other invisibles” is the figure shown
in column 2 of the attached country tables.

3 International Bank, private investment, existing Export-Import Bank credits, dollar credits by par-
ticipating countries, and credits or other assistance by other Western Hemisphere countries. These sources
are expected to finance $1,228,000,000in current prices. This figure is equivalent to the figure of $1,285,000,000
shown in the committee print of the Outline of European Recovery Program, p. 108, after deducting the
item of $85,000,000 representing purchases on cash basis (here included in column 2) and adding credits of
$28,000,000 by participating countries to participating countries,
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be necessary, since trade between advanced industrial countries involves thou-

sands of individual products.

Preliminary indications of the values of some of

the most important items in the category are given in footnotes to the tables.
It is recognized and, indeed, emphasized that the following tabulation is only
illustrative and that the actual pattern determined by the Administrator might
It may, however, be useful in elarify-
ing and delineating the problems which will be encountered in initiating the
program and in adjusting it continuously to changing conditions.

vary markedly from the one outlined here.

TaBLE 2.— Austria—Ilustrative composition of imports of commodities and services
from Western Hemisphere and possible sources and distribution of financing, Apr.
1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars]

Possible sources and distribution

of financing

Total Sources
Import imports Austrian other New

doliar than new United

Rariines United States

& States funds

funds
Broad graing e eiaaaaaas O B e o e 36.3
o T T I T e e T N B e S . 4.4
R A S e A 12.5
gil P e Tt oo il i i é 2
S e e T T T R ey e -
ST S eSS PR A S R S T RS O S 8.8
AT L TSR SR SR e SRR R 4.1
s T s 0 T T RSeS| 1.5
4.0
6.3
s S e 84.9
¢ | i S | T T T T 2.9
C2 B SR 4.7 16.9
Agricultural machinery ..« s | Eelereemn = o S e RS 1.6
Mining WaChINerY - - - cccocmmcmrammcmmmacacmacaaanacs 5| DR ) D A .0
Iron and steel: Berapiron. . oo caaa 2.4 | B L 2.0
s e e st it 0 e perld - e s | B S e 3.8
T T 1 forealit o) A e S L O JEEE T R S T ) fa ) e R 4.2
%‘]imbqr elquiprnent.% ................................... 4. g ........................ 4. g
P Yy £ L ht 4 P e o B 0 T SR S il S | R e e .

Ot%ce? i%po?ts? ........................................ 67.0 39.0 7.5 20.5
Totaleommodity Imports..cocvecceacammcmmnaae- 193.2 39.0 12.2 142.0
O | ] e e R DRI B R SO SR 2 | RS D SRR S 40.0
Other dollar Payments - oo caccccmemmmmmmmmmcmm e e e e
ORI e R S 233.2 39.0 12.2 182.0

1 Includes (in millions) copper, $6; chemicals, $16; hides and skins and leather, $1; wool, $1. .
2 In the case of Austria and all other countries (except Portugal), the deficit on current account with the
‘Western Hemisphere equals column 1 minus column 2 or, alternatively, column 3 plus column 4.

George C. Marshall Foundation, Lexington, Virginia




306 FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

TABLE 3.—Belgium-Luremburg and dependencies—Illustrative composition of
imports of commodities and services from Western Hemisphere and possible
sources and distribution of financing, Apr. 1, 1948, to June 30, 1949 (at July 1

1947, prices)

[In millions of dollars)

Possible sourees and distribution

of financing

Total Sources

Import imports | Belgium- | other New

Luxemburg| than new United

dollar United States

earnings States funds

funds
BReS fPRIE s e PR e 19.0 59.1
PICATSAPTRTREN SR L o o el sl e et S D 9.5 55.4
[T Ky e M Y R e ST ] o 30 o [N R M W N T 2.2
e T I e e A e e L W 7. o | SRR TR - 28.1
Sun T e A T AT R e e S W L T W 1% f (NS (SRt 4.8 10. 5
(T e e B Lo AR s STRRN R T M RTE TP R il T e 13.3
10T g 473,015 (o7 e e S 8 e R A 2B O e e e 26,0
RO S NN Y N o F T e e e T . ) R | SO TR K
) e e A I e R e S TN Bl e e R 8
i Pt i L L o ST S T e KNy ISR TNy O ) PRSeeSa e 4.8 10.5
BT T T SRS ISR IR D TS S 107 o oo IS T T 16.8
SAhIptRlichh sues o N femlsa T i Sl e g el - T Y N S e 38.1 . A43.5
i M) arite e Sl L I S AR RS DR R o LR SR s W | IEPGCEERS N i ST L 21.5
3 h i e e Y 27.9 18.1
1Bl e ge) o e e N G N M e P T N Y 1) DR BT .4
Phasphatag = s s A scamas e smavabenzase -4
Agricultural BaetiEery . . .. ccoccmmcomer e er e mm e BDMes. cecimy L ————
R e e R T e . 11 N e 2.5
T T A T iLny e o, e oy { By o S ] by W SR S 2.9 o
Eelrolennrprodwetss e el 35.2 7 e B I 10.9
Mimber. ..o o s T 23.3 - 7o B BT ] e
Iron and steel:

ey ot o] ire | O G PO ¥ N A IS S ) NI L N P e Bl e pned Cne 15,7 3.6
Cruieand semifinisbed . - -cooooo o oo oo 2 oo 9.4 i ey 4.2
i e Al R O ST T il Ay PP ) 5 R 1 T R 8
A T e e T S RSN T A AR ¢ U ) B e
Ricetrical eIt e e e e 0t aaas A ESRSEEE o S
AT 1 Te s xS S AT | A AR T 203.0 223.2 SR T
Total eommodity fmports.. . - - oo o ... 795. 4 276.0 166, 3 3.1
SER A3 G EE ST R S WA Sl 16.0 1600 e L L 2 KT T P
OtherdolarpRYIeRTS - oo ceiuin Seaeo s mov e s 42,0 s R e e
iy 1 1 R e e S e e o SRR 853. 4 334.0 196. 3 323.1

! Includes (in millions) machinery and transportation equipment and technical apparatus, $115; chemi-

cals, $29; lead, $13; zine, $7; wool, $15.
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TasrLe 4.—Denmark—Illustrative composilion of imports of commodities and
services from Western Hemisphere and possible sources and distribution of
financing, Apr. 1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars]

Possible sources and distribution

of financing

Total Sources
Import imports Danish other New

do]]e{r than new United

sarnings United States

g States funds

funds
0.5
33.0
8.8
37.4
.4
o
156.2
2.1
97.6
7.5
6.9
1
10.9
B T R R = e e e e e e e e e
TRy T o T I U i e PO 20.2 B0U8: (ra=ssaaciecs 13. 4
e e e s >; e ) (NS T T 3.7
Iron and steel:

Ly e Al A S R I T T Y S S I Bl 6.0 9.8
R T O T R e B e | S i o fos et s e o | e e e Al
T e S S S R e S S Al I e .5
e e e e e e e e e s
T L PR EE L SRR ST VR R e 1 g 115 SR T | T TR Y e
3R TR0 ] S S R e S S S T R AL BRSO T e S .5
sy T TS e e o UV U R M S S ¥ O g s e et Lyt .5
2T VT Gy o e SRR S 13.5 8.8 e s los e
Total commmodity ImMports. - oo caeeee 216.9 24.6 28.2 164.1
S P e S DT T D S (S GO ISR S [ RO S| eSO
Othér dollar DAYIRRRLS . oo o ao oo e a e s e e e e 20.0 2000 e e Lo
ey il Ll e e e UL L S RSN S E R  S 236. 9 44. 6 28.2 164.1
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TABLE 5.—France and dependencies—illustrative composition of imports of com-

modities and services from Western Hemisphere and

possible sources and distri-

bution of financing, Apr. 1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars]

Possible sources and distribution

of financing
Total Sources

Import imports . other New

dollar t%m_ n%W TéTnited

- nite tates

CASILRES States funds

funds
YT PRI AN W o e B el S 115, 7 11.8 103.9
B TR S T L o T e R 66. 1 9.5 56. 6
Fatsandoflg . ot e 76.9 28.6 48,3
kBT M S N R TSR, . | (i sty SRS T 20,8
e A DN O GO T N e (18 I R L I e e 19.8
L e e . haLTRE L R A e B
FB LT e dieT e s b3 Uy v O MO e < R T ARl N e T 26.7
5 Ol R A SR S S e S T p 1 5 (SR S e i e 1.8
BBk (e e S e T e R e e 2.0
Lo e X E i e e i S 0 TR T (R N T 4.6
B e RS D e - RN o P e S SRR L R 7.6
Other foods y #0  (REI S) [I[ TTE 7.4
Subtotal 7 i e el 49.9 300.3
Tobacco 6 O3 I e T 18,1
O e e s T hen h {15 ) R 9.5 156. 3
T DR et S N e R e e I S i A (s e 11.8
Agricultural machinery . .o I~ e (LI ISR L 59.7
CoBl . - v [ T e 206, 2
Mining machinery__. VL o el er e 10.7
Batrblen pepOHe - s i T NN R g | [T et TR ST 146.5
e e e e T L L PR Ly oL R P o 16.0 19.6
Iron and steel:

omsheds . o o E e i IR T [ 17.5
Crude and semifinished __ 300 | e 10,0
4 o' RO e il e ) T R s R NS TSR T T 5.5
sSterladiipment S - =0 O T WL j 3, - 1 P R e T 13.8
Timber equipment___ e B e W 8.9
Electrieal egtdpmeats. . 0 L L L 00 e 10.0
e M DO s S e R 504, 2 275.7 52.2 176.3
Total comanodity INports: oo s s 1,574.5 275.7 127.6 1,171.2
AR (71 1) ot S e SR b)) | S S| | T i 263.0
G373 P L T e 7 7 R S P s (et 93.0 5 20 H I ! (SR T
o B3 | T o gl ey a0 Ml ol 0, 5 o il 1,930.5 368.7 127.6 1,434.2

! Includes (in millions) machinery, transportation equipment, and business machines, $173; chemicals,
$43; copper, $19; lead, $9; zine, $11; hides and skins, $32; wool, $26; cotton textiles, $31.
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TasLE 6.—Greece—Illustrative composition of imports of commodities and services
from Western Hemisphere and possible sources and distribution of financing,
Apr. 1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars]
Possible sources and distribution
of financing
Total Sources
Import imports Gronk other New

dollar thgn_ new United

earnings United States

States funds

funds

G et ot D e S B SR e ek TR S 7 3| Ut I S| el T . 47. 4
B I e e e e —— P O T I 4.8
T L e R S e S S R R R S e e B
A e e e e e e e S e e L i .6
L e TR L SR S S SRS o Vo] IS ) DR R 16. 6
R e et e s e e e e e e e e S e S A P e e e 8.8
T e e e e R e e B0 4 e 35.4
e T o o AR T T N e o L ey L1 e e .9
T e e e S R EL U PR B R O e S .6
T e e R e T e L =V e s A e e e 2.7
L T RO O T R T S e Al ) TR s i B ¢
i e A T S N E R : {7 o] BT e L | 119.3
RN e et s s T ey e 6.5
e el L AR SN Y R N 1 [ SRS [ 2.4
Agricultural machinery A e L T 7.9
T e e N ey U I e - e e W2
Patroletmy produets. e -3 ] [E e | S 8.3
IR I s o o e e A e P i o e i b Sebil e A TR 4.5
It andStesl; Fmished - .. DA e 7.0
G s DI S S s S Sy yer ) [T SRt [ e i | 7.3
Tl e e iel o] SIOHER T SR S SR S y B R R PR 1.0
Rt eal e DMeO e e e e e L it S R e L e e 1.0
R N D B et e e ia 47.0 37.7 B3 L e e
Total commodity imports. - om oo 212, 4 3% 9.3 165. 4
e[ P L R RS A R SRS LR 49.9 A | S 20.5
T e e LD S TR BT T . P S 262.3 67.1 9.3 185. 9

! Includes (in millions) machinery, parts, and accessories, $13; clothing, $12; chemicals, $7.

TasLe 7.—Iceland—Illustralive composilion of imports of commodities and services
from Western Hemisphere and possible sources and distribution of financing,
Apr. 1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars]

Possible sources and distribution

of financing

Total Sources
[mport' imDUl'LS Icelandie other New

i'ldllnr t,lgan t[mlw lcl:nitnd

: Jnitec States

e States funds

funds
B D L P e e e e Sy o o W Ll e vavamangea 1.5
T ) R P e A TS R S e R O .5
T et S e S R S Sl W S s S e W S R e s e S 1.4
T T R S N e R e ey e == 2 i e e e e P 1.2
Cere e T A RSO S R S S i e o2
T e e L e R S SR o (i B ST REOREN IR 7
B T i emipe= = i m S M e A e T ) SR e R e e =
B R R e s e e o s e 5 B s e A ) o 5.7
B RO e o e L s s e b e e T g S e e e I e A =1
L Y T e R e S A o e K ey Sl |esssnmaavein| carne e g
Aptionltural MACKINALY. - oo me i r e m e S s i e e .8
o e T B et P R R e IR N S SR TR e | I .9
1) LB Ly 1 e S e e e e e e LT | oacaasans |y
L L . i H 2 A o s o M y I S (NG| I ePeie i i 1.3
I s e e e b b i i S e e p 10 Y SRS [ e el 1.0
Other imports b . o cceeo o ceee oo cecocaccaaccannccanias 11.0 0 fosiaaas 1.0
Total commodity Imports. . cccecoeceeeeeee - 22.7 10201 Lo 12.7
1Includes (in millions) fishing and industrial equipment, $9.

George C. Marshall Foundation, Lexington, Virginia
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TABLE 8.—TIreland—Illustrative composition of imports of commodities and services
from Western Hemisphere and possible sources and distribution of financing,
Apr. 1, 1948, to June 30, 1949, (at July 1, 1947, prices)

[In millions of dollars!

Possible sources and distribution
of financing
Total Sources
Import imports Trish other New

Follan than new United

earm’h . United States

e States funds

funds

Beegd priins-—— - o o e Dot e 208 | e e 26,5
TN g N e S Y i ] b v o SRR Ty e ar. 2
Eatslandieilss - - o o 3.1
OO ST R, 5 & el oL T pipan 4 W0 0T 0 g v | e LN PR T 1.4
S I LT S S SO e i) e e 0 ¢ VN [ERSRE| SRR 7.2
IR e = S o e et e o [ | O e e
e T I AT i I . 1 A N afe| sl U A S .6
ObherdonaR . i ; 10 8 e o o 1.3
Bubfagaloeice. el et Ll n A e L = 78.0
AT et e i e e e e e S ", 5 T (PR | W AR 8.3
SO e Il R S I N T B TR R A (U 2.0
s i o s R L. e S e i N e et o | T et e B
Aprieultural machinery. oo oo I (= S P B L T 1.6
BHN L P e T S e e I PO 11.2 11.2
Petroleum products._____ L Ll S P T 13.0 13.0
£ VT o o I O R D Nl s 0 S 1 Tl
Fronandgteel:Pinished_ - - - - .- o 1.6 L6
b T e Tna | I s L o el 11 N 1.9 1.9
Bieeldoniimmente Tt L g Sn b7 N (SRS S, [ .4
Hioetrical equiPIIERt . . oo e cn e A e e b U A (T Y I T ™ " 1.0
Bihecimportsil. - 64.1 SRR S 25.3
o] commot iy oD e e e 190. 6 S8l 151.8
NSl — o A e T i 25 I B IR A T e
3 e T 192.3 A6 il e 151.8

! Includes (in millions) chemicals, $5; machinery and transportation equipment, $12.

George C. Marshall Foundation, Lexington, Virginia
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TaBLE 9.—Italy—Illustrative composition of imports of commodilies and services
from Western Hemisphere and possible sources and distribution of financing,
Apr. 1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars]

Possible sources and distribution
of financing
Total Sources
Import imports Ttalizn other New

dollar than new United

earnings United States

i States funds

funds
iy e A e T e i | SR 23.8 243.3
R T i I e s v e e s o o8] R 9.5 17.2
S e e L L . 5, 1 [T S 9.5 2.7
T e RS S L S SRS e R e FISE 1 (PR IR O e T R 4.1
s I e g ) ] o S —m s = (N W= B =~ 2.8
s e Y R T B T e S Al W STt Y. T, 7.0
F Al e b L M et i R e S N S L, | SR ) e TR 7.2
s A e T Y BT R T T et Pl AR,  F e R 4.8 9.5
B O T e e e bt ;S B SRR ST e 10. 2
A T e - 0 i 2D e IS e T PR i 3~ 3690\ o aas 47.6 322.0
SRR e e IO T £l i L ik 7 | R ) (S SRR e 4.5
T e e e e E e R 2L | e S R, TR 149.5
B e N e e e I | e e R e S S 1.2
R T Tt AT T g i a1 e 5 3551 i O 5,00 ) NS e 50
T e e e S U e T e e ool i T BSOS I 88.0
Va0l ey b L D e e e e e 61.2
it At O W PR W e WS e i S B il TP | N M it i 13.8
Iron and steel:

T e e s e e e, R | S e | (SRR T i 6.9
Crude and semifinished _ _ .- - oo 0§ ) RS R ) e 8.0
g e e SR BT AT T S IR A e L .9
Stanlagninment: s I T e R e 4.5
Nleotitcal eguinment . o eem e s e cmem e m—e———— VIO EaEia s avE L e 7.0
R T I e D e 305. 8 183.0 60.5 62.3
Total commodity imports. - .- o oo aas 1,025.9 183.0 108. 1 734.8
TS T g e e e o O B SR A R SN T 30T AR (20 1) (e 134.0
Gzt IR B S T L ISy 1,159.9 183.0 108.1 868. 8

! Includes (in millions) copper, lead, and zinc, $18; wool, $15; hides and skins and leather, $15; machinery,
§7; fish, $5; naval stores, $3.

George C. Marshall Foundation, Lexington, Virginia
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TaBLE 10.—Netherlands and dependencies—Illustrative composition of imports of
commodities and services from Western Hemisphere and possible sources and
distribution of financing, Apr. 1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars]

Possible sources and distribution

of finaneing
I ¢ Total Sources
mpor imports Dutch other New
dollar than new United
- United State.
CALIIDES States funds
funds

S G G e e e e A S s e e 5 b I 1 ) S 39.2 71.8
BT R L e e e R e 3ol ez e | e S e 70.3
F5a et B s L Rl S i R e e w0 | [l N | A 40.5
4 et e S R R L Sl s 9.5 21.9
B e e o oy = h e GHL i SRR SR S o, <= 6.6
INEET Y e VIR Do BRI i el ol ) N s . M - ) I L e N 4.2
DTN Ui 6108 bt el e e ot e S e S S i Bl s e e 1.7
103 3 T rs (a3 L) Ao T s A v O S | B | e e | e 3.3
e e L Tl e o R R S T B
A e e e e ) i ] P SR S e e 17.7
B YR eTong e e T P N O e N sy N R | 7 [ 0F: 7l ISR e e 14.6
1 d a0 o 1 ety i S il ;) e Al A i 48.7 253.2
AR T M e TR R A e e 2 S | R R T B 23.4
O e e e e e e B | e e 32.9
L3575 foo] « ok Tl i O™ W N B o S el [ 0 [ VNS T ] 6.2
PResphates o o e e L ot e o | e .6
Aol fural TNAChIBeY o e e emmcacmr e e e e s e -1 | M. Wi S A 8.8
D e PN L R L 25.8
Nty At ey e e PR | e ey 2.3
T aLe)n ] (FT0h et BT 0Ta R U [ i rOO N ) S NG| D B | L | SRR 32.2
B e T TR i B A il A 25.2
rowandigteel: Binished . - - .. T._ o . . Ba- Ao o 53.8
kRN e e D SR NS N Wl T IO BN ekl 23,2 e e L | A 23.2
cepae IETa) s ol ok At e R e e e g B | e e e 4.6
Electricaleguipment. . e 3] R S T 6.3
Ovherdmportsd- . . = o o oo o 491.3 174.1 110.7 206. 5
Total commOA ity DO IS e e ers s m e, 1,038.5 174.1 159. 4 705.0
Netfrelght oo o oo et 6.0 [V e e o

‘Other dollar payments. - - oo 91.0 | o Il P
e e e e e s o S e e ) 1,135. 5 0L, 159. 4 705.0

1 Includes (in millions) industrial machinery and transportation equipment, $193; chemicals, $26; hides
and skins, $13; copper, lead, and zine, $15; cotton textiles, $54.

George C. Marshall Foundation, Lexington, Virginia
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TasLeE 11.—Norway—Illustrative composition of imports of commodities and
services from Western Hemisphere and possible sources and distribution of financing,
Apr. 1, 1948, to June 80, 1949 (at July 1, 1947, prices)

[In millions of dollars]
’
Possible sources and distribution
of financing
Total Sources
Import imports Norwegian other New
dollar than new United
earnings United States
States funds
funds
Bread grains 35.9
Coarse grains 11.0
Fats and oils 9.9
0il cake 3.4
Sugar 9.9
Dried fruit .9
R e e i e o e e .B
Coilee 10.6
Other foods 2.9
85.1 75.6 AL e e i
Tobacco 6.2 |7t 3] e e SRR IS s i
T o e e e st s 3.6 D e AL S TR T
Asrienituralmachinery- o C I e S I e 4.8
T ) T e e e R P Il Sl || )
T TR e T T S i S T 15.0 E N T (I s (IR T
Iron and steel:
Tk i) e e O O S St S S S D € S 24.5 | | e D 18.9
Crude and semifinished - . oo oo aaae e i P I M R L) [T S L 1.4
B e e e e e oo 4 b e s S e ke 5 S5 G e ol e e e 2.5
LT e L e e S e S e e 7. o T R [ e e 2.5
Electrical equipment. o o e =R W S Rl e s 4,0
e O I e e e 98.0 51.4 Ll e
. Total commodity imports_ o 247.6 157.3 56,2 34.1
Siherdollarpayments. o 6.0 G
R e et e s S e s S e e 253.6 163.3 56, 2 34.1

! Ineludes (in millions) machinery and transportation equipment, $46.

George C. Marshall Foundation, Lexington, Virginia
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TaBLE 12.—Portugal and dependencies—illustrative composition of imports of
commodities and services jrom Western Hemisphere and possible sources and
distribution of financing, Apr. 1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars]

L]
Possible sources and distribution
of financing
Import Total So?gces o
imports other ow
2 P omese than new United
phvn T United States
g States funds
funds
13T T e T B M 33.4 33.4
T r gt ) § oL P SR S SRR ML [ e I S ST e 7.3 7.3
R LT T e N S Rl g O S 3.1 3.1
T i e e L e | S SRR Ol
ST S SRR T R T R R Ay oY AL S g = 6.1 6.1
O N TR A N et s R RN 1.9 1.9
I e e e .6 .6
G TTEE S S T Ll e T T ]
R e e e e 53.1 53.1
M T A e o A R S Nk s T 4.1 410
GpttoRIs e e e e 2.0 2.0
PG D DR e L e e 3.4 3.4
Aorirbarsl vmaehinery G 0 U R e e 3.1 8.1
e R N e T 9.5 9.5
Palroleum prodets. e 10.0 10.0
v ey b e SR O VT TR T S, W e S T | 4.5 4.5
Iron and steel: Finished . . ... _______ e et I 6.4 6.4
SIICES Soni e T i - g e T 7.0 7.0
lentricalagnipiente f oo e e T o TRl 2.0 2.0
et e 318 31.8
Total commodity imports_ .. . oo 136.9 p b N SR I e G
e el e e 7.4 g B I s
L 1 ey D R e 144.3 144 3 e

! Including drawings of $72,000,000 on gold and foreign-exchange resources.
2 Includes (in millions) fish, $6; machinery and transportation equipment, $7; textiles and bagging, $1.

George C. Marshall Foundation, Lexington, Virginia
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Tasie 13.—Sweden—Illustrative composition of imports of commodities and services
from Western Hemisphere and possible sources and distribution of financing,
Apr. 1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars]

Possible sources and distribution

of financing

Total Sources

Import imports Swedish other New

dollar than new United

sl United States

g States funds

funds

Crepninireaty TOOTE RN RS NN N e N S S 19.1 14.3 A e BN
R N e e e 5.9 | R TR
LT TS T T e e e T e 7.7 e E e e
L SR S e N Y e 11.8 TR o e B L R i il
B e e e e e 7.3 2.5 - R
T e e e s s S s s S e et i | he g e g | SRS oo
TR BN L TRER S e 1T s S Ty e S el 1.7 o i e e MO o el
A e T e e T SR T SR S e 258 | 41 N T O I
e e e e e e e 30.4 16.1 I3 e i
R S T T B TR T T e i et i e 1§ | 171 0 R St T ) et T )
R R D e e s e e e 101.2 77.3 e e
i e T O RO T T T e N o e S 9.6 8 (SR | = s e
LTI ey e et I SRR e O S i M 29.4 .1 1 ) IR P ST T
LT T R e S i S S e e S P SR e S R 1.2 /I P e
e RS T S S el R .B el L SR L
T e TV fUE U vy O R GO -2 I5 2 (ST SO s ) 00 ST Y 12.7
ERRbieRm prodnots - - o o 58.3 5 I | NS RS S
e B S e B e b i Y Lo o) o e S 27:1 -7/ N S S S e
s o e LA e R TICE T el W R i (b5 | e SRR | | i sl i 3202
Neattealeomipmient - . ROl e 8.0
T Ty R E A et S OT R S A S S S 238.3 219.5 B e
Totalcommodity INports. . - 498. 5 422.9 42.7 32.9

I Ineludes (in millions) copper, $16; lead, $6; chemieals, $53; machinery and transportation equipment, $58.

George C. Marshall Foundation, Lexington, Virginia
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TABLE 14.—Switzerland—Illustrative composition of imports of commodities and
services from Western Hemisphere and possible sources and distribution of financ-
ing, Apr. 1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars]

Possible sources and distribution

of financing

Total Sources

Import imports Swiss other New

dollar than new United

- United States

earnings States funds

funds
e U b R e e e e e 556.2 A L
P TR g - e M RO e IO RO, O . SN o g 43.8 -2 0 | RS OEES St e
1L TN e O et e TN T S 8.5 . ¥ T RN o T
Oifeake - - - o 4 b [ e
oy G omee T e T R ke e, 20.4 Wt | e
0 LR ST AT Ul T T A S I I, 6.7 A SRR S| B e
LT e e e S e S 6.1 i = -
BCTEATET I, N T Oy S T o P TR 2 | e e e
[aTe s TR T R il T e 1.4 1R | e N
Betes - e s ) TPl p P e B e
A eTrn et P S T N M T R I ey e 9.5 B 2 (B o
BUBtotRY . o e e 165. 2 f L1l e R e
AT T e gl NG N e L T E AT St 8.4 Sk | e
Yoy S IO e £ I O s o " W S 14.0 | o S —
Apricnitaral e Ry - e 1.6 1.6 |can e oo
et S i e S Y SN A ) A N 4.0 = 3N 1 N (RGN My T
Patpaletm proddets. LV MR, T P e S o 12.0 b4 ) A e s
B e e e e 1.6 1A 5 (] (R B
Iron and steel:

IS T U e b M TR o il o P 0L I - DB T 27.5 A L
Crugeand semifnished .o oo - - oo 1.4 T b e e
: SE Ry Dl o e S S o A e ] N R i
8 5 g R R e L 1.0 3 O ) [ B T
Wlaetricaliegquipment. o 1.0 y e (O S e
(1} AT 07 0] 4 2 Lot S i i Mg Mo Soaliat oo M S i 187.0 1. 0 T I e | KL T
Total commodity imports. ... ____.____.. 424.9 57 0 T |G (R ===
b e A Tey ey TE e e v 1 SO i 110.0 AT (T DT
E B L B N e e e e e e S e 534.9 I (| T N

! Includes (in millions) machinery and transportation equipment, $44; chemicals, $30; copper, $11; instru-

ments and apparatus, $11.

2 Switzerland has net dollar earnings on eurrent account.

Ll

George C. Marshall Foundation, Lexington, Virginia
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TasLE 15— Turkey—Illustrative composilion of imports of commodities and
services from Western Hemisphere and possible sources and distribution of financ-
ing, Apr 1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars]

Possible sourees and distribution

of finaneing

Total Sources

Import imports Turkish other ;\"g‘w

doller. | tesmuEw: | Tnied

ohrnines United States

i g States funds

funds

B bt cn s e e L S S - 0.3 W E R e s b e e s
Tt T T R ST O S A S S .6 o PRI ] (BT
e N D i Y 5 e g S S S S 7.9 o R T S s
s mahiner Y- - o e 1.0 bl b e e
et E R ek (s A S S | S 7.5 y i | Dl s T
onand'steel finighed - . 5.0 0| IR et T
R e e o 9.0 QD o= cclncac ot g
J L] TR T R o= o o S .4 7 S8 | R | | S =
Emotricsleqsipment. . o o - 2.0 2.0 R (o
T e e O e R R e e e 25.2 252 b o R S
Total commodity imports. oo 58.9 o o | S| (LS -~
L e 4.7 4.7 e B R
T T S e T E T R e e e e e e 5.4 e e R P Y
£ e e e R T e 69.0 e P e e LS

! Includes (in millions) chemieals, $6; machinery and precision instruments, $4.

1 Turkey bas small net dollar earnings on current account.

George C. Marshall Foundation, Lexington, Virginia
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TaBLE 16.—United Kingdom and dependencies—illustrative composition of imports
of commodities and services from Western Hemisphere and possible sources and
distribution of financing, Apr. 1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars]

Possible sources and distribution
of financing
Total Sources

Import imports United other New

Kingdom | than new United

dollar United States

earnings States funds

funds
33 T I N T ST B SO SRR ) SSe T =L | TR YU 238.1 198.3
BT TR g b e e e e S R R e b B e s 38.1 83.6
AR ST o T e T w0l i 0 U 1 4 (R ) 38.1 90, 2
Oillenke-—t 0 e - 1 R O S 19.0 24.1
R e e 15 N RS s SR 19.0 128.1
1. P R R T F S A il 8 e ) SR 33.3 206, 2
Bairyproduets— . Y £ 0 | SRR ST B e e 164. 2
oo T O e e T R e S e I el = [ 4 N e e = 75. 9
10 F0 TR AL AT O T AL S A e e e [ /5 1 O N T T 17.1
R e e = ol | SRS L A S o 37.9
L0093 (L B g e e e i P, L Gl g LN O ol N, 1§ Ty R el 4.8 13,2
Dtherfeods. = o e s 7,1 T M) MRS SO | |98 W L YT 61.0
BUbBtaEAN el o b el o8 e el b © 1) 1yt ) T 390, 4 1,180.8
AR5 1o e e S e e 160. 4
T b e e e v B e SRS P e 226. 6
bt g e e K O R A S I T e i 3 I A T T 1.4
1) 0 T e S L e e e SN e B e .5
Agrienl tural I aCHINArY . e e e SR e 20.8
ARG MR I N L L W L A ST i 2 ol SN e 12,1
NMiginrmaehinery = -~ - . = B B 32.6
Petroleum produects._____________.___ S L e B 190. 6 ) [ it W O e, 1 o o
Sty a0 O N SRR O e e e 212.8 68 3 | o 56. 5
Iron and steel:

Rt el w s ol T o e ek R A 14.3 | 7 5T 1) R TR, (ST e e =
Crudeand semifinished. . - o o o] 56.0 T ) N S T
oy e e e e e e e e e ) R P e e R e e 8.8
e MR E iy o o) N R A SO e s S " 08 5 1] IO R W 8.6
R Eh i g iaeyse ) AT SN T DR R SR G B 4 SRR I O [ e T 1.7
Bleotrital aquipenl e e e e e L R e s 40. 6
YT T T o L T i S S SN e 1,622 4 1,504.5 .o B (RSN
Total commodity Inports. - - oo e 4,190. 2 2,011.7 418.3 1,760.2
b 1 AT 18 N I AT e S e R S T 59.0 0| Y| A [T T
Otherdoliarpayments. .- ... - - - . _. S 62.0 820 |ccccas—neas st R o
A L L SISy (R e RO e B el o 4,311. 2 292 T 418.3 1,760. 2

1 Includes (in millions) chemicals, $109; copper, $80; tin, $44; lead, $37; zinc, $35; aluminum, $75; wood
pulp, $48; newsprint, $24; hides and skins and leather, $87; machinery and equipment, $371; fish, $20; wool,
$33.

George C. Marshall Foundation, Lexington, Virginia
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TasLe 17.—Western Germany, Bizone—Illustrative composition of imports of com-
modities and services from Western Hemisphere and possible sources and distribu-
tion of financing, Apr. 1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars]
Possible sources and distribution
of financing
Total Sources
Import imports Bizonal other New
dollar than new United
earnings United States
States funds
funds
Bread SaIns. o e I e | SRS P 284. 6
S e e e e e e e s e 21 Bl ~ Rl A e O P 4 54.1
T e T RS T T S R e -y I T F e WY 24.5
L e B B e e 7 i e S S O P e e 21.5
e e e TN L UL )| [ s e [ L 6.2
L BT S e A . g LR B o) | i ) 9.9
oo T s O R e B B B L e el e Ry | e e (TS PR 55
i b e R F I T 2.2
ST e TR R S R T Ol e A A A1 L i ) (NS § 23.9
A s e e s e R e 7 e e 438.4
LT e T O N TR N A TOMIpI S s N 16.1
e B B o L S S L R R e e e 66. 5
L e R R e g e D |l e anaras 12.0
Enmsphates o T AT i — /I S [SROa S 5| IS s il 1.1
Aenienitoral Machinery. — ool 8l | 8.4
T T, e e 7 1 L e e 28.0
e T g e R S S e R S S b b [ B B AR 22.5
L e e N | SE LS| FERE e 9.4
e O I DA e B N B e TG SRS LS St RS e o e AT 60. 0
T T S, AR B S SO W ) S0 S A = 2; N (R ey [y ] RS e .3
Elbatticalegnipment. oo s o 1 R e L e L 5.0
T R i g A b e e R e e S S e e e e 212. 4 996 0= 112.8
Total commodity Imports. - - 880.1 R | SN 780. 5
T s e R e e I3 0 e e 134.0
R S B, e 1,014.1 e N | 914.5

! Includes (in millions) copper, lead, and zine, $18; hides and skins, $9; seeds, $22.
2 In addition to its dollar requirements for im ports 'from the Western Hemlsphere bizonal Germany will
have an uncovered dollar deficit of $200 millions with nonparticipating countries outside the Western Hemi-

sphere.

grains, $28.5; cotton, $16.6; other raw materials, $26.6; freight, $26.8.

69082—48——21

George C. Marshall Foundation, Lexington, Virginia

This defieit is made up of the following items (in millions): Wool, $71; hemp, $6.5; lead, $10; coarse
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TABLE 18.—Germany, French zone—Illustrative composition of imports of commod-
ities and services from Western Hemisphere and possible sources and distribution
of financing, Apr. 1, 1948, to June 30, 1949 (at July 1, 1947, prices)

[In millions of dollars)

Possible sources and distribution

of financing
Total Sources

Import imports French gther New

zone than new United

dollar United States

earnings States funds

funds

Brest graing oo o oo ool s 44.6 |loce e e s 44.6
R T S AT R e ST e e e i 1, S | LGN, S Dy 1.6
Cfleg. - RSN Bl o i I O R .3
s ) LR ) el L N At I 710 N | Wl [ 46,5
S e S S R T N IR T S T e SN T A 2.0
LGy el i e e e S e S e 3G fa—— e = e 16.7
P S (i 1l T30 0oy AR S NS | 90 I e ol O e RS TE 11
Rroloum pradnete e - A | N SR (RN T 8.7
Tmberequipment: - - oo e e Y (NSRS L e P
(ARS8 T ey - (O e R S S L S LI S e 16. 2 iy 2 R ¥ T 4.7
Total commeadit vy Imports. - o cs oo aoitiia- 91.9 5 85 PR S 80.4
Nondrprghtel s Ta e LGN ey L3 90 | MO R |y
7 e P . S St o 93.2 1Z8 | e 80.4

TasLe 19.—Germany, Saar—Illustrative composition of imports of commaodilies
and services from Western Hemisphere and possible sources and distribution of
financing, Apr. 1, 1948, to June 30, 1949 (at July 1, 1947 prices)

{In millions of dollars]
Possible sources and distribution
of financing
Total Sources
Import imports Siags other New
dollar | "EREEN | K iites
-z 308 n '8
SATIUNES States funds
funds
By gralnn e b L L - ) ISR | B 7.0
Bl R en: 111 e Rtk s s a et da N U e e L e S .6 13 i PR RS
s e TLL TS et L e R ik T P T ST 1.0 Lol s e | e
s R R S I e L S S TR T T W R L .8 T [ (RN
e e NI I i e~ e £ 0 S IS T 9.4 A e = 7.0
D D I e i s e s o e s .3 Pe 1| (RSN S0
M N ARy - i Gkt R RN e e SR e 3.9
Total commodity imports. . v cecncccnann 13.6 - & ) IRy 10.9
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Recapitulation table—Illusirative composition of imports of commodities and services
from Western Hemisphere and possible sources and distribution of financing,
Apr. 1, 1948, to June 80, 1949 (at July 1, 1947, prices)

[In millions of dollars]

Possible sources and distribution
of financing
Total Sources
Import imports other United
Own than States
resources United Il:un 3a
States
funds
B BEBINS - oo e 1, 600. 3 138, 8 336.7 1,124.8
T e S e AR IS e P R R SR R S 552. 3 68.6 66. 6 417.1
TR A M T R T 378.4 29.2 76.2 273.0
R e L 190.7 17.4 33.3 140.0
e e e S S e e S e e e 295.8 35.1 33.4 227.3
LT LR S I RS . A e 393.1 14. 5 33.3 345.3
F2 Ty . A R SRS D, B O, o e e T 275.2
e T e e T I ey 85.3 " R TR 78.6
T L e g e S R I Sl B e SO ST AL 34.3 o e, LS 31.5
UL e e AR R S e S e R e AL SRR RS TS 47.8 e I A e T 44,7
T e e oSSR S e e 156. 6 34.1 38.3 84.2
T T T T, A B TR N O L S D 168.0 23.5 e 144. 5
i s e L e e A B e e e 4,177.8 373.8 617.8 3,186. 2
T e e e T TP DR T T e e T 203. 4 - 30l I N T G 264. 8
T e e e e R R e 790.0 49.0 42.1 698. 9
Lot L e L R . P e e ey 42,8 o A P SR 37.6
T T L N A B R G 3.1 Fi o D SRy S 2.6
SRS S R e Y R BT B T P X R
A Lt Earbteiigbel g o L0 O T Y LSS e = o s X : ¢
Ct;}u:ailery ........................ et A 380.3 1 F o7 Ll O R 375.8
L T et ol 0 e S s PR S E s e S T S 81.9 1.0 2.9 78.0
ST OR T e (0 I ey AT St Y, o 651. 9 A30:i0 {icesnqaaans 318.4
B B e e e o e St o o e ot i e 333. 4 185.7 16.0 131.7
Iron and steel:
L TR L e S T T iy I 226. 7 85.9 21.7 119.1
Cmdeand semifinished. . oo oo amaamaaaa 86.2 0307 L Syee AT 23.6
35T Ty T e e S R O o R OO e L eSO = 1.6 S | 1.4
i T e ke e e O el S o A i R gt | e e | s e e S e 2.0
O e O s e e o= R i e ] | T SR iy SR ] 8.8
T e T N S e ST 116.8 17.0 21.8 78.0
cy T e L T T T RS A A S 8000 1. st e e 60.0
Steel equipment._____ DR e S T o I [ 9.1 39.0
Sy e e T T ] e A e e A ST A R s 17.0 BT L A e e 16. 6
AT AN G e R BT T T O R s 95.0 5.0 6.0 84.0
R A s 4,228 2 3,210. 8 408.0 609. 4
Total commodity imports. . ....--- CHEEN TN TSR A 11,812.7 4,385.3 1,158.3 6, 269. 1
LT T e e e e e I SR 827.0 230 A |l W R | 591. 5
Other dollar pAYIIEATE . - - oo = icoacocidici e 319.4 o b 4| R T | e T
241 et AU R IS S S S L RS R RS el T R 12,959.1 4,940. 2 1,158.3 6, 860. 6

George C. Marshall Foundation, Lexington, Virginia




322 FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

Mzr. Doucras. At the last meédting of the committee, I think on
Thursday, Congressman Javits asked whether there would be some-
one here this morning who would be able to answer certain questions
which he might put in regard to the ITO. And, accordingly, Mr.
Chairman, may I suggest that Mr. Clayton appear before the com-
mittee to answer the questions which Congressman Javits may have
in mind, so that it will not be necessary to hold him before the com-
mittee throughout the entire session this morning?

Chairman Earon. Is it agreeable to the committee to have Mr,
Clayton answer questions of Mr. Javits? All agreed, say ‘“aye.”
Mzr. Clayton, we are delighted to welcome you back.

Mr. Willaim L. Clayton, Adviser to the Secretary of State: Thank

ou, Sir.
: Chairman Earon. Mr. Javits, of New York. 1 will present Mr.
Clayton, Mr. Javits. He is now open for engagements with you.,

STATEMENT OF HON. WILLIAM L. CLAYTON, ADVISER TO THE
SECRETARY OF STATE

Mr. Javirs. Mr. Clayton, you are the head of our delegation to the
Habana United Nations Conference on Trade and Employment; are
you not?

Mzr. CrayToN. Yes, sir.

Mr. Javirs. Do you consider the work being done there as having
any effect on our consideration of the European recovery program?

Mr. CrayTonN. Yes. I do, Mr. Javits. I think that the two
programs are very complementary and very interdependent and
closely related. The purpose of the European recovery program is to
assist these countries of western Kurope to stand on their feet until
they are able to stand alone. And, at the end of that time, in order to
continue to stand alone, they must, of course, increase their production
greatly, and increase their international trade considerably, as
compared with prewar.

It is the purpose of the ITO to bring about among the nations of the
world a more liberal international trade policy than has heretofore
been pursued, and in doing that, all these countries will be greatly
assisted in increasing their production and in increasing their, trade
and making possible their own economic independence.

Mr. Javits. Mr. Clayton, there are certain disquiets with respect to
the European recovery program, on which I think you can enlighten
us considerably. One of those disquiets is that if we restore the
European countries to their 1938 status, we will restore them to what
was an uncertain economic life, and that, even if we restore them fo
their 1938 status, they are bad investments.

Can you tell us what effect the barriers to trade have on the econ-
omies of the 16 countries in question, in a general way, as you see if,
and how the International Trade Organization will change the situas
tion, assuming it comes into being?

Mr. Crayron. Well, obviously, barriers to international trade in
the form of excessive tariffs and quotas and other restrictions on the
movement of goods between countries, limit the possibility of the
countries to reach a high standard of living, and to reach conditions of
economic independence. The countries that we are considering in the
ERP, the 16 countries of western Europe, are peculiarly in the posi-

George C. Marshall Foundation, Lexington, Virginia




FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM 323

tion where international economic relationships should be liberalized,
for the reason that those countries had before the war, as this com-
mittee knows, about $2,000,000,000 annually of invisible income, in-
visible exports, in the form of earnings on banking and insurance, but
principally in the form of receipts of dividends and interest on foreign
investments. Those foreign investments were almost used up, or
disposed of, in order to fight the war, and they no longer pay dividends
to the participating countries.

As you know, much of the shipping of these countries was destroyed
during the war. Therefore, these countries must either have postwar
a lower standard of living than they had before the war, or they must
considerably increase their production, not only the production of
the things that they consume themselves, like food, coal, and things
of that kind, but the production of their industrial products and manu-
factured goods which they can export to pay for imports, which for-
merly were paid for by these invisible exports of which I have spoken.

It 1s estimated, as you know, that those invisible exports before the
war paid for about one-fourth of the total imports of these 16 coun-
tries.

Now, it 1s highly desirable that in the years to come, those countries
should follow a much more liberal policy in respect of their national
economic relationships, their trade policies, their tariffs, their quotas,
and all those sorts of things. And, indeed, the rest of the world should
do the same, in order to put them in position to get back to their
prewar standard of living as soon as possible, which can only be done
by greatly increasing their production and distribution of goods as
compared with prewar.

Mr. Javirs. Mr. Chairman, may I invite any member who desires
to do so, to join in the discussion?

Chairman EaTon. The chairman would like to ask Mr. Clayton one
question. Is the ultimate objective of the great institution which you
represent here this morning, universal free trade? '

Mr. Crayron. Well, Mr. Chairman, if we ever have free trade in
the world, and probably we will, it is a long time in the future. The
way the present world is set up, I do not think any of us would expect
that we would have free trade soon.

What we are seeking, Mr. Chairman, is freer trade, not free trade.
We are not trying to put the world on a free-trade basis in the foresee-
able future. What we are trying to do is to liberalize the rules of
international trade, and obtain freer trade, in order that we may have
an increase in the production, the distribution, and the consumption of
goods around the world, so as to increase the standard of living, raise
the standard of living.

Mr. Javirs. Mr. Clayton, could you give us some specific differences
between the barriers to international trade as they stood in 1938, and
the situation which you expect will succeed the European recovery
program period, if we go through with the I'TO?

Mr. Crayron. Well, Mr. Javits, that would bring us into a descrip-
tion of the great change that took place in the world trade pattern
between the two world wars, as compared with pre-World War I,
and, as you all know, that was a radical change.

The eountries of the world during World War I learned many bad
tricks in international trade. They learned to use quotas. They
learned to use embargoes. They learned to disecriminate between
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nations. They learned so many and indulged in so many practices
having to do with a limitation and restriction on the production and
the movement of goods in the world that I think that had a great deal
to do, certainly, with deepening and widening and prolonging the
depression which started in 1930. We ourselves took, as I think we
all recognize, our full part in that changed pattern, and contributed a
good deal, T think, to what happened.

It is our hope that through the ITO, not immediately, but gradu-
ally, we will be able to get the world back to a multilateral form of
trade, pretty much on the basis of pre-World War 1. And, if we can
do that, we think that the world will go forward much quicker in
getting back to economic order and stability, and in raising the stand-
ard of living around the world, than if it were allowed to proceed on
the basis of the pattern that existed between the two world wars.

Indeed, there are only two roads we can take. If we do not go
forward with the objectives of the ITO, we are almost certain to go
backward to the development of nationalism, such as we saw carried
to extreme lengths in the First World War and between the two world
wars, and then carried much farther, of course, during the Second
World War.

I am not saying those things are not necessary during wartime, and
it 1s true that they are. Nearly everything has to be controlled in a
modern war, and 1t is difficult to turn loose and to get back to liberal
methods and liberal terms of international relationships, but that is
what we are trying to do in the ITO. I think it is highly important,
as I said a moment ago, in connection with the ERP, because what the
ERP attempts to do is a short-range program for one part of the
world. And, if that program is successful, and those countries are
enabled, by their own self-help and mutual help to get back on their
feet, they will certainly be greatly helped in that policy, and in that
direction, not only to get on their feet, but stay on their feet by the
a&l\cg)tion of the policies that we are trying to get adopted in the
ITO.

Mr. Vorys. If I may interpose, you mentioned that the ERP is a
short-range program. Where do you get that idea? Is that what
it 1s supposed to be?

summer of 1952. 1 call that short range, and the object is, as I have
sald, as I understand it, to help these countries help themselves stand
on their feet until they are able to stand alone without any special
outside assistance.

Mr. Vorys. Are all of the 16 nations which are under consideration
in the ERP, members of the ['TO?

Mr. Cruayron. I believe that every one of them is at Havana, yes.

Mr. Vorys. Is ITO a short range, as well as a long range program?

Mr. CrayroN. Yes. [t is a program that is supposed to become
effective in many respects as soon as adopted, and to last from this
time on out.

Mr. Vorys. What is the quickest time that ITO could go into
effect?

Mr. Crayron. Of course, it has to be approved by our Congress
and the legislatures of the other countries. This would probably take
until the end of 1949.

Mr. Vorys. How does the International Bank tie in with this
program?
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Mr. CrayToN. It has made some loans. As you know, the United
States Government is committed for something over $3,000,000,000,
but not much of that was furnished in cash. And, as I think we all
understand, the International Bank has to get its cash with which it
gpe:a.tes by selling debentures to the investing public in the United

tates.

Obviously, under conditions as we see them in Europe today, the
investing publie, in my opinion, will not buy those debentures in very
large amounts at present, under conditions as we see them in Europe.
If through the enactment of ERP, a firm economic foundation is
%laced under Europe, then I think the directors of the International

ank will have courage to go forward with credits for reconstruction
and development, as it was intended they should do. And I think
also that the investing public in the United States will buy the bonds.
But under present conditions I do not believe the bank can operate
to any very substantial extent.

Now, answering your question about tying in the ITO with this
program, it is automatically tied in. The ITO deals with questions
of trade barriers, tariffs, quotas, subsidies. It deals with the question
of cartels. It has a very important chapter on cartels, the object of
which i1s to do away with international cartels, which are a form of
private restriction on trade between nations. It would obviously not
be of much purpose to prevent governmental restrictions on trade, if
you are going to allow private people to do it. So they have a very
important chapter on cartels.

They have an important chapter on international commoditity
agreements, or arrangements. And in matters of that kind, the
charter is a very comprehensive document, and in many respects the
provisions of the charter would come into force immediately upon the
charter being adopted and the organization set up and starting to
function.

There are chapters on technical matters, on administration of cus-
toms laws, and matters of that kind, that would come into effect at
once.

There was a trade agreement made between the 23 nations there
represented, while they were working on this charter, as the result of
which restrictions on trade and impediments to international trade
were greatly lowered, or were withdrawn, as, for example, in many
cases, diseriminations, preferences, and things of that kind.

So that I think I can assure you that the ITO when it is adopted
and set up will begin to function immediately in the direction which I
have mentioned before. Obviously, it cannot come into full bloom
until its member nations reach a condition where they can stand on
their own feet economically, and they cannot do that today. That
is the reason for ERP. As soon as they are assisted to stand on their
own feet alone, without special outside assistance, then the I'TO will
come into full bloom and operation.

Mr. Javirs. Mr. Clayton, I would like to revert to the question
asked by the chairman, and ask you whether it is not fair to character-
ize the present status of I'TO as follows: That what it seeks to do is to
reduce barriers to international trade now, or proximate to now, like
quantitative restrictions, preferential arrangements, discriminatory
practices, discriminatory treatment of imports as against domestic
production; cartels, which you referred to, inter-governmental com-
modity arrangements, and so forth, leaving intact, however, the strue-
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ture of tariffs as a means for trade protection, except for the obligation
to negotiate for their progressive reduction. Is that a fair statement
looking at the matter from an over-all viewpoint?

Mr. Crayron. Mr. Javits, that is not only a fair statement, but,
if I may say so, a very intelligent and brief summary of what the ITO
seeks to do.

Mr. Javrrs. So that there is no peril to our tariff system in the ITO?

Mr. CrayroN. There is no peril. There is not. We have, of
course, as we all know, the Trade Agreement Act, under which we
operate, and all that the ITO has to say on that subject is that the
members are oblicated to negotiate for the reduction of tariffs, and
the elimination of preferences and discriminations. And, negotiate,
as we, of course, all know, means sitting across a table from somebody,
and, if you can agree, that you get a quid pro quo for what you give,
perhaps you reach an agreement, but that is all the ITO involves in
the matter of tariffs, to negotiate for lower tariffs and for the elimina-
tion of restrictions.

Mr. Javirs. Could you give us an idea of the magnitude in which
the exports of the western European countries participating in the
ERP must be increased before they can be said to be standing on
their own feet?

Mr. Crayron. I cannot give you that in exact figures, but I do
want to emphasize that the production of these countries and their
exports must be raised in volume—I am not talking about dollars—
but in actual volume, considerably above prewar, for the reason to
which I have referred. that they have lost so much of their means of
payment of imports because of the destruction of these foreign invest-
ments, and so on.

Mr. Javrrs. Is it a fact that these nations cannot stand on their
own feet unless they realize a material increase in export volume?

Mr. Crayron. That is my judgment. Yes, sir.

Mr. Javits. Foreign trade, therefore, is essential to any permanent
European recovery?

Mr. Crayron. Absolutely. It is much more essential to these
particular countries than it is to most other parts of the world,
because they are older, and they are more highly industrialized, more
highly specialized in their countries, and they have built up on the
basis of industrialization, in many cases. Take Belgium, for example,
it has the highest density of population of any country in the world,
five or six hundred to the square mile. Obviously, they cannot
produce their food. They produce almost no raw materials, except
coal. They have to import, and they manufacture and export in
order to pay for those things.

Mr. Javirs. It is argued, Mr. Clayton, that if we create conditions
of high production in the 16 western European countries, and give
them machinery, and give them technical help, that we are creating
a Frankenstein which in turn will push us out of the competitive
markets of the world. What do you say to that argument?

Mr. Crayron. Oh, Mr. Javits, I do not believe that that argument
has any merit. We have recognized for a long time in the United
States that it is in our interest to see the rest of the world develop as
long as it can do so on sound lines. We do not want to see any
unsound development. We have assisted, by loans, Lantin-American
countries in the development of their resources, and other countries,
and the history of our foreign trade shows that we have always had
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the largest trade with the highly developed countries. That is per-
fectly natural, because they have a higher standard of living, they
have greater buying power, they have greater wants.

Take Canada, for example, the UK, and so on. Our greatest trade
in exports has always been to those countries, and it will always be,
for the reasons I have named. By helping these countries to get on
their feet and increase their production, I think we not only do not
hurt ourselves in the markets of the world, we help ourselves in the
markets of the world.

Mr. Vorys. Right on that point, as I understand it, it is about a
two-billion-dollar increase in dollar requirements for these 16 countries
that is involved in this 25-percent loss of invisible exports. That is a
rough estimate.

Mr. Crayron. That is the figure, roughly, that we have been fur-
nished, and I believe it to be approximately correct.

Mr. Vorys. I mean, roughly speaking.

Mr. Crayron. That i1s right. Yes, sir.

Mr. Vorys. That would mean that the western European coun-
tries, just to get on their feet, should be exporting, primarily to the
United States, $2,000,000,000 more in materials than they did before,
or should be exporting it some place else, so that $2,000,000,000 more
of imports coming into the United States would create the dollar re-
sources to take up the deficit. That is approximately right, is it not?

Mr. Crayron. 1 do not think it is quite right, Mr. Vorys, because
that assumes that all those $2,000,000,000 of imports into these coun-
tries would come from the United States. I do not think that is
right. It would come from many other parts of the world. And,
also, there is an element there which I think you do not take into
account, and that is, in the way you have stated the question, you
assume that the standard of living in these countries would immedi-
ately, or very soon, be up to prewar, and I do not know, I just do not
know, whether that would be the case or not.

It may be that they would have to make this adjustment for this
loss of 2 billions of invisible exports by two processes, one, for a
few years having the standard in certain respects not quite up to pre-
war, and, on the other hand, increase of production.

Mr. Vorys. That is true, but, in general, this long-term picture,
it seems to me, involves the bringing into the United States of at
least $2,000,000,000 more in imports than we ever had before. 1 was
going to ask you if you could give us some examples of the type of
imports that we could bring in in such very large quantities which
would be helpful, and not harmful, to our economy, which, of course,
is the goal we are seeking.

Mr. Crayron. Well, Mr. Vorys, I do not believe it means anything
like 2 billions of imports coming into the United States from these
particular countries. 1 do not think so. But, I will say that I do think
that we have to contemplate in the future a very substantial increase
in imports into the United States, and I think we can do so with value
to our standard of life, and to our whole economy.

The wants of our people are increasing all the time. Their buying
power 1s increasing. Their standard of life is rising, and there are
any quantity of things that we can import that will contribute to that,
that should not materially affect our own producers.

Of course, in that connection, as you know, we are in the position
of having to import many more things than we did before the war,
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to sustain our own economy, principally metals and minerals, copper,
lead, zinc, and all kinds of things, our resources of which we depleted
during the war, and which have to come in now in much larger
quantities.

Also, I should like to mention in that connection that in the last 10
years, we have had a substantial increase in population, we have had
a substantial increase in the needs and desires of our people, a rising
standard of life, a greater buying power. And, during that same
period, we have increased in the United States our facilities for pro-
duction of consumer goods comparatively little. We have the mar-
ket here, we have the demand here, and we can absorb in this country
a good deal of consumer goods of one kind and another, without any
serious injury to our own producers. In other words, our own pro-
ducers can continue to have, perhaps, a greater market than they had
before the war.

Mr. Broom. May I ask a question?

Mr. Vorys. Before we get off of this, I am quite familiar with the
general situation as you describe it, but I was wondering if you could
give us some more specific examples of the materials we could bring
m in quantities of billions of dollars excess in imports over what we
ever had before, which would benefit our economy. You mention
certain strategic materials, such as minerals, and that is one which
I think we all appreciate. I wondered if it would be possible for
you to give us a somewhat specific list of such imports.

Mr. Crayron. I do not think that I could, Mr. Vorys. There are
a variety of things.

Mr. Broom. Woolen cloth. -

Mr. Crayron. Well, we know, Mr. Bloom, that for the last 214
years since the war ended, we are still unable to get as much as we
need, consumers are still unable to get as much as they want.

Mr. BLoom. That would be manufactured goods. Of course, you
are just mentioning raw materials. Of course, Mr. Vorys spoke of
manufactured goods. Woolen material would be one.

Mr. CrayroN. That is right.

Mrs. Borron. May I interpose at that point?

Mr. Crayron. Textiles of different kinds could be brought in.

Mr. Broom. Without any serious damage to our own manu-
facturers? -

Mr. Crayron. I think so.

Mrs. Borron. Would the gentleman yield?

‘"Mr.fBroom. I yield to Mrs. Bolton.

Mrs. Borron. Do we not have a considerable supply of raw wool
stored away?

Mr. CrayroN. Yes. The Commodity Credit Corporation has a
large supply, which they purchased during and just after the war in
order to hold prices.

Mrs. Bouron. Does that not deteriorate if it is kept in the raw
form?

Mr. Crayron. I do not know, Mrs. Bolton. But we are, of course,
consuming wool in this country—the last figure I saw, at the rate of
about 900,000,000,000 pounds a year. It would be very easy to
work off that wool and keep it rotating, in order to prevent any

deterioration. I do not think that that is a problem.
* Mrs. Bouton. Is anything being done with that? I have been
told nothing was done. That is why I asked the question.
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Mr. Crayron. I am not currently informed on it, because I have
not discussed it with the Department of Agriculture, but I understand
that was the purpose, and that that was being done during the war,
and it is easy to do. I don’t believe they would have any difficulty
with that. As a matter of fact, under the bill passed by Congress in
June, the Department of Agriculture now has, as I remember it—I
think I am right in saying that the Department of Agriculture now
has full authority to dispose of that wool in the market. So that there
1s no reason why they cannot work it off.

B?Ir. ?BLOOM. May I ask, Mr. Clayton—have you finished, Mrs.
olton?

Mrs. Bouron. On that subject. I will wait until later for any more
questions I may have.

Mr. Broowm. Isit not a fact that we cannot expect to keep on selling
export goods to these countries without purchasing something from
them? It is a question of buying and selling. But if we expect to
export to these countries, our goods and not buy goods from them,
of course they will not be able to get the dollars to pay.

Mr. CrayroN. That is right.

Mr. Broom. Is it not a matter of business all the way through?

Mr. Crayron. That is right. We have three things we can do
One is to lop off the exports, bring them down to the volume of im-
ports. The other is to give away the surplus every year, and then we
could buy more goods to take payment for those surplus exports, by
taking goods.

Mr. Broowm. Is it not a further fact that if we do not have an export
trade, so as to keep our manufacturing up to the peak load, that the
manufactured goods in this country would cost us more, because we
would not be manufacturing to peak load?

Mr. Crayron. That is right.

Mr. Brooum. It is the idea of being able to export a certain amount
of goods to X country that allows us to manufacture the goods at a
price, on account of running to capacity. If we did not do that, and
if we only manufactured up to 75 or 80 percent of capacity, then that
75 or 80 percent would cost us more money in this country to manu-
facture?

Mr. Crayron. Yes, sir. it would. And there is certainly that
factor in it which you mention, and then there is the other factor
that has to do with our raw materials, agricultural products, prineipal
among them being wheat, tobacco and cotton, those three. We
export a substantial part of our production of those commodities,
and if we had to curtail very substantially those exports, we would
have to do something with the surplus, or we would have to make
arrangements with the producers to produce less, and divert their
energies into other activities.

Mr. Broom. Following up Mrs. Bolton’s question as to wool, Mrs.
Bolton mentioned the stock pile we have here. Was that not imported
from other countries, Argentina and other countries, at the time?

Mzr. Crayron. No, sir. I think that has been disposed of. I think
the stock pile, which we bought in largely from Australia, has been
sold. What Mrs. Bolton refers to is domestically produced wool, pur-
chased by the Department of Agriculture during and following the
war. They now have congressional authority to dispose of it at the
market. :
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Mrs. Borton. And I had in mind also, Mr. Secretary, the wool
bought from other countries, if we had bought it in the raw stage.

Mr. Crayron. That was all disposed of, Mrs. Bolton. 1 think
perhaps the United Kingdom still has considerable wool in storage in
the United States, but it belongs to them, and the wool we bought
from Australia, which was 300,000,000 pounds, if I remember correctly,
has all been sold.

Mpr. Javits. Mr. Chairman, I have a few other questions.

Chairman Eatron. The chairman understands that at our last meet-
ing, it was agreed that Mr. Javits and Mr. Lodge should finish up the
questions that they wanted to ask at that meeting. Mr. Javits, how
much more have you?

Mr. Javits. I have a very few questions, but Mr. Lodge has one. I
will be glad to yield to him.

Mr. Lopge. I was going to ask Mr. Clayton this. In answering
Mr. Bloom’s question, am I correct in understanding you to say that
these exports contribute to lower prices in this country?

Mr. Crayron. I do not know whether they do to lower prices or not,
but they certainly do to lower costs of production, which in turn con-
tributes to lower prices. For example, take agricultural implements.
We export in normal times, as you know, 20 to 25 percent of our pro-
duction of agricultural implements, 20 percent, I think, of trucks and
automobiles. Now, obwviously, if you can continue that large a
volume as against only the domestically sold and distributed goods, if
you were confined to that, that would contribute to a lower unit cost
of production of those particular things. I think that is what Mr.
Bloom meant.

Mr. Loboge. But is it not possible that the producers of such
articles in this country would, nevertheless, produce the same amount,
in order to keep on satisfying an increasing demand in the United
States and that that would contribute to lower prices, on the basic
theory of supply and demand?

Mr. CrayronN. If we lose our exports, Mr. Lodge, you will have less
demand in the United States for those things.

Mr. Lopge. I am talking about today, not the long-range future.
Would you say that these demands are being more than satisfied in
this country as of today? That is the point I am trying to get at.

Mr. CrayroN. The demand for those two things I have mentioned
is certainly not satisfied at present in this country.

Mr. LopGce. That is what I was thinking of.

Mr. Crayron. That is certainly true.

Mr. LopGe. In other words, as of today, what Mr. Bloom says
would not be true. It would be true in the long-range future.

Mr. Broom. Everything Mr. Bloom says is true.

Mr. Lopce. Mr. Bloom can always be sure of one good opinion.

Mr. Crayron. As of today, we have very little exports of agricul-
tural implements and automobiles, the two things of which I have
spoken, because of the fact of the shortages here in this country. We
have had a greater demand for those two things than the manufac-
turers can supply.

Mr. Lopge. That is what I was trying to get at.

Mr. Crayron. In normal times, we would export around 20 percent
of the production of each of those things.

‘Mr. Lopae. I have no quarrel with the principle you have advanced,
but as of today, we might as well face the facts, and not pretend that
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this is going to be a painless matter. Although as of today, we may
be justified in doing these things, are we in fact contributing to lower
prices and lower costs in a market which is far from being satisfied?

Mr. CrayroN. I would think not in those particular cases. How-
ever, I think the most serious aspect of what would happen if we lost
our exports, or had to reduce them materially, lies in the agricultural
field, and that is where you would have to make the most radical
adjustment. We produced last year a billion, four hundred million
bushels of wheat. The human beings in this country cannot use
over half of that, to save their lives, they do not eat over half of that.
Of course, we feed a certain amount to animals, which is unfortunate,
and you have a lot of wheat you have to export.

Mr. LopGe. Yet the price of wheat goes up.

Mr. CrayToN. And yet the price of wheat goes up, because there is
such an enormous demand over the world for it. The production
of wheat in other countries has declined so much that they have to
have our wheat.

Mr. LopGe. It is true that this demand from outside this country
has had quite an effect on raising the price of wheat for Americans.
I do not mean to question the desirability or necessity of it, but I
think it is well not to hoodwink people as to what the results will be.

Mr. CrayroN. I do not want any of us to hoodwink anybody.
But, if you suddenly lost all your exports of wheat, you would have
deflation to deal with, and not inflation.

Mr. Javits. The other side of the medallion is that certain imports
into the United States will have a very material impact on the cost of
living in the United States, without interfering with our basic economy,
will they not?

Mr. CrayToNn. Indeed, yes.

Mr. Javirs. And would reduce scarcities?

Mr. Crayron. Indeed, yes.

Mr. JaviTs. And keep prices down?

Mr. Crayron. That is right.

Mr. Vorys. Would the gentlemen permit an interruption?

Mr. Javirs. Certainly.

Mr. Vorys. I wonder if there is anybody in the Government who
can give me a list of increased imports that would obviously be in-
creased to the United States. I had thought that of all the people
connected with the Government, you would be the one who could
just reel off the answer immediately, that we need so many million or
billion pounds of this or that mineral, and so forth. I hope somebody
is thinking profoundly on that, because, otherwise, we are building
toward a long-term policy where we merely suffer imports. 1 do not
think that is the case. 1 think there are a lot of things we want to
increase in quantity, and I would like to get hold of the list. Can
you tell me where I can get such a list?

Mr. Crayron. I do not believe it is possible for anyone to give it.
It is constantly changing, with changing prices and changing demands,
and I do not believe 1t is possible to furnish such a list. As you know,
in our tariff policy, under the Trade Agreements Act, we have an
escape clause, which protects any producer in this country whois
injured, or is threatened with serious injury by reason of reduction
in the tariffs and an extraordinary increase in imports. That is a
protective clause that is to protect them in case we should go too far
in reducing this ‘protection.
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I think all we have to do is to look at the figures and know that
with $15,000,000,000 of exports and five or six billions of imports,
that that is a situation that cannot go on very long. You are either
going to have to cut way down on exports, or build up your imports,
one or the other. :

Mr. Javirs. Mr. Clayton, one of the arguments made against the
ERP is that by our efforts to create a leveling of customs barriers
within Europe, or even a customs union of the 16 nations, or many of
them, we are erecting a closed Europe, in which we will not be able to
trade adequately. What effect upon that danger does the ITO have,
as you see it?

Mr. Crayron. Well, I just cannot see the basis for the argument,
Mr. Javits. That assumes it is not in our interest to see other parts
of the world make customs unions. I think every intellicent person
who will examine into the question is bound to see that it is in our
interest.

As a matter of fact, when the union was formed between Belgium,
Luxemburg, and the Netherlands, so far as you could tell, it met with
almost universal approval in the United States. Everybody thought
it was a step in the right direction. I certainly think so.

Why? Just take our own history in the United States. The
Constitutional Convention had to decide whether it would have
tarifls between our States, as is the case in some countries, or whether
we would have free trade between our States. I do not believe any-
body would deny that in having made the latter decision, that we
made a fundamental decision that contributed perhaps more than any
other single thing to the great expansion that took place in the United
States, and the development that took place here, and we made a
great market here.

Now, you have customs unions which eliminate the barriers of trade
between the countries that are involved, and make the same tariffs
on the periphery of all other countries. What do you do? You set
up a situation there that increases the production and consumption of
goods, raises the standard of living in those areas, just as we did in our
country, and you make a greater market for other people’s goods,
because they cannot produce everything they need.

Mr. Javirs. Is it not a fact that the I'TO will protect us against
that larger area enforcing new barriers to trade?

Mr. Crayron. Indeed yes.

~Mr. Javrrs. So it is valuable to us from that point of view?

Mr. CrayroN. Yes and it is logical. That set-up should not only
eliminate the barriers to trade within the areas, but also lower the
barriers to trade with the countries outside the areas.

Mr. Javirs. Mr. Clayton, do you believe there is any necessity for
conditioning the ERP upon the nations benefited joining in the
International Trade Organization?

Mr. Crayron. I am just reacting to that. I have not heard that
suggestion before. My reaction is that I would very much dislike to
see that done. I would like to see us arrive at agreement in Havana,
and set up the ITO on its own merits, without any compulsion on the
part of any country, and I believe we are going to be able to do it.

Mr. Javirs. I might say I join with you in that. One final question
sir: Do you consider the solvency of the European recovery program,
that is, its hope for success, being materially influenced by the con-
summation of the International Trade Organization effort?
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Mr, Crayron. I do indeed. The two things are highly comple-
mentary and interdependent, and it is a little difficult for me to con-
ceive how these countries in western Europe could attain economic
independence again—that is, could reach it and maintain it—if they
did not adopt the liberal principles of international trade which the
International Trade Organization is seeking to establish.

Mr. Ricearps. Mr. Clayton, I was interested in your reference to
the ITO seeking to solve the situation brought about on account of
preferences. Are you referring to both unilateral preferences and
Empire preferences?

Mr. Crayron. Well, I am not aware of the creation of unilateral
preferences.

Mr. Ricaarps. I meant bilateral preferences.
hMr. CrayroN. Certainly. That is right. Yes, I am referring to
those.

Mr. RicEARDS. You are referring to boti?

Mr. CrayTON. Yes.

Mr. Ricaagrps. In that connection, I believe ITO is going to run
head-on with ERP.

You take Great Britain, for instance. She is one of the prime
movers in this new organization of the 16 nations in KEurope. Yet,
at the same time, she continues to insist upon certain Empire prefer-
ences in trade. If she continues to hold that position the natural re-
sult is going to be that some nations in the 16-nation group, in self
defense, are going to have to combine among themselves, and the seed
of discord is right there in regard to trade.

What do you think about that?

Mr. Crayron. The ITO provides that no existing preferences shall
be increased or added to. It does not seek immediately, or provide
immediately, that all existing preferences shall be abolished. You
cannot suddenly reform the world. It has to be done a little at a
time, and it recognizes that there are certain preferences in existence
which it hopes and believes will be traded out and eliminated, but
it provides very clearly that additional preferences, or preference area
assistance, shall not be established.

As you know, I am sure, at Geneva in our trade agreement with the
United Kingdom, many of the United Kingdom preferences were
eliminated and many others were reduced.

We hope, in time—and I do not know how long it will take—but
we hope that that whole system will give way to a much more liberal
one.

Mr. Ricaarps. It is a long-range objective, just as it is to gradually
do away with the customs difficulties.

Mr. Crayron. It is a long-range objective; that is right. One of
the prime obligations that a member of the ITO takes is that he is to
be willing to negotiate with his fellow members for the reduction of
tariffs and the elimination of preferences.

Mr. Ricearps. I fully recognize that Great Britain’s economy, for
instance, is built up on trade preferences with the dominions. That is
what I understand it has been throughout for years. It will take
them a long time to get away from that. I see the Ambassador
shaking his head.

Ambassador Doucras. It is a fairly recent development.
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Mr. Crayron. Most of it was adopted at the Ottawa Conference
in 1932. The British have always said it was a result of our high-
tariff policy in the United States which culminated in the Smoot-
Hawley bill in 1930 and which was followed by retaliatory action on
the part of over 30 nations in the world in raising their tariffs and
putting on embargoes and quotas.

So we tied the international trade situation, in that period, in a
pretty tight knot, and the British built a ticht Empire of their own by
using preferences. But I am optimistic tlglat if we get the ITO and
the ERP one of the things we will do will be to further reduce and,
in time, eliminate that preference.

Mr. RicaarDps. The British were traditionally free traders?

Mr. CLayToN. Yes.

Mr. Javirs. I just want to clarify this: The British have agreed,
have they not, to a step-by-step reduction of these preferences?

Mr. CrayroN. They have agreed to negotiate the matter, Mr.
Javits, and they have negotiated at Geneva. We achieved a certain
measurable success in getting some of the preferences eliminated and
others reduced.

Mr. Javirs. By the acceptance of the ITO charter the members
have accepted the British situation as it is?

Mr. Crayron. That is right.

Mr. Javits. There will be no situation of coalition. So if it is not
going to be increased, and they accept it as it is, they are satisfied with
freezing it and going down from there.

Mr. CraytoN. That is right.

Chairman EaTon. Mr. Mansfield.

Mr. MansrFIELD. You brought out the fact that at the present time
there is a great preponderance of exports from this country over
immports from other countries, and you also stated that if the situation
was not clarified the net result in this country would be deflation
because these countries which are now importing into the United
States are doing so for the purpose of acquiring dollars to buy our
goods. Is that correct?

Mr. CrayroN. Did you say importing into the United States?

Mr. MANSFIELD. Yes.

Mr. CrayroNn. We furnish a market for them and for those particu-
lar goods, and, obviously, whatever dollars they get from that are
available for payment for our exports.

Mr. MansFrieLp. And is that not one of the reasons why Europe is
being unable to rehabilitate itself, from an economic point of view,
at the present time, due to the fact that there is an extreme shortage
of dollars which they have to conserve but which they would like to
spend, if they had more of them, to buy goods in this country?

Mr. CrayToN. Yes.

Mr. MansrieLp. It would appear to me that one of the basic
elements in the consideration of the European recovery program
would be the fact that over the long term we would benefit tre-
mendously, from an economic point of view; and if we don’t we will
have deflation in this country. We will have surpluses. Nobody
will have anything to buy our goods with, and then where will we be?

Mr. CrayroN. Mr. Mansfield, I think that is exactly right. We
cannot, in the United States, be the only prosperous country in the
world. We cannot be the only free enterprise country in the world.
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If we want to keep free and prosperous we had better have some
company.

If we leave these countries of western Europe to shift for them-
selves and say “We are sorry; we can’t help you any more,” I think
conditions will quickly ensue there which will, in effect, bring about a
substantial blackout of that market for our goods and for goods of
the rest of the world—for Latin America, for example. If Latin
America loses its markets in Western Europe we lose ours in Latin
America, and the thing is a change that goes around the circle.

I think that it is highly important that we do what we reasonably
can to help these countries to get again to a position where they can
stand alone, because if we do not we are going to have to make such
radical changes, I am afraid, in our own economy in this country that
it v{f\ould be very difficult for a democratic, free-enterprise system to
make.

Mr. Maxsrrenp. Would it be safe to assume that if a proposal
somewhat along the lines of ERP is not adopted we will see an em-
phasizing of state-controlled economies in all of Europe?

Mr. Crayron. Undoubtedly. And, as I said a moment ago, we
cannot expect, in this country, to be the only free-enterprise country
in the world if the rest of the world substantially goes on a state-
enterprise or state-controlled basis. I think you will see the drift in
that direction here very strongly.

Mr. MansrierLp. Now, coming from an-area which is the raw
material production area of the United States—and, as such, vitally
mterested in the tariff question—1I would like to make some statements
and you can either refute or corroborate them on the basis of three of
our outstanding produets.

One is wool. Is it not true that in this country the American wool
producer, under the most favorable circumstances, cannot produce
more than 50 percent of the wool needed for domestic consumption?

Mr. CrayTron. That is right. It is about 35 or 40 percent, now, of
what we are consuming.

Mr. MansrFieLp. And you say the stock piles which we brought
in from Australia during the war are gradually diminishing, and, as
far as the domestic crop is concerned, the Agriculture Department
now has the right to buy and sell it on the market?

Mr. Crayron. That is right.

Mr. MansrieLp. Now, in the matter of minerals, copper is very
important out there. We passed a bill last year lifting the excise tax
on copper of 4 cents a pound, or $80 a ton, for a 3-year period. We did
that because of the fact that we were suffering from an extreme
shortage of copper and other minerals, and we have to have copper
for our industrial machinery to function and manufacture the goods
which we need.

Mr. Crayron. That is correct.

Mr. MansFieLp, So that takes care of two or three of the main
products.

The other one is cattle. There is always a great deal of fear in my
country about the effect of the importation of cattle from abroad.
But is it not a faet, is it not true that, aside from the feeder cows
coming in from Mexico and Canada today, that there is no possibility
for cattle coming in from, say, the Argentine because of the Sanitary
Embargo Act of 19177
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Mzr. Cuayron. That is correct.

Mr. MansFieLp. And is it not true, also, that, as far as future
competition from Argentina cattle is concerned, the answer to that
is the restoration, in part at least, of the European markets which
used to take a large part of the Argentine supply and perhaps spread
it—have a meat economy throughout Latin America to replace the
cereal economy which is in operation throughout that area?

Mr. Crayron. 1 think that is right. Of course, as Europe gets
back on its feet it would import, I would think, more beef from
Argentina. England, as you know, takes the bulk of her exports
now, and as Europe gets back on her feet other countries, I would
think, would take a share also.

Mr. MansrFieLp. Those are the historical markets of Argentina.

Mr. CrayTon. That is correct.

Mr. MansFieLp. The sooner we get Europe back on its feet, the
sooner we will allay any idea—I say “idea’—of a threat from Argen-
tina or that part of the world insofar as our American cattlemen are
concerned.

Mr. Crayron. I would think it ought to be a very substantial
aspect of it.

Mr. MansrieLp. Thank you, Mr. Clayton.

Mr. Lopge. Mr. Clayton, I was interested in the parallel which
you drew between this country and Europe in connection with the free
trade areas which existed in America because of the lack of trade
barriers between the States.

I assume that you agree that one of the chief factors in that situa-
tion is the fact that we have a reasonably stable currency which is
uniform all over the country.

Mr. Crayron. Oh, yes. |

Mr. LopGge. And, therefore, that you would feel perhaps that one
of the reasons that the French, for instance, are not selling more
to us is because their currency is overvalued and we cannot afford
to buy.

Mr. Crayron. That is right.

Mr. LopGge. Under those circumstances, I was wondering how you
would feel about the position which Great Britain is reported to have
taken this morning in the paper as opposing the devaluation of the
Fren(:ih franc because of her fears with respect to the devaluation of the
pound.

Does not that seem to you to be in contravention to what we are
trying to do with the recovery program?

Mr. Crayron. I am not informed. T just saw the headlines, Mr,
Lodge, of that statement, and I do not know how true it is or just
what the particulars are of it.

I think that if the ERP is adopted as we have in mind, that one of
the conditions, of course, that will be asked of these countries will be
with respect to the measures that they should take to put their financial
and monetary houses in order, and restore confidence in their money.
That is one of the most important things in connection with the
restoration of production in Europe.

Mr. Lopae. But surely if we want to stabilize these currencies and
devalue them. It could be said that a great part of the Marshall plan
is an attempt to fill in the gap between the legal and the real value of
money in Europe. Could it not?
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Mr. CrayroN. One of the principal objects, I would think, of the
Marshall plan, is to restore confidence in the moneys of these coun-
tlx;ie.s, and they of course would have to take the necessary steps to do
that.

I believe they would only be able to take it with our assistance such
as is provided in ERP.

Mr. Lopge. Would you agree, sir, that it would diminish the load
on the American taxpayers if these currencies were to go closer to
their real values?

Mr. Crayron. Certainly, if they go closer to their real value it
should serve to make more attractive the exports of these countries.

Mr. LopGe. And therefore diminish their dollar needs?

Mr. Crayron. That is right.

Mr. Looge. Therefore would it not be desirable for us to have some
agreements with, let’s say, the British, that we are interested in dimin-
ishing the load on the American taxpayer and adding to the economical
effectiveness of ERP, by somehow persuading these countries to de-
value their currencies.

Mr. Crayron. Well, Mr. Lodge, I am sure that that matter will all
be taken care of in the agreements that would be made. The plan,
as you know, contemplates a multilateral agreement between these
countries and that contemplates a bilateral agreement between the
United States and each recipient country, the two to be tied in to-
gether, and I am sure that it is contemplated that what you are just
now saying should be fully covered in those two agreements.

Mr. Lopge. You would agree that it would be very desirable, in
fact, it would be essential, for us and these participating countries to
agree on an over-all policy in this connection especially since it con-
stitutes a burden on the American taxpayer?

Mr. Crayron. Indeed.

Mr. Lopae, Thank you very much.

[ assume in connection with the point which Mr. Vorys brought
out with respect to tying in the ERP with ITO that you would feel
that until the ITO gets going it would be desirable to implement the
purposes of ITO within the framework of the ERP?

Mr. Crayron. Yes. I think that is being done or would be done
in the condition relating to the lowering of trade barriers and taking
other steps to liberalize trade and increase trade between these coun-
tries and between them and other parts of the world.

Mr. Lopge. That would necessarily mean attempting to bring
about a situation where there would be uniformity in currency ex-
change value reforms in the tax structures of these participating coun-
tries, and also devaluation of currencies?

Mr. Crayron. I do not know about uniformity in their tax struc-
tures, Mr. Lodge, but certainly one of the most important elements, as
of course you know, in any reform relating to money and budgets and
that sort of thing, is the tax structure of a country.

Mr. Looae. That is right.

Mr, Crayron. That would certainly be involved in the condition
relating to the taking of the necessary measures to put their financial
and monetary house in order.

The tax structure would certainly be a large part of that.

Mr. LobGe. Do you feel, sir, that it is desirable that the price-
control structure within these various countries be kept intact, or be
increased, or be diminished?
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Mr. Crayron. That is something that I have thought about very
little and I think that so far as the contract or agreement with these
countries is concerned, that we should be careful not to go into details
a.skto how they are to do things or what particular steps they are to
take.

I think it should be phrased in terms of the end result of what is
expected to be done, where you are going to arrive, rather than in
saying how it has to be done.

Mr. Lopce. Do you think they will do these things without even a
suggestion from us?

Mr. Crayron. I think, Mr. Lodge, it is going to be highly desirable
that when the program gets under way and after these agreements are
made, that we have a very competent organization sitting in Europe
and working with these countries almost from day to day to be of any
assistance to them that we can, with administrative assistance,
technical assistance, and follow the performance under the agreement.

Mr. Lobge. Do you think it would be desirable for any of these
countries to change their price-control structure?

Mr. CrayroN. I would not be able to express an opinion on that
at the present time.

I am not sufficiently familiar with that. That is something that
1s pretty hard for us to say in the United States. There is a great
deal of difference of opinion on what we should do.

Mr. LopGe. It seems to me that that is a very vital matter on
which I personally would like to obtain the views of some member
of the Government, because after all, it has a direct bearing on the
reciprocal self-help contemplated under this program.

Mr. CrayToN. Yes.

Mr. LopGe. The reasons will probably be more obvious to you
than me.

Mr. Crayron. I am sorry, I would not be able to express an opinion
on that.

Mr. Jongman. Mr. Chairman, I think Mr. Lodge has laid his finger
right on the crux of this whole situation, when he spoke about the
managed currency. :

I would like to see if I can illustrate that. What is the legal
exchange rate of the franc in France today?

Mr. Crayron. Around 119 francs to the dollar.

Mr. JonkmaN. What is the free-market rate or black-market rate?

Mr. Crayron. I have not heard recently. During the summer
and early fall when I was there it was around 250.

Mr. JonkmaN. That is at least twice the legal rate, is it not?

Mr. CrayroNn. Yes.

Mr. Jonkman. Now, if you have a double standard of that kind is
1t not true that it is going to double the cost of their exports so that
the producer will seek a local market over the price of a foreign market?
Is that true or is it not true?

Mr. Crayron. It is generally true.

Mr. Jonkman. That is all I wanted to know.

Now, in the second place, they are halving the cost of their imports.

Mzr. Crayron. I beg your pardon?

Mr. JonkMAN. They are halving the cost of their imports?

Mr. CrayroN. When they can import, yes. That is cutting in
half the cost to the private buyer in France. Imports are purchased
at world market prices, usually in dollars.
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Mr. JonkmaN. Absolutely.

Mr. CrayTon. Not to the Government.

Mr. JonkMaN. The only way the Government can stop it is by
restriction on imports?

Mr. Crayron. That is right. That is the way they do stop it.

Mr. JonkMaN. So the inevitable result of that double standard of
currency is to discourage exports and encourage imports.

Mr. CrayTon. It does not encourage imports because the existence
of the double standard forces the Government to take measures to
prevent imports and they do that.

Mr. JonkmaN. You are in the free market but in the free market
that is the inevitable result.

Mr. CrayroN. There is no free market in a country like that.

Mr. JonkmaN. But you would have the same results. You are
simply trying to get imports and you are not exporting.

Mr. Crayron. That is right.

Mr. JonkmaN. If we furnish them the money to buy imports, we
are increasing the malady or disease, are we not?

Mr. Crayron. I do not think so.

Mr. JonkmaN. Let me ask you this: We say, for instance here, in
the bill, “Accordingly it is declared to be the policy of the United
States that assistance be given to those countries of Europe partici-
pating, not which promise to participate,” but ‘“participating in a
joint European recovery program based on self-help and mutual
cooperation.”

You, for instance, objected to making the joining in the ITO a con-
dition precedent to our help, Are we going to make any conditions
precedent before we give this money?

Mr. Crayron. Of course I am not making the conditions and I do
not know, but I would think that the bilateral agreement of which I
have spoken, between the United States and these participating or
reciplient countries should be very precise ip stating certain conditions
under which the help would be extended.

Mr. JonkMaN. You mean conditions precedent or conditions that
they are to work up to sometime?

Mr., CrayroN. They would have to be of both kinds, because
obviously there are many conditions that they cannot perform under
before they get the aid, as for example restoration of production of
coal and food. They cannot do all that before they get the money.

But they can do it concurrently with receiving the aid.

Mr. Jonkman. But some countries have done that, have they not?

Mr. CrayroN. What?

Mr. Jongkman. Restored their currency at considerable difficulty.

Mr. Crayron. Yes. They have. They had an easier situation
than some of the countries.

Some of the countries have restored their currency situation.

Mr. Lopge. Italy?

Mr. Crayron. Well, Italy has practically abolished the control;
practically, and has restored the free market. As I understand it,
that is about what has taken place in Italy.

Mr. Jonkman. The point I am making is, that we can go forever
pouring money in there and until they get their house in order as far
as currency and price control is concerned, you are not going to get
the production that you say they need in order to recover.
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It is a good deal like a blood transfusion without stopping the
hemorrhage or the cause of the loss of blood in the recipient.

You can keep it up forever until both are dead.

Mr. Crayron. You are not going to do it, of course, Mr. Jonkman,
until you get the money thing in order. There is no question about
théal,t. But there are different ways of getting the money thing in
order.

I do not know that you would want to make a condition that
immediately or as a condition precedent to giving aid that a country
“X” had to turn its money loose absolutely and restore a free
market.

Mr. Joxkman. It would probably be done too drastically, but it
should be done within a 6 months’ period or a year.

Mr. Crayron. I think each country should agree that they are
going to do certain things. As to how they are going to do them
I think would be inadvisable to place it in every case in! thelagreement.

That is something that I think would have to be worked out by
the organization or by the administrator or the ambassador, whoever
he is, in Europe, who is handling this matter with them, work that
matter out as they go along, in many cases.

In some cases you can be precise and specific, but in this question
of money, and taxes, budgets, fiscal policy and all that sort of thing,
as we know in this country it is a highly technical and difficult
problem.

I do not think you can sit down and write a prescription for them.
It is a little difficult to do for ourselves. I do not think you can sit
down and write out a detailed prescription of exactly when they are
going to take this and that step. It is something, I think, we would
have to work along with them and try to help them work out as they
went along.

They must agree that they will do it, that they will put the money
matter in order.

Mr. Jonkman. Now, you take the objective as stated in the Paris
Committee report. It is in these 4 years to restore production, or
to create production, I presume the real situation is, in Europe, com-
parably to what we did in 1941-44, which we call good for ourselves.

Now, do you think that they can ever accomplish anything like
that as long as they have over there price control, a double standard
of currency, quotas, nationalization of industry, and all these [things?
Do you think that they are going to be able to increase their produc-
tion under those conditions?

Mr. Crayron. Price control might be done. It might be done
under price control. I do not think it could be done under a double
standard of currency. On quotas I think they will have to continue.
I do not think they can do otherwise.

Otherwise, it will open the gates wide and let everything come in.
I think you would agree that they would not want to let every man
that was able to buy dollars with the local currency that he had, buy
a Cadillac automobile or something of that kind.

Mr. Jonkman. I think you would agree to that?

Mr. Cruayron. I say I would, and I have an idea you would.

Mr. JongkmaN. | certainly would.

Mr. Crayron. I think you have got to exercise some quota control
so that I believe it is a little difficult to put down in the agreement
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that you would have with these countries all the things in detail
that they have to do.

I think you have got to leave something to the administration of it.

Mr. Joxnkman. Have they done anything along the lines of this
program up to the present time?

Mr. CrayToN. Yes, sir; they have done a good deal. In France,
after taking five votes in Parliament, they adopted a taxation program
on capital, with the right of the taxpayer to take bonds if he preferred
to do so, amounting to 125,000,000,000 francs.

They have taken certain steps with reference, so I understand, to
re-forming their tax system.

They have taken certain steps to reduce the cost of the Government,
to reduce the number of employees, and matters of that kind, and I
believe Italy has taken some steps in that direction too.

But mind you, Mr. Jonkman, they have done these things or are
attempting to do these things under the most difficult conditions they
have ever seen in peacetime.

Mr. JoxgkmaN. I realize that. Of course, there are governments
struggling for power under that. But after all, all you have mentioned
It;iggt now was only the first objective and the first step to balance the

udget.

That is what France took all these measures for, revising the tax
structure, capital levy, and so forth, to balance the budget.

That is an absolute first essential.

Mr. CrayTon. It is, of course, essential.

Mr. JonkmMAN. You claim that step has been taken in France.
That first step you claim has been taken in France and Italy?

Mr. CrayTon. They are taking it. They have not gone all the
way, I am sure, but they are working in that direction so far as I can
tell, very earnestly and very seriously.

Mr. JongmaNn. That is all, Mr. Clayton.

Mr. Lopce. May I ask one more question?

I am very much in sympathy with the great difficulties they are
having in all these countries and with the principle involved in the
European recovery program.

I simply think it is just as well to face the brutal realities and I
assume you will agree with me, sir, that if one country has an excise
tax on an article on which it has made a customs union agreement
with another country, such a customs union would be almost impos-
sible to implement. For instance, let’s assume, under the Benelux
Agreement, that Belgium and Holland agree that beer should be a
free-trade article, but in Belgium there is an excisé tax on beer. In
Holland there is not. Quite obviously there would have to be uni-
formity of tax structure. I assume you would agree to that, sir.

Mr. Crayron. Yes, sir; if the tax applied only to imported beer.

Mr. Lopge. Furthermore, let’s assume that they achieve that and
then Holland decides to inflate its currency. Then either Belgium
would have to inflate its currency to the same level or the customs
union would be impossible.

Mr. CrayroN. For a while anyhow,

Mr. Lopge. The very principles of I'TO we want to have imple-
mented under ERP would be almost an impossibility unless there is
some economic federation, some uniformity with respect to fiscal and
tax matters, within these countries.
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Mr. Crayron. Mr. Lodge, I could not fully agree with that. The
principles of the ITO are the reduction of trade barriers between
countries, and elimination of the quotas system in trade between
countries, elimination in time of the preferential system, and things of
that kind, and those things can be done, I think.

Mr. Lobge. Without those internal changes?

Mr. CrayroN. Yes. I think they can. They can substantially be
done. Of course, I think that an economic federation is highly
desirable in Western Europe. :

Mr. LopGe. I am glad to hear you say that.

Mr. Crayron. I agree fully with that. That is a big order.

Mr. LopGe. I realize that. |

Mr. Crayron. It takes some time to work it out. You cannot
expect that to come quickly. That it will come in time I fully
believe. But it will take time to work it out.

Mr. Lopge. We have variations in the tax structures of our several
States. I do not believe complete uniformity is necessary.

But certainly in the instance which I gave, an enlargement of the
free trade area in that particular commodity would be an impossi-
bility, would it not?

Mr. Crayron. It would be, unless the countries worked very closely
together in respect of these other matters.

Of course, to have a real customs union you almost have to have
a uniform currency. You almost have to have the same system, as
you say, of an economic federation which involves the same currency,
tax system, and so forth.

To have a real customs union you almost have to have that. We
have practically that in the United States.

Mrs. Borron. But there are other unions in addition to customs
unions, and is there not a very real need for the joining together of
the western powers of Europe in order to be any force against the
intrusion of the Eastern pressures?

Mr. CrayroN. That gets into the political field which is out of my
general knowledge and experience, But I believe that, too, Mrs.
Bolton. But that is something, perhaps, a long time in the future. #

Mrs. Boruron. But Mr. Clayton, the point is that unless they get
strength now there would not be any future.

Mr. Crayron. Well, I think this on that point——

Mrs. Borron. I will put it this way: there may not be any future.

Mr. Crayron. I think that the thing that we are all concerned about
now 1is the preservation of the integrity and the independence of
these countries, and if we help them get on their feet economically, it
is my belief for whatever it may be worth, that they will be able to
do that, to preserve their integrity and their independence.

Chairman Earon. Thank you, Mr. Clayton, We are delighted to
have you back.

FURTHER STATEMENT OF LEWIS W. DOUGLAS, UNITED STATES
AMBASSADOR TO UNITED KINGDOM

Chairman Earon. Now, we will return to our distinguished friend
and visitor, the Ambassador. We would like to finish with the
Ambassador by 12 o’clock, if it is possible. | '

Mr. Lodge, you may proceed.

Mr. Looge. Am I limited to 20 minutes?
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Chairman Eaton. I think so. Could you contain yourself within
that time?

Mr. Lobge. If you request me to limit myself to 20 minutes, I
shall do so.

Chairman EaTon. Yes. We will ask the Ambassador to use one
word instead of 12, if possible.

Mr. Javits. I have had no opportunity to question the Ambassador.
I am perfectly willing to forego that.

Chairman Earon. I thought you were requesting Mr. Clayton
in lieu of Mr. Lodge.

Mr. Javirs. I will yield to Mr. Lodge.

Chairman Earon. Mr. Lodge.

Mr. Lopge. Mr. Ambassador, since it is obvious that unless every

section of the United States is functioning at its highest efficiency the
country cannot meet the great demands which are going to be imposed
upon us by conditions abroad.
It is important that enough petroleum be set aside to care for our
vital needs. I understand the Middle East will not be in mass pro-
duction prior to 1951 when the program expires, and therefore I
should like to ask you this, sir: Will the plan contain agreements
providing for repayment to the United States in subsequent years of
whatever petroleum is necessary to reimburse us for our outlay
between now and then?

Ambassador DouGras. The plan, of course, contemplates a very
substantial increase in the production of petroleum products in the
Middle East, and in other areas outside of the continental limits of the
United States.

I am not quite clear as to what you mean by ‘“repayment.”

Mr. Lopce. I mean that since these oil fieids will not be in large
production, as I understand it, until 1951, in view of our dwindling
petroleum supplies and the extremely acute shortage we are now
suffering in certain regions, notably in New England, I would like
assurance that when this area in the Middle East is in large produc-
tion we will be reimbursed.

Ambassador Dovaras. You mean by making available to us a
larger supply of oil from that area?

Mr. LopGe. Yes; because we are spending more than our income.
we are spending our capital.

Ambassador Dovucras. I understand that.

Mr. Lopee. My question is simply an expression of my concern
over our dwindling oil resources and the hope that we can do this
job provided these agreements look forward to repayment in kind.

Ambassador Douaras. Certainly, Congressman, it would be con-
templated that a larger volume of petroleum products be made avail-
able in these areas for the United States, as they came more and more
into production. . b1

On that particular point I would like to point out that if any
adverse development should occur in western Europe, and the sort
of difficulty developed there which some of us have envisaged as pos-
sibilities, should the United States fail to come to the support of the
western European countries, then that source of supply of petroleum
products might very well be cut off from us entirely, so that in order
to achieve the very admirable purpose, which you have in mind, we
must be assured of fundamental recovery in western Europe.
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Mr. Lopge. I think that is a very important point to bring out.
I take it, then, that the answer to my question is that these agree-
ments will contain provisions looking toward the situation I have
cited.

Ambassador Doucras. The making available of additional pe-
troleum products to the United States.

Mr. Lopce. Now, Mr. Ambassador, the 16 nations, as I under-
stand it, largely ignored western Germany’s potential contribution to
the Marshall plan. It was drawn up before the break-down of the
London conference, when it was still necessary for the western nations
to assume that the Allied reparations agreement including the dis-
mantling program would be carried out.

Is that not correct?

Ambassador Doucras. Well, I do not have the figures in front of
me on reparations, but no plants in Germany, as I understand it,
have been dismantled in addition to the plants contemplated and
indicated for dismantling under the agreement of August 1947.

The deliveries under them have been very substantially smaller than
the dismantling that has been undertaken.

Mr. Lopge. My point is that since the 16-nation report was made
prior to the London conference, it was based on certain assumptions
in connection with western Germany and the Allied reparations agree-
ment in particular, which assumptions can be said no longer to prevail
because of the intervening circumstances and that by thus reducing the
steel products which could be produced in Germany the 16 nations
were compelled to make demands for United States steel, which it
would be impossible for us to meet without increasing inflation and
bottlenecks in vital areas of American production, such as freight cars,
automobiles, and farm machinery.

Ambassador Douvaras. Well, I think the contributions possible to
be made by Germany to European recovery were calculated by
bizonal authorities and submitted to the Paris Conference.

Mr. Lopae. But they were calculated on the basis of dismantling?

Ambassador Douvcras. They were calculated upon the level of
industry to which the commanders-in-chief of the bizonal area in
August 1947 had agreed.

That level of industry, as I recollect it, provided for retaining in
the bizonal area of Germany enough in steel productive capacity to
produce 10,700,000 ingot tons of steel a year.

Mr. Lopce. Was not that based, sir, on the assumption of dis-
mantling in accordance with the Allied reparations agreement?

Ambassador Douaras. No. You see, the original Eievel of industry
in Germany contemplated the retention of productive capacity in the
amount of some 7,000,000 tons, and the actual production of that re-
tained production capacity of about 5,800,000 ingot tons a year.

Mr. Lopce. In other words, not a full capacity?

Ambassador Dovaras. Well, there always is, or very frequently is,
a difference between total absolute productive capacity and the actual
production.

Now, the new level of industry that was agreed to between the
British and United States authorities in August 1947 raised very sub-
stantially the amount of productive capacity that would be retained in
Germany in order that the production of steel in the western zone
might rise to a level of 10,700,000 tons, as compared with the 5,800,000
ingot tons we agreed to in 1946.
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Mr. Lopge. Would you say it could rise still higher if the dis-
mantling were to stop as of today?

Ambassador Doucras. Now, I am not thoroughly acquainted with
all of the details of dismantling, Congressman. Under certain condi-
tions, of course I assume the production of steel in Germany could
be increased.

Whether it would be economie is another question.

Mr. Lopge. I think your point of view on this is particularly im-
portant, because of your familiarity with the coal situation: If Europe
required less steel from us, we could manufacture more freight cars to
permit increased transportation and export of coal to produce more
steel in France and Germany. Therefore a moratorium on dismant-
lin%1 plus a slight increase in coal imports might have very beneficial
results.

Ambassador Dovucras. I doubt very much, Congressman, whether
that would be the result within the course of the next several years.

The actual production of steel in western Germany today is running
at the rate of somewhere in the vicinity of 3,600,000 tons.

There is then a very great margin between the actual production
of steel in western Germany today, and the amount of steel that can
be produced under the retained productive facilities.

It would take several years.

Mr. Lopce. Was not that due principally to lack of coal?

Ambassador Dovucras. It was due to a variety of things—Ilack of
coal among other things, the dilapidated state of their plants, disrup-
tion of transportation, and a variety of factors of that order.

So that even if, to assume an exaggerated situation, if the pro-
ductive facilities were retained in Germany to the extent of, let us
say, 17,000,000 tons of steel, it would not affect in any way thelpro-
duction of steel within Germany during the course of the next 15
months, the course of the next 24 months, the course of the next 36
months.

Mr. Lopge. You mean that even if we allowed them to do it they
could not do it?

Ambassador Douvaras. It could not be done. The Paris report
indicates that even if the productive capacity in Germany to be
retained were very much higber than that contemplated in the new
level of industry, no effect would be felt upon the demand for steel
from the United States.

Mr, Lopce. It would be on paper and would not be accurate?

Ambassador Doucras. That is right.

Mr. Lopae. Would it be proper for me to ask you if you could
furnish this committee with a written statement to the effect that if
the dismantling were to cease completely it would not relieve the
denmcrlld on United States steel, in order that we may have that in the
record?

Ambassador Dougras. Yes, sir.

(The information referred to is as follows:) '

RevamioNn BerweeN SELEcTivE DISMANTLING OF A PART OF THE STEEL CAPACITY
IN THE Bizovan AREA oF GERMANY AND PossiBLE INCREASED STEEL PRrO-
DUCTION

The cessation of the dismantling of that part of the steel capaeity secheduled
for removal from the bizonal area of Germany would not provide a basis for a
significant inecrease in steel output during the period of the Furopean recovery
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program. The basic problem of raising steel production in the bizone area from
the present level of 3.6 million tons a year to a level of approximately 10 million
tons in the 1951-52 fiseal vear concerns the effective utilization of retained
capacity of about 12 million ingot tons. The provision of larger quantities of
coal in the area, however, would not in itself be sufficient at this time to induce
a significant increase in production.

The problems of reactivating the steel industry in the bizone area involve
determined and ecarefully coordinated actions to break a long sueceession of bottle-
necks which will arise as steel output gradually increases. In the final anaylsis
the problem of increasing steel production in the bizone is intimately related to
the larger and more complex tasks of restoring a balanced and orderly expansion
of industrial activity throughout all the important sectors of the economy of that
area.

In recent months the provision of metallurgical ecoke to the steel plants in the
bizone has not been a factor limiting produection, although coke shortages might
again reappear when steel output reaches a higher level, or, of course, if coal
production in the Ruhr should decline from present levels. At this time inade-
quate transport impedes the movement of available supplies of coal and coke
from the mine pitheads to the steel mills. Other factors which will probably
retard the rate of expansion of bizonal steel production are electric power supplies,
housing, adequacy of food supplies for the steel workers, provision of other in-
centives to reward inereased labor productivity, effectiveness of management,
the maintenanece of a steady flow of serap, iron ore and alloying materials to the
steel mills, and the availability of replacement parts and materials for the repair
of equipment.

In view of the many factors involved in the expansion of steel production to-
gether with the fact that they ramify throughout the economy which the bizone
steel industry serves and on which it is based, the problem of raising steel produe-
tion to the target levels cannot be solved by adopting a single expedient such as
the provision of larger quantities of coal.

Progress is being made toward the realization of .steel produetion targets in
the bizone area. It is probable, moreover, that steel produetion in the bizone
can be raised this year to levels above those forecast in the CEEC report for
1948. If the present favorable trends in bizone steel produection can be main-
tained, output might reach a level of about 5 million ingot tons. Achievement
of this production goal, however, would not diminish the requirements of the
participating countries for steel from the United States. It is anticipated that
the economy of the bizone area will utilize the full amount of steel which might
be realized from produetion in excess of target estimates.

Since the economy of the bizone area will not be capable in the next 4 years
of supporting and maintaining steel production in excess of 10 million tons a year,
consideration should be given to the ability of other countries to utilize the steel
capacity scheduled for dismantling and removal from the bizone area. The
estimates of the executive branch regarding steel production in the participating
countries are based on the assumption that a part of the steel capacity scheduled
for removal from the bizone area will in faet be utilized and that the removed
capacity will contribute toward the achievement of the steel produetion targets
of the participating countries. It is to be expected therefore that the steel re-
quirements of the participating countries from the Unifted States will be increased
if the dismantling of German steel plans scheduled for removal were terminated,
and also the steel making equipment requirements of the participating eountries
from the United States will be increased.

Mr. LopGge. As I understand it, coal is $10 per ton and steel $100
a ton f. o. b.; and if we could diminish the demand on United States
steel by exporting a little coal and stop the dismantling, we would
be reducing the over-all cost of the ERP program over a 4-year
period by a very substantial figure.

Ambassador Dovcras. I will be very glad to furnish you a detailed
or complete statement confirming what I have said this morning.

Mr. LopGe. Thank you very much, sir.

Now I would like to ask you this: Is one of the main hopes of the
FRP that as Europe produces surplus capital goods through the
surplus of British coal, or by any other means and by a concatenation
of other circumstances we can reasonably expect that the agricultural
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surpluses in eastern Europe will come and get those capital goods,
iron curtain or no iron curtain?

Ambassador Doucgras. The calculations that were made at the
Paris Conference and those that have been made here presuppose a
restoration of reasonably normal trade relations between eastern
Europe and western Europe during the period of which wearespeaking.

I think it is an objective, cer tamlv which is admirable.

Mr. LopGe. In other wmds the reason there is not much trade
now is not so much the iron curtain as it is the lack of agricultural
%rplusc;s in eastern Europe and the lack of capital surpluses in western

urope

Ambassador Doucras. Well, it may be a combination of both, sir,
at the moment.

Mr. Lopge. But do you have faith that the sheer trade momentum
to be set up by surpluses in both those areas will to some extent break
down the iron curtain and contribute to the recovery of Europe?

Ambassador DoucGras. I think I indicated if the western European
countries recover stability in their productive capacity that the draw
of certain of the eastern countries to western countries, will be
irresistible.

Mr. Lopge. I think that is very important. Mr. Ambassador, one
of the interesting things you stated to us was that the population of
Europe had increased by 20,000,000.

Ambassador DoucrLas. Yes.

Mr. Lopge. That is the western and eastern Europe?

Ambassador Doucras. No. That increase in population occurred
only in the 16 western countries, plus western Germany.

Mr. LopGe. In the 16 western countries. Well, now, does this pro-
eram look forward to attempting to find some solution for the over-
populatlon of Europe, such as attempting to induce people in areas
that are particularly overpopulated to move elsewhere and try to
precipitate a 51tuat10n where some relief can be found for that par-
ticular distress?

Ambassador Dovaras. There are two respects in which the ERP
would operate to relieve the distribution of population. In the first
place, the 16 European countries committed themselves progressively
to remove barriers to the movement of people.

In the second place, the European countries have independent
territories overseas.

They do contemplate development within those colonial posses-
sions, with the result that insofar as this particular group of countries
is concerned there would be a draw from the colonial areas upon the
population of these 16 countries.

Mr. Lopge. Am I to understand, with respect to the first part of
your answer, which is very inter estmfr to me, that under the terms
of that palt of your answer the su1plus popu]atlon in Italy,* for
instance, would be allowed freely to move to France, where there is
a lack of manpower?

Ambassador Dovaras. That is right, sir; and the French and the
Italians are now—if they have not already concluded—discussing an
agreement,

Mr. Lopge. That could create a very healthy situation.

Ambassador Douaras. Yes.

Mr. Lopce. For both countries?
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Ambassador DoucrAas. For the entire area.

Mr. Lopce. Would that also apply to Turkey. for instance, where
I believe the population is only about 18,000,000 people, and Turkey
is definitely an underpopulated rather than an overpopulated country?

Ambassador DoucrLas. Turkey is a participating country, and
they participate therefore in the undertakings.

Mr. Lopge. Now, Mr. Ambassador, I return to this question of
strategic materials. :

One of the main thoughts I get from you is that your objection to
strengthening that clause is that then these countries will not be
able to export these strategic materials for additional dollars, and
that seems to me to presuppose that if we do not get strategic materials
in sufficient quantities under this program, we will therefore spend
additional sums getting them on our own.

Do you believe that to be the case?

Ambassador Douaras. Well, the calculations of the exports for
which these countries will receive dollars was based upon their export-
ing strategic raw materials to the United States.

Mr. Lopce. 1 was talking about the long-term future, sir.

Ambassador Doucras. Yes. You mean after the 4% years, or
whatever the period may.be?

Mr. LopGe. Yes; when we may no longer have this acute situation.

Ambassador Douaras. Your question is, I take it, whether they
should commit themselves to repay us, x years in advance, with stra-
tegic raw materials for which we pay nothing; was that the question?

Mr. Lopge. I would not say we paid nothing, since we have been
asked to appropriate $6,800,000,000.

Ambassador Dovgras. Then I am sorry; I am not quite clear.

Mr. Lopce. My point is that it seemed to me that your objection
both to the handing over of strategic materials in the immediate
future and to the long-term handling of strategic materials was based
on the assumption that if they were not handed over as a quid pro
quo under this program, we would nevertheless buy them, thereby
adding to the dollars these countries would hold; it does not seem
to me that it necessarily follows that we would be in a position to pur-
chase all of the strategic materials we might need unless we get them
under this program, on a long-term basis.

Ambassador Douaras. Oh, well, the program does not contemplate
that at the expiration of 4% years conditions in regard to strategic
materials, would terminate. Indeed, it is expressly provided that the
agreements in regard to the undertakings in regard to strategic ma-
terials will continue for such term as may be agreed upon in the bi-
lateral arrangements which this country makes with the participating
countries, and those agreements may stand for a period of 20 or 25
years.

‘Mr. Lopce. In that case we will be paying for those strategic
materials only what we are paying under the program, and not addi-
tional sums.

Ambassador DouvarLas. We will pay whatever the prevailing price
might be. It would depend upon the terms of the contract.

Mr. LovGe. In other words, you would agree that we could accept
delivery of strategic materials in the long-term future in reimburse-
ment for what we make available under this program?

Ambassador Douaras. I think that is a question that no one can
now answer, Congressman
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Mr. LopGe. Suppose it was provided? ¢
Ambassador Doucras. Nobody can now foresee what the ability

of any one of these countries may be to forego dollar earnings 7, 8,

9, or 10 years from now.

Mr. Lopge. Suppose it were provided that if there were a dollar
deficit they would be allowed to sell these strategic materials; and if
not, then we would get them by way of a quid pro quo for part of
what we have turned over under the Marshall plan.

Ambassador Doucras, Let me make this point clear in this discus-
sion we are having: We are not presumably referring to the repay-
ment, by delivery to us of strategic materials, of any loan to be made.
We are referring now only to the grant.

Mr. Lopge. Of course, in that sense it would constitute a loan,
gince there would be repayment. But I think I understand what you
mean.

Ambassador DoucLas. You see, there 1s very express provision for
the extension of loans to be repaid in terms of strategic raw materials.

Mr. Lopge. Yes. I think this would be a loan in that sense, Mr.
Ambassador. After all, it would be repayment, and if we prefer to
obtain repayment in strategic materials rather than in dollars, that,
after all, is all right.

Ambassador DoucrLas. Express provision is made for an arrange-
ment of that kind. ‘

Mr. LopGe. The question is whether enough provision was made
and as whether the contemplated amount is sufficient or whether we
could not raise that figure a bit.

Ambassador Doucras. Perhaps you can, Congressman. I do not
believe that anybody can foresee the future with sufficient clarity to
make any categorical statement on that particular subject.

Mr. Lopge. I didn’t believe that there should be a categorical
provision. I thought it should be a provision which would depend
upon certain circumstances which would be outlined in any agree-
ment that was made with any interested countries so that we would
not be defeating the purposes of the plan. We would be perhaps
helping the plan and also helping to fill serious shortages which we
suffer from.

Ambassador DovGras. It might conceivably be done. I am not
iving you a satisfactory answer, I know, but I repeat that it is my
onest belief that one cannot now foresee what the situation may be

in each one of the 16 countries.

Mr. Lopae. You would not want to alter section 5, on page 18,
where it simply states that these countries shall facilitate the sale?
You do not want to make that clause any stronger than it now is?

Ambassador Dovcras. I would be very doubtful about the wisdom
of doing it, Congressman. I think it might be done, and your purpose
might be achieved, by increasing the amount of loans that could be
repaid in terms of strategic raw materials; but I should be reluctant
to state that that could wisely and prudently be done in our own
interests.

Mr. Lopce. However, if the clause was so written that it would
gotdopemte against our interests, don’t you believe that it might safely

e done?

Ambassador Douaras. Well, our interests, Congressman, as you
are so well aware, are vitally concerned with the restoration of stability
in this area and the maintenance of that stability.
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Mr. LopGe. I agree with that 100 percent.

Ambassador Douvcras. To the extent to which we exact a condi-
tion which increases the risks implicit in the venture, to the same ex-
tent we may be damaging our own long-term national interests.

Mr. Lopce. How do you believe that increases the risk?

Ambassador Doucras. If we exact a condition which drains them
of dollars to a greater extent than they would otherwise be drained
of dollars

Mr. Lopce. I do not assume that they are draining vitally needed
dollars. No, Mr. Ambassador, I do not see how it would be draining
necessary dollars, if it were based on a long-term future, when we make
the assumption that if there is a dollar deficit they can sell the strategic
materials, and if there is not, then we get them by way of a quid pro
quo. I do not see how that would drain them of necessary dollars on
a long-term basis.

Ambassador Dovcras. Well, it might not.

Mr. Looae. I would contemplate such a clause. I have not yet
completed my thinking on this, but I wanted to get the benefit of
your view because it would seem to me that that clause is a very
weak clause in respect to strategic materials in which we are of such
great need.

Ambassador Doucras. Well, of course, this particular clause was
written precisely for the purpose of requiring the appropriate par-
ticipating countries—and I say ‘“‘appropriate” because 1 mean by
that those who have overseas possessions or have, within the areas in
which they have jurisdiction, the strategic raw materials or the pos-
sibility of developing such raw materials—that clause was inserted for
the purpose of doing just what it says: facilitating the sale to us of
ra\ﬁr materials that are strategic, on which these countries rely for
dollars.

Mr. Lopge. That would be a sale which would have nothing to do
with the program, particularly. 1 mean, they agreed to facilitate it;
is that not right?

Ambassador Dovaras. Yes. Of course there are doubtless better
words. Each person has his own vocabulary. 1 do not know what
better words to use.

You know the provisions in the act and the intentions in respect of
the administration of the act in regard to the development of the
strategic raw materials and the purchase by us. You know that some
of the local currency counterpart may be used for the purpose of ex-
ploration for and development of strategic raw materials. Loans
may be extended which may be repaid, if not in dollars in some other
way, including, among the other ways, strategic raw materials. But,
in addition to those measures, there is the provision that they must
facilitate the sale of strategic raw materials.

Mr. Lopce. You are satisfied, then, Mr. Ambassador, that the
act contains everything that it can reasonably contain with respect
to strategic materials?

Ambassador Doucras. Without looking too far into the future.

Chairman Karon. The time of the gentleman has expired.

Ambassador Douvcras. There were a number of questions you
raised this morning.

Chairman Earon. I wonder if the Ambassador would not submit
a brief to us covering this very important, controversial question of
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strategic materials? I have been listening with what little intelli-
gence I have and I cannot find out yet why we put billions of dollars
over there and cannot get some of their strategic materials back,
when we need them, in payment of our investment.

If you can clear that up you will perform a miracle.

(The information is as follows:)

EvrorEAN REcovERY PRoGRAM COMMITTEE STATEMENT ON STRATEGIC
MATERIALS

The primary consideration in connection with obtaining strategic materials is
an increase in their production, since production at current levels is generally not
adequate to meet existing needs. It is the considered judgment of the executive
branch that the method of obtaining strategic materials proposed in connection
with European recovery program legislation is more likely to result in our obtain-
ing a larger quantity of such materials than alternative plans which have been
suggested.

Under the proposed legislation it is contemplated that, (1) part of the funds
appropriated may be used by the Administrator of ECA to finance development
of inereased sources of supply (sec. 8 (¢) (2) technical information and assistance
may be provided to aid in increasing production (see. 7 (a) (3)), (3) under the
bilateral agreements with participating eountries, local currency proceeds may be
used to foster exploration development for production (sec. 10 (b) (5)), and (4)
the bilateral agreements will provide for the recipient countries’ facilitating the
sale to us in quantities, on terms, and for time periods to be agreed, of strategic
materials beyond their requirements for domestic use and commercial export
(sec. 10 (b) (5)). The time period may extend for a considerable number of
years.

Furthermore the legislation authorizes the Administrator under certain cir-
cumstances to require the repayment of loans under the program in the form of
delivery of strategic materials. Ordinarily, however, it is contemplated that
such materials will be purchased by us with dollars separately appropriated. It
is believed that the incentive furnished by our purchasing such materials for dollars
will result in a greater production and a larger procurement by us than would be
the case if the countries were required to furnish such materials without dollar
payment as a condition of our assistance. Moreover, this procedure will permit
the transactions to be handled directly with private preducers and distributors
rather than confining them to Government channels.

For the reasons stated above the Munitions Board representative on the Inter-
departmental Subcommittee which prepared the policy recommendations on
strategic materials summarized in the Outline of the European Recovery Program
strongly favored the proposal in the form presented to the Congress.

The ultimate monetary cost to us should be approximately the same regardless
‘of whether we pay for sueh commodities in the future or whether we require the
countries to furnish them to us without dollar payment. This may be explained
as follows:

It is eontemplated in any case that assistance under the European recovery
program should be in the form of loans rather than grants up to the estimated
capacity of each participating country to repay without jeopardizing the objective
of sustained economiec stability. In ecaleulating the capacity of a country to re-
pay, its receipts from future exports of all types including strategic materials which
might be sold to us, would be taken into consideration. If we require the delivery
of strategic materials as a consideration for a “‘grant’ the capacity of the country
to repay any loans would correspondingly be diminished. We would to that ex-
tent have to reduce the amount of any loan which might otherwise have been
made to the country and to increase the amount of our grant. Any “‘grant”
furnished on such terms would in faet become a loan.

It makes little difference to us financially therefore whether (a) we make a
smaller percentage of our assistance in the form of loans and a larger percentage
in form of grants requiring repayment of part of the grant in strategic materials
(the grant thereby in fact becoming a loan), or (b) make a larger percentage of
our assistance in the form of loans getting repayment of them normally in dollars
(part of which would be supplied by our purchases of strategic materials) or in
special eases in the form of strategic materials.

The suggestion that grants might be repaid by delivery of strategic materials
by any country which at any time in the future might have a dollar surplus con-
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templates the making of contingent loans. It involves for many years a con-
stant serutiny of the ability of any country to repay. Such loans would decrease
the incentive of the Kuropean countries to set their financial houses in order and
achieve balance in their external accounts. Such loans would add to the uncer-
tainty of private and other iending institutions and thereby tend to postpone
the achievement of the objectives of the program. What is more important this
procedure might not encourage to the fullest extent the exploration for and develop-
ment of inereased production of strategic material.

In view of the great importance to the United States of increasing its supplies
of strategic materials, we believe that the program which has been recommended
by the executive branch offers the greatest prospect of obtaining them in the
largest quantities.

Ambassador Doucras. Well, I can’t walk upon the waters.

Chairman Earon. If you keep on you will be able to walk on most
anything.

Ambassador Doucras. There is a matter that I think should be
cleared up in the record.

Mr. Lopge. That question 1 asked of Mr. Clayton—I would be
glad if the chairman would permit you to comment on it.

Ambassador Dovcras. That is about the report in the newspapers
that the British had resisted the French proposal for the devaluation
of the franc?

In the first place, the French proposals for the devaluation of the
franc were not made public. Devaluation of a currency, particularly
in a complex situation like the one in western Europe, can be under-
taken in a complicated way but create a whole series of adverse effects
upon other countries.

The question is not only the relationship of a particular currency to
the dollar. It is a much more complicated one than that. The
question also involves the relationship of that particular currency to
the cross rates; for example, to the Belgium frane, to the pound sterling,
to the lira. And, while I think that no one opposes the devaluation of
the franc vis-a-vis the dollar and vis-a-vis the other currencies, the
question of how the devaluation shall be undertaken in relation to all
the currencies is a very, very complicated one.

Mr. Lopge. I think that is very interesting, and I would like to ask
you, there, whether the devaluation effected in Italy by Finance
Minister Einaudi did have repercussions because it was not properly
synchronized with the devaluation in other countries.

Ambassador Douvaras. That proposal in Italy was not submitted
to the International Monetary Fund.

Mr. Lopge. Did that have bad effects?

Ambassador Doucras. I cannot answer your question. It was a
relatively recent development.

It was a mixture of free rate and fixed rate.

Mr. LopcGe. It was devalued down to a certain level, but not
completely devalued?

Ambassador Doucras. Yes. There were certain dollars received
on account of exports that were blocked and a certain proportion were
free.

Even though the Italian action may not have had any adverse
cffects upon other currencies, one might not be able to have the
same view about a proposed devaluation of another currency.

Mr. Lopce. It is a matter of detail?

Ambassador Dovaras. Yes.
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Mr. Lobce. Would you say that it would be preferable if all the
16 nations were to get together and devalue their currency at the
same rate, simultaneously mstead of separately, as now?

Ambassador Doucras. Whether that is practically possible, I do
not know.

Mr. Looae. Would that involve the devaluation of the pound
sterling?

Ambassador DouGras. I would like to talk to you about that at
another time, for reasons that you can understand. I did want to get
in the record about the French.

Mr. Lopoce. I would like, if I might, to thank the Ambassador for
his answers to my questions and for the intelligent, courteous way
in which he has conducted himself throughout this ar uellmﬁ ordeal.

Chairman Earon. Mr. Ambassador, you were ‘asked a question.
You have not answered it and you have wandered all over God’s half
acre.

The question was: Did England object to the devaluation of the
franc—yes or no? _

Ambassador Douvaras. I do not think that was the question.

Chairman Earon. As I understand the English language, that was
the question.

Mr. Lopce. I thought the British had objected to it, judging by the
papers. I was interested in precipitating a coordination of intentions
under the ERP because the witnesses we have had, including yourself,
sir, have testified to the fact that the devaluation of currencies is
Vit.ll and that, to a considerable extent, the American taxpayer is
going to carry the load of the gap between the legal and real value of
currencies in Europe.

I simply wanted to make sure that our friends in Britain were going
to go along with us on this and 1t was not a question of going off in
different directions.

Ambassador Doucras. I think there is no question of the British
going along in principle. 1 think you have to examine each proposal
for devaluation in teims of its details.

Chairman Earon. Before we penetrate further into the fog, the
meeting of the Committee will be recessed until 2 o’clock, when
Socwfu.xv Royall will appear before us.

We want to express our thanks and gratitude for the very remark-
able contribution that our friend the Ambassador has made.

I hope he will stay within reach.

Speaking simply as a citizen, and viewing the discussions here as a
revelation of civilization, I have personally decided to seek a lodge
in some vast wilderness as soon as possible.

Ambassador Doucras. Retaining me?

Chairman Eatron. I will ask the members of the committee to
remain for just a moment in executive session, which will take just a
moment, on a very interesting and pmqonal m&ttm

(W her eupon, at 12:05 p. m., the committee adjourned until 2 p.
the same day.)

AFTERNOON SESSION

Chairman Earon. We will proceed.

We have our distinguished Secretary of the Army, Mr. Royall, who
will proceed to make his statement.
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STATEMENT OF HON. KENNETH C. ROYALL, SECRETARY OF
THE ARMY

Secretary Royarn. Mr. Chairman, I am glad to respond to the
request of your committee and to outline the position of the Depart-
ment of the Army on the ERP, particularly to discuss the relation of
the plan to the American and British occupation zones of Germany
which are at this time our responsibility.

Last Wednesday and Thursday, in response to a similar request
from the Senate Foreign Relations Committee, I stated to that com-
mittee rather fully the views of our Department, as well as my per-
sonal views, on the same subject.

I would like to file with your committee, if I might, a copy of my
statement prepared for the Senate committee, and then make a some-
what shorter initial statement here today.

Chairman Earon. We would like very much to have you do that, sir.

(The statement referred to is as follows:)

STATEMENT BY SECRETARY OF THE ArRMY KenxeEtra C. Royarn BEFORE THE
SENATE ForeEIGN RELATIONS COMMITTEE

Mr. Chairman, The major responsibility of the Army is the defense of the
Nation. When there is economie difficulty, shortage of food and general unrest
in the world and an economic and political situation which is unstable, that
responsibility becomes acute and the cost to the Nation increases. When the
- essential elements for economic stability and for peaceful development exist
among nations, the Army’s immediate responsibility becomes correspondingly
lessened. 1 firmly believe that enlightened cooperative economic endeavor as
visualized in the European recovery program can go a long way toward reducing
the necessity for large scale national armaments, and that without some such
effort the Army and its budget should be immediately and measurably increased.

Cermany, occupied by four major powers, two of which are participating
nations in the proposed European recovery program, presents a special problem
in this cooperative endeavor. The importance of Germany was clearly empha-
sized by Secretary Marshall in an address delivered in Chieago on November 18,
in which he said: “The problem of restoring the European eommunity inevitably
raises in acute form the problem of Germany. The restoration of Europe involves
the restoration of Germany. Without a revival of German production there
can be no revival of Europe’s economy. But we must be very careful to see that
a revived Germany could not again threaten the European community.”

For mote than 2} years the Army has been responsible for the occupation and
government of one zone of Germany and for the prevention of disease and unrest
in that zone. During this period the economic rehabilitation of Germany has
become increasingly important both because it will contribute to the political
stability of Germany and also because it offers the only reasonable opportunity of
relieving the United States of the finanecial burden of food and other necessities.

The extension of economic aid to other countries of western Europe economy
is of particular interest to the Department of the Army because of the relation of
German economy to that of the rest of Europe.

Conversely we recognize that the rehabilitation of Europe would be difficult
to achieve without increased German production of coal, steel, and other items.

For many years prior to World War II, Germany was the industrial hub of the
FEuropean economy. Around her the industry and trade of European states were
geared. And the physical and moral collapse of Germany during and after World
War I1I created an industrial vacuum within the European Continent which helped
render the entire economic machine inoperative.

The report of the Committee of European Economic Cooperation prepared as
a result of the Paris conference of 16 European nations last summer, states that
the German “economy has been, in the past, and by the nature of things will
remain, closely tied up with the economic system of other Furopean countries
* % ¥ Other western European countries cannot be prosperous as long as the
economy of the western zone is paralyzed, and a'substantial increase of output
there will be required if Europe is to become independent of outside support.”

George C. Marshall Foundation, Lexington, Virginia




FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM 355

To date German recovery has lagged so far behind that of the other countries
of Europe as to retard the whole effort for European recovery. One important—
perhaps the most important—factor has been the food situation.

For the last half a century Germany as a whole has had a substantial food
deficit. This condition is now accentuated in the United States and United
Kingdom zones of occupation by the fact that the part of Germany allotted to
Russia and placed under Polish administration comprised 25 percent of prewar
Germany’s food-producing areas. Other factors are the loss of large numbers of
the producing age groups and an increased population in the western zone of
about 6,000,000 people, many of which are nonproducers.

The German situation differs in many respects from that of the 16 countries
which participated in the Paris Conference. It is an occupied country, under
control of four powers that have not been—and are not now—in agreement as to
the basic principles under the Potsdam Agreement to be applied in the admin-
istration of the country. The Soviets have prevented economie and political
unity with the western zones and in their zones they have imposed a radically
different and highly centralized organization of the economy with all basic in-
dustries under public or direet Soviet ownership.

The main fact about the German economy at present is that it is not yet quite
a going concern. In addition to the lack of food there is a coal shortage, an in-
adequate transportation system and insufficient supply of raw materials. The
discrepancy between the volume of currency and the quantity of available goods
is so great that purchasing power and the incentive of money earnings are ex-
tremely low.

The economy of the merged United States and United Kingdom zones, is char-
acterized by a low level of produetion but, on the other hand, a surprisingly high
level of employment. Total employment is less than 10 pereent below the prewar
level and unemployment is less than 5 percent of the registered labor force.

Yet industrial production in November 1947 in the bizonal area as a whole was
estimated roughly at 44 percent of the 1936 level, with the index standing at 56 in
the United States zone and 40 in the industrially more important United Kingdom
zone.

This anomalous situation is largely accounted for by high rates of absenteeism
and low produetivity per man-hour. Plants often carry a full working force on
their pay rolls in order to keep the labor force intact and to permit the workers
to qualify for supplementary rations.

This over-all decline in hours and effectiveness of work is due to several factors,
including: the larger proportion of older men in the work foree, a smaller propor-
tion of skilled labor, and inadequate and varying nourishment. Other contribut-
ing factors are the interruptions—as well as the industrial inefficiency—arising
from under maintenance of plant equipment, shortages, and uneven flows of raw
materials and transportation and fuel difficulties.

The food and housing shortages are the greatest factors. These shortages have
led employees to supplement their inadequate rations by black-market purchases
from farmers and this in turn has resulted not only in absenteeism but in wide-
spread labor unrest.

in the matter of housing, the war damage, especially in the larger western cities
and towns, is well known to members of this committee.

Next to the shortage of food, the lack of coal has been the most serious obstacle
to recovery. Daily production of hard coal in the Ruhr, which was around
400,000 metric tons in 1936, has risen from a low of less than 100,000 tons at the
time of surrender to a high of 284,398 tons per day on November 29, 1947, Coal
production has varied up and down as food availability varied during this postwar
period. The coal consumption situation is greatly aggravated by the current
seriously reduced efficiency of coal utilization.

Finally, industrial production has suffered seriously from the lack of a completely
satisfactory currency, which means a lack of normal economic incentives. The
reichsmark has, it is true, retained most of its value for the purchase of rationed
items, especially food, and for such other items as rents, services, and transporta-
tion. On the other hand, the value of the reichsmark for the purchase of nonra-
tioned products has been greatly impaired, and there is general uncertainty with
respect to its future value. Under the circumstances, the normal incentives to
labor to increase its take-home pay and to management to produce for profit are
far too weak to provide a basis for sustained effort on the part of either labor
or management

But for bomb damage the war would have left bizonal Germany in most in-
dustries with a potentially operable industrial plant greater than that of 1936.
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However, there was great bomb damage to industrial plants—a large part of
which are still unrepaired, and some equipment has deteriorated further since
VE-day.

The railway system suffered much heavier war damage than industry in gen-
eral. The most immediate essential repairs to right-of-way have been made.
Nevertheless, the general disorganization and the existence of zonal boundaries
have eaused an increase in the average length of haul and in the turn-around
time of railroad ears. Furthermore, the condition of the rolling stock has dete-
riorated in spite of a well developed repair program.

Industrial construection in Germany has been negligible since VE-day. It has
been confined to essential repairs to transport and a minimum of repair and
maintenance of plants.

The volume of currency and bank deposits in Germany has been estimated at
more than six times the prewar level. This expansion in the face of greatly
reduced supplies of goods, seriously threatens the stability of the price and wage
structure. And no foreign exchange rate for the mark has been or ean soon be
established. Instead, exports are priced at world-market prices in dollars.

Although within Germany there is formal compliance with the official prices,
which are substantially identical with the 1936 and wartime prices, inflationary
pressures continue. Official prices and wages have risen only moderately, but
money has to a considerable extent lost its funetions as the medium of exchange
and store of value. Owners and producers of goods and services increasingly
exchange them only for other goods rather than for money.

This affects labor and agriculture as well as industry. Workers are apt to
stay-on the job only long enough to earn money needed to purchase their author-
ized rations at legal prices because money has negligible value for other purchases.
The remainder of their time is often spent in scouring the countryside for addi-
tional goods obtained in exchange for personal belongings or for labor services.
This tempts the farmers to hold grain from collection, to feed it to livestock, or
to barter it outside official channels of distribution. Only increased production
together with financial reform to reduce the amount of money in circulation can
remedy this situation.

These, in brief, are the difficulties and complexities with which the German
economy has been and is faced. Both the Military Governor of Germany,
General Clay, and the Department of the Army—and formerly the War Depart-
ment—have exerted every effort to meet and remedy this situation. I share the
general admiration for General Clay and for the splendid work that he and his
staff have done under most unfavorable circumstances. 1 will outline to you
some of the steps that have been taken.

The pooling of the economiec activities of the British and American zones was
an organizational step in the interest of improving the general economy. This
bizonal economy merger was effective on January 1, 1947, and has, we believe,
resulted in considerable progress. This arrangement has been continued into
1948 under an agreement signed last month, and the fact that a large part of the
British eontribution for relief funds has been necessarily eliminated does not
affect the administrative arrangement, although it gives to the United States
greater financial and economiec control.

The United States-United Kingdom bizonal organization includes the Bipartite
Board. The German bizonal agencies, established by United States-United
Kingdom proclamation, include an Economiec Council which has been given
broad powers to direct the economic reconstruction of the combined area, subject
to the approval of the United States-United Kingdom Bipartite Board.

The American and British Military Governors are eurrently discussing with
bizonal German leaders proposals to double the size of the economic council to
make it more representative and to establish a second economie body with two
direct representatives from each of the eight land governments.

At the beginning of the occupation the foreign exchange and trade of the
United States and United Kingdom zones were conducted entirely by and for the
account of the occupation authorities. Since that time there has been a pro-
gressive relaxation of trade controls to prepare for the reestablishment of private
trade. Foreign trade operations have been partially decentralized and returned
to German hands, to the extent considered compatible with the requirement to
maintain full supervision and control over German imports and exports financed
by the United States and United Kingdom Governments.

In the first 9 months of 1947, the combined United States and British zones
imports consisted of approximately 95 percent category A goods, financed by
England and ourselves and mainly consisting of foodstuffs, fertilizer, and petroleum.
Only about 5 percent were category B goods, including various consumer goods
and raw materials, which were prinecipally financed by proceeds of exports.
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For the reasons previously stated, imports of foodstuffs are greater in volume
and in value than before the war. Coal exports are about one-third of prewar
in terms of volume, but the average of all other exports is estimated as 5 percent
of their prewar levels. The exportation of finished industrial goods, which before
the war formed the backbone of German foreign trade, has hardly been resumed.

Under the new bizonal agreement it is estimated that the 1948 United States
relief expenditures in Germany will be in the vicinity of $700,000,000, an increase
of about $300,000,000 due to the British dollar shortage. The United Kingdom
undertook to provide a contribution in value of some 8% million pounds (approxi-
mately 34 million) in 1947. They also undertook to provide goods and services
in 1948 from sterling area sources valued at 17% million pounds sterling (approxi-
mately 70 to 87 million dollars). V

The agreement does not relate to expenditures by either Government for the
maintenance of forces of oceupation and control staffs in Germany. Those re-
main the responsibility of each Government.

In an effort to demilitarize Germany and also to provide reparations for the
Allies, a program for dismantling certain German plants began shortly after occu-
pation. The reparations program for removal of capital equipment was decided
upon in the Potsdam agreement on August 2, 1945.

In March 1946 a level of industry was established. This level was based upon
treating Germany as a single economic unit, but Russia failed to agree to those
terms of the Potsdam agreement. In August, 1947, a new and higher level of
industry was fixed which resulted in greater productive capacity in the eritical
industries such as metals, machinery, and chemicals. There was a corresponding
deerease in the plants available for reparations.

Prior to the establishment of the new levels, shipment had been made of a few
plants obviously excess to any normal German peacetime requirements plus
some general-purpose equipment from war plants. In the case of war plants, I
want to emphasize that only the general-purpose equipment has been made avail-
able. No entire war planfs have been allocated to any nation, and the special-
purpose war machinery has been destroyed.

Under the original quadripartite allocation of plants from all zones, 75 percent
was to go to the western nations and 25 percent to the U. S. 8. R. and Poland.
But, when it became apparent in 1946 that Russia was preventing economiec
unification of Germany, deliveries of new plants—nonwar plants—to the Soviet
Union were stopped pending further developments. The only shipments, there-
fore, now going to the U. S. S. R. are the tag ends of early allocations consisting
principally of machinery.

It should be made clear that, because of shortage of fuel, transportation, raw
materials and inefficient labor, the plants now declared excess could probably
not be placed in operation in Germany within the next 4 or 5 years, even with
aid from the recovery program.

If left in place, and unused this equipment will deteriorate and lose its value.
At the same time much of it is needed and desired by the western nations who
participate in the inter-Allied reparations program and to whom it has been
promised. They can use it where Germany cannot, and its use by them can
help economie recovery and reduce the demands on the United States for dollar aid.

It is evident that if possible financial reform should be carried out on a German-
wide basis. Negotiations have been in progress for some time in an effort to
reach quadripartite agreement on a currency and financial reform for Germany
as a whole. The major problems to be solved in such a program have to do with
the printing of the currency, the terms on which the old currency will be with-
drawn and new issued, price adjustments, organization, and similar questions. 1

Faced with the possible failure of currency negotiations on a quadripartite
basis, the problem of alternative action is being studied. Numerous technical
and policy problems are bound to face any program for currency reform—
particularly for bizonal or trizonal. But, the basic economic fact is simple.
The gap between supply of money and supply of goods must be closed if incentives
to work and produce are to be restored,. 2 o8

[ have tried to make eclear the present situation and the existing obstacles to
economic rehabilitation in Germany. The present low levels of production con-
stitute a drag not only upon German recovery but also upon the recovery of the
rest. of Europe. 1 am convinced that no plan for economic aid to Iaumpv, can I')_e
a sueceess unless it fully comprehends such assistance to (}el_'ma.ny as will permit
that country not only to help herself but also to be of assistance to the other
participants in that aid program. _

The relationship of bizonal Germany to the European recovery program rests
upon & reasonable restoration of the prewar German trade pattern with recogni-
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tion of and opportunity for a greater freedom of intercountry exchange of goods
and services by reduction of trade barriers and exchange of local eurrencies.

German economiec improvement—and the raw materials and inecentive goods
needed therefor—have heretofore come almost entirely from the limited German
exports. Food has been sent to Germany, but there has been no contribution to
building up German industry—no ‘“‘pump priming.”” So the progress has been
slow, much slower than in other nations. To attain full economic recovery Ger-
many needs more outside help than any country of western Europe.

In anticipation of a possible European recovery program, the bizonal military
government officials first prepared a 4-year economic recovery program based
upon an immediate rise in total imports and a change in their composition.
The program was an attempt to get away from the present relief program, the
disease and unrest formula on which Army appropriations have been based, and
to present a reasonable economiec rehabilitation effort. It was proposed on the
theory that our taxpayers are entitled to relief from the German economie burdens
as rapidly as possible. :

This program, if accepted in total, would have necessitated large appropriations
in the early years, and would have required a priority for special type imports
of items in critical world supply. These demands would doubtless have subjected
this country to criticism that we were attempting to rehabilitate Germany ahead
of the recovery of our World War aliies.

The requirements of bizonal Germany had, of course, to be fitted into the
16-nation European economic recovery program. Our original estimates had to
be reduced. For the world availabilities of supply did not permit the allocation
to bizonal Germany of the total of the estimated requirements. In many cases,
too, the sources of imports had to be changed, because Germany is expected under
the new program to receive considerably more of her requirements from other
European countries than the bizonal authorities had considered possible under
their previous plans.

After figures and requirements for the bizonal area had been screened and a
reasonably accurate total obtained, it was decided that the Army would request
appropriations for that portion of the total German requirements which represents
the Army’s responsibility under the disease and unrest formula, the so-called
GARIOA funds (government and relief in occupied areas). This leaves only the
German rehabilitation requirements in the European recovery budget.

This plan recognizes those Army responsibilities which existed prior to the
development of the European recovery program, and at the same time provides
the necessary flexibility for the operation of the purely rehabilitation phases of
the new program. This will permit the recovery activities for bizonal Germany
to be handled in relation to those of the other European countries.

Germany will become a partner in the European recovery program. The mili-
tary government authorities will receive and handle the recovery funds or com-
modities allocated to it as well as the relief funds, and the administration of the
German recovery funds will be subject to a general supervision by the Recovery
Administration similar to that in other European nations—although less super-
vision would doubtless be required because the American Government will already
be largely controlling the economic program in Germany.

The administration of the European recovery program in Germany should be
relatively simple. United States military government authorities, in consulta-
tion with those of Britain and with German economie agencies, will prepare and
submit the bizonal requirements to the Department of the Army until that
~ Department is relieved of occupation responsibility. When the United States
military government receives its allocation of recovery funds, it will then carry
out instructions it receives through the Department of the Army in connection
with the importation of raw materials, their manufacture and distribution, and
other related matters.

The military government authorities will, like any other European country,
designate a representative of bizonal Germany on the continuing European
recovery organization. In the United States, the Department of the Army will
represent bizonal Germany in its contact with the Recovery Administrator. It
will receive the German recovery requirements, assist in screening them, and
then present them to—and defend them before—the Administrator.

Of course, when the State Department assumes the responsibility for eivil and
economic administration in the occupied area of Germany, the Army will be
relieved of the above duties. But even then the Army’s military staff here and
in Germany will be available to assist the Administrator in other phases of his
work, particularly where it can be of service as a procurement and shipping agency
for supplies.
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While Germany will be a partner in the European program, it must not be
assumed that, because of her prewar economic strength in Europe, she will be able
to lead the way out of Europe’s present difficulties. The war left German in-
dustry too prostrate, and after more than two postwar years of bare existence her
people are too weak to become such leaders.

The current level of industrial production is too low and the obstacles of in-
adequate power, transportation, and raw materials and low labor productivity are
too great to be immediately overcome. The Army believes, however, that
bizonal Germany is ready to respond if given assistance.

The successful execution ef the entire program, of course, depends on many
assumptions. One assumption is a substantial increase in labor productivity by
1952, as a result of the improved standard of living and the morale of the German
worker. Another is that requisite finanecial and administrative reforms will be
vigorously pursued and that policies providing an incentive to exports will be
adopted and implemented.

Much will depend on the efforts of the German people themselves. The effect
on production of the feeling of hopelessness of the German population has been
profound. It is reasonable to expect that the recovery program by holding out
the prospect of relieving the existing physical misery and of permitting the German
people to stand once more on their own feet, will act as a far-reaching psycho-
logical incentive for labor, management and the German administration.

The recovery of German foreign trade is, of course, closely linked to the success
of the European recovery program as a whole. Germany must be able to turn
to the other European countries as a market for her growing production and as
a source of her imports. An inerease in the production and purchasing power of
these countries is, therefore, vital to Germany, just as German recovery is vital
to the rest of Europe.

Under favorable conditions, the trade deficit of Germany should be reduced to
a manageable figure by 1952. While some deficit may still be evident at that
time, Germany’s economic prospects may well have improved to such an extent
that private capital will again be attracted to Germany and assist measurably
in balancing Germany's international accounts.

In my opinion the United States is now faced with three alternatives with
respeet to Germany:

I. The most drastic ecourse would be to stop all economic assistance and
withdraw our limited armed forees and military government personnel from the
occupation of Germany. This course, seems to me unthinkable and absolutely
counter to our national objectives.

2. Continue the present program of sustaining the German people on the
basis of prevention of disease and unrest, and let Germany’s meager exports
gradually build up the country’s rehabilitation. This approach presages a long,
difficult struggle fo raise the economic levels, and would require continuing very
substantial annual relief appropriations. This course will be hard on the American
taxpayers.

3. Provide financial assistance to western Germany, as a participant with the
16 other European nations as proposed by this cooperative endeavor, in an
attempt to raise her economic level towards self-support in the shortest possible
time, This is the alternative that I most earnestly recommend.

While no one can say with certainty what the results of the proposed recovery
program will be, I am convineced that without adequate economic assistance to the
nations of western Europe, including western Germany, we may well expect at
least political aggression by totalitarian nations with ideas diametrically opposed
to those of a free democracy.

Germany has become the focal point of the two divergent economic and political
ideologies of the postwar period. Our interest lies in encouraging Germany and
the other nations of Europe to have systems of free, competitive enterprise which
recognizes the dignity of the individual-—and to show them that such systems
point the way to prosperity and peace.

The European eooperative recovery program now before you, I believe, is the
blueprint for an enduring strueture. I therefore strongly recommend approval of
the program proposed by the President and so sincerely presented for your con-
sideration by Secretary Marshall and the others who have preceded me.

Secretary Rovanr. All of us, I am sure, feel that the United States
Government must do everything within its reasonable power to pre-
serve peace for our country.
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Under the uncertain conditions which prevail in the world today
we must preserve an adequate national defense, which will convinee
any potential enemy that an attack on us would be unsueccessful,
and that the disruption of the peace of the world on the part of any
nation would be an unwise step.

We must continue our support of the UN with diligence and with
fairness and in the most critical overseas areas we must seek to prevent
the fundamental causes of war, hunger, cold, economic dislocation,
national unrest and instability, and discouragement.

These are three separate efforts for peace, and all three of them in
my opinion and the opinion of my Department, can be and should
be pursued simultaneously.

While I believe that today strong military preparedness is the most
effective of the three, I also recognize that it is at the same time the
most expensive in dollars and in men and the national effort.

I assure you that as for myself, the time cannot come too soon when
the strength of the UN or the improvement in world conditions can
justify a radical reduction i the military men and matériel needed
for national security.

I believe that the ERP is a definite step in that direction, and the
plan has a reasonable chance of accomplishing its end.

The Army, together with the rest of the National Military Estab-
lishment, can properly give weight to the probability of some success-
tul plan to reestablish the European economy.

It therefore can recognize and has already recognized that expendi-
tures for recovery purposes justify lower expenditures for national
defense than would be required if there were no effort for the European
recovery.

The occupation of conquered countries has up to this time been
the responsibility of the Department of the Army.

Among the most cogent reasons for such occupation are the preven-
tion of unrest and disorder and the building of free and self-supporting
states. ]

These two purposes, particularly as applied to Germany, closely
parallel the purposes of the ERP as applied to Europe.

So our Department feels keenly the need of the broader program,
and also realizes the necessity of closely integrating the rebuilding and
reestablishment of Germany, with the rebuilding and reestablishment
of the economy of western Europe as a whole.

Unless in this entire area of western Europe, including Germany,
there can be an economy which is sound enough to preserve and
rebuild the nations devastated by war, it is almost certain, it seems to
me, that these nations will be an easy prey to political aggresion
of our totalitarian neighbors, aggression which must inevitably, in
my opinion, threaten the peace of the world.

In Germany, the Army's task has been complicated by a factor
which does not arise in the other countries of western Europe.

With the end of World War II, the people of our country, and that
undoubtedly includes all of us here today, were determined that
Germany would never again have the military ability to bring a
world war on as she did twice in a decade, and three times in two
decades.

Therefore, certain of her heavy industries had to be destroyed, and
their rebuilding prevented. ’
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It has been necessary to reconcile this destructive process with the
obvious fact that for Germany to survive, her general industrial level
must be raised, that the nation cannot be self- supp01‘tlng, either as an
agricultural nation or a nation of small shopkeepers, or artists.

Hlstonca]ly, Germany as a whole does not have sufficient native
food for her own support. And this situation has been greatly
ageravated since VE-day by the fact that the area ceded to Russi:
and the territory placed under Polish administration has taken away
25 percent of Germany’s prewar food-producing areas and has done
so at a time when the population of the United States and United
Kingdom zones has been inereased by 8,000,000 people.

It was increased by infiltration flom othor zones and othmwme
So the present population of the American and British zones is now
a total of about 41,000,000.

These facts, and the resulting fact of our country pouring hundreds
of millions of dollars each year into Germany for relief purposes, have
emphasized the necessity of rebuilding German production as soon as
possible, and expanding German exports with a view both to makin®
the United States and United Kingdom zones self-supporting, and
capable of preserving a free and democratic form of government, as
determined against the spread of totalitarianism and also with a view
to enabling those countries to pay their way as soon as possible and
relieve us of the finanecial burden of relief funds.

The situation in Germany under which these purposes have to be
accomplished has been complicated by a number of factors.

One of the principal factors is the division of the country into four
zones of occupation—four zones with a political and economic con-
cept in one of the zones differing radically fromr that of the other
zones, and with the serious interference to the free flow of finished
goods or raw materials between these zones as well as interference
with the free flow of communications and personnel.

When it became apparent that the four occupying powers could
not agree upon treating Germany as one economic unit, and that was
sufficien tly clear to General Clay and to the Dvpartmmt ol the Army
and the War Department, we offered economic integration of our
ZONeS.

Great Britain accepted and an economic merger was effected
between the British and American zones on January 1, 1947.

That was over a year ago. Now, as of January 1 this year, the
British dollar shortage made it necessary to amend this agreement
by trangferring to the United States the major part of the “costs for
food, fertilizer “and fuel and other relief nec essities, while at the same
time increasing the United States authority over economic and
financial matters.

The estimated 1948 cost to the United States for relief in Germany,
relief expenditures, will be about $700,000,000 for the calendar year
as compared with an equivalent of from %10 000,000 to $87,000,000
to be contributed by Britain, that differential dvpomlmw upon how
much sterling they can u,,nsonably spend and goods they can buy with
sterling for relief.

'Ihey will furnish $70,000,000 as a minimum, and $87,000,000 as a
maximum.

Of course, that is relief expenditures. Britain will support their
oceupation forces and their military government staff, the cost of which
they estimate in excess of $300,000,000.
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Through necessity, our zones of Germany, the British and American
zones, have up to this time been operated almost entirely on the
limited theory of what we call disease and unrest.

We have had to spend hundreds of millions of dollars to import
food and the bare exigencies of existence, and even after this importa-
tion, the German minimum ration for the normal consumer has
averaged well below the 1,550-calorie theoretical ration, and has been
lower than the minimum ration of any other European nation.

As I said recently, in making a talk, 1,550 calories is not much more
than a good North Carolina breakfast.

While food is of course an absolute prerequisite for the ability to
work, and therefore a prerequisite for production, yet such production
also requires raw materials and the rehabilitation of plants and the
repair and restoration of transportation facilities and other ma-
terial aids.

No direct help along these lines has been given to Germany in
American funds.

Since that has been the case and because of the terrific war damage
that occurred there, as many of you gentlemen have seen, the progress
toward recovery in Germany has been slow.

That is economic recovery. We have just given them the food.
We have not contributed anything to the upbuilding of their industry
and they have moved slowly.

The average production in neighboring nations has reached 90
percent of prewar and some of them have gone up above 100 percent;
such production in Germany stands at only about 44 percent of the
basic figure which is taken as 19636.

One of the important contributing factors, in addition to those I
have already named for this condition, is lack of confidence in the
value of money in Germany.

That lessens the incentive of both labor and management, and also
of farmers to produce the niaximum.

Labor and agriculture further suffer because workers leave their
work to trade personal possessions for food. This in turn causes the
farmer to withhold his produce from the legal markets so that he can
barter it for labor or other articles. !

After all, while we tend to think in terms of a nation as a whole,
we are dealing in the last analysis with individuals and the incentive
to produce of the particular individual is an important factor in any
sort of recovery.

Another phase of our occupation problem is that of reparation.
There has been a lot of talk about it in conjunction with the plan to
demilitarize Germany; it was also initially provided and in the
Potsdam agreement, that Germany should pay for some part of the
damage she had done to other nations by giving up to them plants and
equipment which were determined by the four powers to be in excess
of her peacetime needs..

Fighteen nations were promised, in an agreement signed in Paris in
1946, that they would receive 75 percent of such industrial reparations
from the western zone.

Under the Potsdam agreement Russia was to receive 25 percent of
the plants and equipment, partly for compensation and partly as an
exchange, rather than pure reparation.

To fix this level above which plants would be dismantled and paid
in reparations, what was called a level of industry was set in March
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1946. The excess at that time was estimated on the basis that Ger-
many would be treated as an economic unit. Since Russia was to
receive for herself 25 percent of the excess {from the three western
zones, 10 percent without repayment and 15 percent for which she
would pay principally in raw materials, and from which she was to
satisfy all Polish claims, she was allocated in 1945 as advance delivery,
that was the term used for it, a few obviously excess plants and later
some 1tems of general purpose equipment from war plants.

Let me make it clear that the special purpose or war machinery
from those plants were destroyed and not delivered to anybody.

In May 1946 when it became increasingly and finally clearly appar-
ent that Russia would net treat Germany as an economic unit, General
Clay announced that he would make no further deliveries to Russia
of additional plants unless and until the Soviet Union accepted her
full responsibilities under the Potsdam agreement. /

Accordingly, the only shipments now going from the United States
zone to Russia are the remnants or tag ends of one industrial plant,
most of which had previously been delivered, and some general-pur-
pose machinery from two war plants which would not have been
retained in Germany under any circumstances because they were to
be destroyed.

With the continued failure of Russia to agree to economic unity,
and with the necessity for general industrial recovery in Germany
becoming more and more apparent, the United States and United
Kingdom military governors recommended that the level of industry
fixed in 1946 for the merged zones be increased, and the number of
industrial plants available for reparations be reduced.

One of the first acts I took as then Secretary of War, in August
1947 was to fix the new bizonal level of industry, and to approve the
recommendations that had been made from the governors there, with
the concurrence of the other necessary government departments.

It was agreed in August 1947 and announced that the plants to be
dismantled were to be reduced to 682, leaving therefore a greater
productive capacity in the eritical industries of metals, machinery,
and chemicals. Under the first level established 1,218 plants were
listed by name and location but some 600 or slightly more were to be
listed when definite selections had been made. These additional
were not named before the new level was determined. The new
list of 682, therefore, is about one-third of the original estimate.

Of these 682 plants, 186 are in the American zone, and 486 are in
the British zone.

It is not believed—and I think this is a factor that sometimes is
not fully recognized—it is not believed that the dismantling of these
plants would adversely affect the German industrial recovery.

The reason is that the remaining plants will require all the fuel and
raw materials that are likely to be available now or in the reasonably
near future.

Because of the shortage of fuels and raw materials and labor, and
transportation, these reparation plants could not be effectively utilized
for Germany, in our opinion, within 4 or 5 years under any circum-
stances.

During this time the plants would depreciate, deteriorate, be subject
to sabotage and theft, and would lose much of their value.

In the meantime allied nations of the West—and I am speaking
now of nations in the West principally—are asking for these plants
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which we have agreed to give them to use in increasing their own
production.

In spite of the many adverse factors in Germany—I do not want
to paint too blue a picture—some progress is being made.

The current 44 percent production of the 1936 level compares with
a low of 20 percent at the beginning of the occupation period. It isa
little over double.

Coal production, an essential for industrial recovery, has increased
from a low of something less than 100,000 tons per day to a high of
285,000 tons.

Steel is about 25 percent of the prewar level; lumber is above the
prewar level; transportation systems have been partially rehabilitated
and a large number of cars repaired.

In the question of financial reform, there has been an earnest effort
to effect that on a quadripartite basis. i

Germany has had a single currency. It is all-important to us that
every ¢ffort be made to do that in the new currency.

Now, alternative action is being studied, for the gap between the
supply of money and the supply of goods must be closed if incentive
to work is to be restored.

The joining of the two zones has resulted in a more efficient opera-
tion of the economic activities with more and more responsibility
being given to the Germans who are encouraged and required to work
for their own salvation.

Foreign trade has been decentralized and returned to Germans
under Allied supervision, and these steps have produced some results.

Much more remains to bring Germany up to even the current level
of Europe, and the European recovery program, as far as Germany is
concerned, contemplates exactly the kind of assistance that Germany
requires in order to speed her economic recovery.

But German recovery is not only important to Germany. The
other nations of Europe need German industry and exports for their
own rehabilitation and progress. Historically it was the central and
prineipal industrial nation of Europe.

Their economies were to a considerable extent built around German
production.

The 16 European nations who would participate in the proposed
recovery program stated in their Paris meeting, and I will quote:

The German economy has been in the past and by the nature of things will
remain closely tied up with the economic system of other European countries,

A substantial increase of output there will be required if Europe is
to become independent of outside support.

Secretary Marshall in his recent Chicago speech stated that without
a revival of German production there can be no revival of Europe’s
economy. But at the same time he also warned against any revival
which would be a threat to peace by permitting Germany to become
such a threat.

There is one means of assuring against Germany becoming such a
threat. You will recall that the United States has suggested to
Kuropean nations for their consideration a joint treaty to extend for
as long as 45 years, to prevent Germany from again becoming an
aggressor nation.

Since the Army still has the responsibility for the military and
nonmilitary phases of the operation, we are at this time asking appro-
priations, as in the past, for the sums required for disease and unrest.
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That is purely a relief fund. We are again asking for that in our
budget. Included in the European recovery budget would be the
additional funds needed for German economic rehabilitation.

This additional amount is estimated at around $318,000,000 for 15
months, as a part of the recovery program.

This system, asking for the relief money and recovery budget,
including the recovery money, would permit the rehabilitation activi-
ties for bizonal Germany to be handled by the military government
authorities.

We handle both funds. The recovery money would be handled
in relation to those of the other European countries.

We would handle the funds; if commodities were furnished in lieu of
funds, as the plan would permit, we would handle those; but we
would handle the rehabilitation part of the funds under the general
supervision of the recovery administration, somewhat like other
countries would handle it under that supervision.

In America the Department of the Army would represent the bizonal
authorities, to receive the requests from Germany, and would defend
those requests before the Recovery Administrator.

I am speaking of the Army handling that. You have seen an an-
nouncement that the State Department is going to take over occupa-
tion. We have been urging them for several years to take over the
nonmilitary phases of occupation, which is principally what we are
talking about.

They would take it over on June 30 or July 1. The State Depart-
ment would relieve the Army for the responsibility of the nonmilitary
activities in Germany.. We hope the date will be the date named.

The Army’s facilities in Germany will again be available to assist
the Administrator wherever it can be of service. We would keep our
troops there in the purely military form even if the State Department
took over the occupation functions.

The problems confronting the United States today in relation to
Germany must be approached realistically. We have three courses
that we can follow, as I see it.

We will ask ourselves, “Should we withdraw all our forces from
Germany and thereby abandon all our objectives of occupation?”
The second question 1s, “Shall we continue to send into the bizonal
area hundreds of millions of dollars for maintenance of law and order,
and only for that, with hope indefinitely deferred to a German econ-
omy sufficiently rehabilitated to relieve us of the occupation costs;
or shall we expend aid for recovery to Germany and to those KEuropean
nations who have volunteered to cooperate with us to accomplish the
rehabilitation of the European economy as a whole, as a foundation
for peace and prosperity throughout the world.”

1In my judgment, the third alternative is to be desired above the
others.

I feel confident that if followed it will extend its influence far
beyond the borders of the participating nations; that it will eventu-
ally substitute, at least in part, the defensive armament, and that it
will offer a prospect for lasting peace.

That concludes my statement, Mr. Chairman.

Chairman Eaton. We have had a question based upon newspaper
reports today that a strike in the Ruhr mines is imminent. How
would our military authorities handle such a strike?
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Secretary Rovarr. That happens to be in the British zone, but the
military authorities would, of course, take all steps—all feasible
steps—to prevent disorders.

Chairman Eaton. How about preventing the absence of workers
from work?

Secretary Rovarv. I think we would not go as far as enforced
work or consecription, but we would make every effort, as we have
had to do sporadically before, to render assistance under any justified
situations, try to remove the causes, one of which is usually lack of
food, which leads to the strike, and provide incentives for work, if
theyl; are justified, and negotiate with the workers for their return to
work.

As I say, that is the British zone. But the situation would be
handled, I think, substantially the same way in either zone.

The great difficulty there, of course, is the lack of incentive, as
well as lack of food.

A man gets paid in eurrency which he can really use for the purpose
of purchasing rationed articles.

When he gets an amount, with the maximum he can buy, his money
is of very little value.

Chairman Earon. Are they interested in restoring the country?

Secretary Rovarn. I think a great many Germans are. But, as
would be true even in America, you are dealing there with individuals
who vary in their patriotism and in their understanding of the situa-
tion, and many of them look at it purely from a selfish, personal inter-
est: “‘How much am I myself going to get out of it?”

We cannot hope to avoid that sort of personal approach in a great
many cases.

Chairman EaTon. The method furnished by Mr. Hitler and certain
autocratic forces was a bayonet.

Secretary Royarn. That is right, sir. ‘

Chairman Earon. Are we going to furnish a little pious observation
on the theory of the work because of that contrition, or what are we
going to do? Most people do not know anything apparently but
brute force.

Secretary Rovarn. I am sure some do not. We hope they are
growing out of that attitude. Certainly we cannot afford to have
slave labor in Germany.

Chairman EaTon. Mr. Lodge.

Mr. Lopae. Would you yield there for a question?

Chairman EaTow. Yes.

Mr. Lopce. I was interested, Mr. Secretary, in your statement that
you thougnt it perhaps was the lack of incentive goods.

I was wondering whether this protocol might not have something
to do with the strikes and whether there might not be a concerted
attempt on the part of the Cominform to bring about economic dis-
ruption, and in that case how much good will it do for us to provide
the mcentive?

Secretary Rovarn. I am sorry I am not quite up to date enough
to answer how far the Communists’ inspiration has been responsible
for this strike. General Clay will be here tomorrow night and that
i8 one of the important matters we will discuss with him.

I have seen conflicting newspaper reposts. Some say it is Com-
munist-inspired entirely and some say it is partially Communist-
inspired, and some say it is merely lack of food and incentive.
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I do not think I am in position to give you that opinion.

General Clay will, of course, give us his diagnosis of the situation.
My guess would be, and it is purely a guess, that all of those elements
may in part enter mto it, because communism and Communist agi-
tators, faced with a condition of unrest, may possibly capitalize on it.

There are some Communists in the Ruhr,

Chairman Earon. The thing I would like to know, if 1 could, is
whether the German people in our zones, for instance, have as an
incentive the desire to rebuild a whole nation and make it a part
again of the world.

Secretary Rovarr. I think a very substantial part of them do.

Chairman Eatron. What are they doing about 1t?

Secretary Rovarn. Well, it varies. Some of them are working
very hard. Some of them are'producing the maximum they can.
And some of them are loafing on the job.

Chairman Earon. I was wondering if we were not substituting the
eleemosynary motive for patriotism. We are locating the incentive
from the brain and the conscience to the alimentary canal.

Secretary Rovanr. Well, sir, I suppose we are running a slight risk
on substituting aid for necesswv but I think we have got to take that
risk with our eyes open. The alternative is the starving or semi-
starving nation, and that would certainly create more unrest and more
danger to us and to the world than it would maybe in some individual
instances to err on the side of generosity. You cannot draw a straight
line, I do not think, either way.

Chairman Earon. I cannot find myself deeply moved with sym-
pathy or anxiety for these people who have wrecked the world. Let
them go to work and help rehabilitate, without being waited on by a
wet nurse all the time and fed like a lot of stalled cattle. Let them
take their own medicine now a little.

Secretary RovarLn. Well, sir, 1 have great sympathy with your
feeling that Germany or Lho Gorman people deserve almost any “fate
that should come to them. But I do not think we have to place this
on grounds of humanitarianism entirely—or at all, if you do not wish
to. The truth is thut a semistarving Germany w ould be a menace to
our own security. Of course, we do have some obligations under
international law to look after occupied countries. But I base the
principal reason on the fact that we do not want chaos in Germany.

Chairman EaTon. Mr. Kee.

Mr. Keg. 1 have no questions.

Chairman Earon. Mr. Vorys.

Mr. Vorys. Mr. Secretary, I am reading question 11 from a resolu-
tion of inquiry directed to the Secret ary of Defeme among others, and
no doubt you would be speaking for him. This resolution was dir octed
on December 18. I am reading question 11:

Has the Government of the United States taken appropriate steps to delay
temporarily the further dismantling of plants in western Germany so as to permit
further study by the appropriate committees of Congress in order to determine
whether such transfers are prejudicial to any general recovery program for
western Europe?

Secretary Rovarr. No, sir; we have not stopped the dismantling
of plants. We are continuing the dismantling down to the level of
industry which was preseribed in August 1947. As I stated a few
moments ago, it is the opinion of the military government authorities
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in Burope—and we see no reason to differ with that opinion, and they
have approved it—that the plants which we are dismantling down to
this level will not be usable in Germany for a period of 5 years. That
is our best estimate. And that, therefore, their dismantling does not
either affect the present or the immediate prospects of Germany to
recover and rehabilitate, nor to those prospects of the reasonably near
future. We have done this: We have stopped the delivery to Russia
and to Poland of any additional plants, except a small percentage of
one plant, most of which has already been delivered, and some
general-purpose machinery from two war plants which had to be
destroyed anyhow to prevent Germany’s war-making powers from
being feasible in the future.

Incidentally, I have not seen these questions, but I think I can
answer some of them anyhow. '

Mr. Vorys. As you see, the questions arose because the committees
of Congress and individual Members of Congress in studying the thing
did not agree with the conclusions that you just stated, as to the dis-
mantling of these plants. Going back to your text here:

It is not believed that the dismantling of these plants will adversely affeet
German industrial recovery, since the remaining plant will require all available
coal and raw material—
there was considerable evidence that the further dismantling of these
plants would adversely affect German industrial recovery, and a num-
ber of us were informed in Germany by both German and American
officials that the dismantling was not merely to furnish plants to
Russia, not merely as a matter of reparations, not merely to remove
Germany’s war potential, but to reduce Germany’s competitive peace
potential, and in view of the fact that since the dismantling order
was made, 13 of the 18 nations have been directly or indirectly
involved in the Marshall plan, three are now Soviet satellites, and two,
India and Egypt, account for only 3.10 percent of the proposed repara-
tions, 1t seemed to the House of Representatives that dismantling
might be held up until they could get a little more information about it.

Secretary Rovatnn. Yes. I realize that that was a question about
which there could be and was some difference of opinion. At the
hearings, principally, I believe, at the appropriation hearings, this
question was raised and we did not at that time say that we would sus-
pend the dismantling, but after the hearings we considered whether
we should. Of course, if we were going by strict rules of administra-
tion, we had to make a decision to the best of our ability, but we
respected the opinions expressed in Congress, and, therefore, on the
24th of December I addressed a letter to this committee, to the House
Appropriations Committee, and the corresponding committees of the
Senate, in which we stated that we were not stopping the dismantling.
I did that because I did not want anybody to be under the impression
from the discussion that we thought it advisable to do so. This
letter was marked “Confidential,” but I see no reason now, in view of
the wide discussion that has been had in the press since that time, that
it be any further confidential.

Chairman Earon. Did it not appear in the newspapers the
next day?

Secretary Rovart. I did not give it to the newspapers. 1 do not
know who would be responsible . It was written by one person and
sent to four. There are five possibilities. [ will eliminate one of them
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personally. I do not know whether it is in the paper or not. I would
like to put this in the record, and strike out the confidential classi-
fication, if I might.

We said substantially in this letter what we said before and what I
said today. General Clay thought it unwise not to dismantle these
plants. We do not think they are necessary for German production,
and as for the countries who are sharing or designated for sharing in
the recovery plan approved by C‘onrrrvss as you say, 13 countries are
mmcluded in our reparations agreem ment.

At least a substantial number of these countries are taking the posi-
tion that that machinery in those plants, since it would be useful to
them in their recovery programs, if that is a fact, it would tend to
speed recovery in those countries.

Now, certainly there is no economic way in moving an operating
plant from one place to another, and the recipient does not get the
value that the plant in place w ould have. But if the plant in place
cannot be used for a considerable period of time, then, the chances are
that there is not an over-all economic waste, but an economic value
to the recipient. That fact, in addition to the fact that these were
promised to these nations, has led General Clay to continue the
dismanthng.

(The letter referred to is as follows:)

DEcEMBER 24, 1947.
Hon. CrarLEs A, EaToN,
Chairman, Committee on Foreign Affairs, ;
House of Representatives.

Dear Mgr. Eaton: In view of the discussion concerning the dismantling of
German plants for reparations, we wish to advise you of the present status of
this problem.

General Clay has just eabled us that in order to carry out the program announced
to the Landerrat at its meeting on the 4th of November of completing the dis-
mantling of reparations plants in the American zone by next spring and so to
dispose of this troublesome problem once and for all, he had given instructions
last month to the reparations section to proceed as quickly as possible with the
dismantling of all the reparations plants on the new list.

The Inter-Allied Reparations Agency in Brussels has been provided lists of the
plants and has been invited to send in inspection teams of representatives of
interested nations to view the equipment even before allocation by the Allied
Control Council.

This program is now under way and General Clay states that he would consider
it extremely unwise to defer dismantling in the American Zone during the proposed
congressional hearings and investigation as it would be come a serious political
problem, particularly if dismantlings were subsequently carried out. 1 assume
that by the political problem he means unrest and dissatisfaction which would
arise in Germany, although his cable does not specifically so state.

You are dmlbtleas familiar with the press release given out by the State De-
partment a few days ago, which read as follows: “The State Department con-
firmed that it is seeking adequate arrangements with the British regarding any
further shipment of dismantled plants to the East. The Secretary of State had
a preliminary talk on this subject with Mr. Bevin before leaving London.”

We have discussed this matter with representatives of the State Department
who have advised us that they are considering this whole question in the light of
the present circumstances.

While the dismantling program announced to the Landerrat early in November
was a matter of publie record and appeared in the press at the time, I would ask
that this letter be considered as confidential in view of the policy questions now
under consideration by the State Department.

Sineerely yours, .
KennerH C. RoyaLr,
Secrelary of the Army.
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Mr. Vorys. Mr. Secretary, this series of questions I called to your
attention was not from any committee but was a resolution of inquiry
passed by the House of Representatives over a month ago, and the
House has had no answers to the questions and since they are very
important in our consideration of the recovery program, I was
hoping that we might get some answers to them.

Secretary Rovarr. I think I can answer a good many of them, but
whether they are answered today or not, the information will be in
soon. Both the State and Army have been working together on
answers to these. |

Mr. Vorys. I do not intend to go through the list of the questions,
but I was particularly interested in the last one, which is in some ways
the $64 question. You have now answered that, showing that there
is apparently no intention to delay temporarily the dismantlingfso
that the appropriate committees of Congress may study it.

Let me call this to your attention: This recovery program is a
cooperative one, and cooperation is a two-way street that works not
only between the Congress and the administrative agencies both ways,
but between the nations which may be the recipients of billions of
dollars of American commodities. 1 must confess my great dis-
appointment if it has already been found out that it is impossible to
hold this up until we can get a look at it. Meanwhile we are supposed
to speed action on making the money available over there.

Secretary Rovarn. I agree with your general sentiments entirely
but I want to say this, sir: That this matter of stopping reparations,
as you may or may not know, was proposed in connection with the
appropriation bill in December, and was stricken from the bill during
its progress through Congress, and there has been no formal action by
Congress on the matter, that being the only indication. There has
been no formal action by resolution or otherwise, except by inquiry.
I mean there has been no formal action requesting that this be done
or directing this be done. The only action that would be definitive
that was taken, if that is definitive, is that it was proposed to Congress
the provision that it not be done and that was stricken out.

Mr. Vorys. Let me remind you that a resolution of inquiry by the
House is about the most formal and peremptory action that the House
can take, and the answer to such an inquiry is supposed, under our
rules, to come through in a short time. Therefore, you are in error
if you think there has been no formal action on this matter taken by
the House.

Secretary Rovarn. I did not mean that, sir, if I left that impression.
I said there had beenno formal action requesting us to stop dismantling,
and there has been none as far as I know. Now, I do not personally
know just why there has been so much delay, and I think it has been
a pretty long time, with this exception: Some of this information
perhaps had to come from the theater, and the other factor is that
this is a matter of policy as to dismantling which has to be determined
by, primarily, the State Department, but in practice jointly by the
Department of the Army and the State Department, and determined
after the full facts are obtained. I suppose that is the explanation
for the fact that the two departments have not yet answered this
mnquiry.

I agree entirely that it should be answered promptly, and if it has
been unduly delayed, that it should not have been unduly delayed.
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But I repeat that there has been no action by Congress directing or
requesting the Department of the Army or the State Department to
stop dismantling these plants. If such action were taken, I assure
you it would certainly carry great weight and might well be entirely
determinative of the course we would follow.

Mr. Vorys. I wonder if you could give us a break-down of the
$822,000,000, as to how much of it is for military oceupation and
how much of it is for military government? 1 found out over in
Germany that by “military government,” they did not mean military
government, they meant just the opposite. One official said, “It 1s
not very military and not much government.” 1 think that was
exaggeration, but certainly, as far as the military is concerned, it is a
civillan government. How much of it is for eivil affairs?

Secretary Rovarr. Well, first let me say I think it is pretty military
over there. I have watched those boys and I think they are pretty
good. I think they are remarkably military, considering all the
circumstances. And I further think that General Clay has done an
exceptionally fine job in government of Germany under very difficult
circumstances.

Mr. Vorys. Understand, I do, too. I am not raising any criticism,
but on this terminology, when you say “military government,” you
do not mean military government.

All T wanted to know is what part 1s military occupation for security
troops, I forget the initials they headed that up with, but they had it
at Frankfurt, and what is the civilian end of it?

Secretary RoyarL. The $882,000,000 includes none of the military
expenses. It is solely what is called category A items, which are
principally food, fuel, and fertilizer. That is all that is included in
that.

Mr. Vorys. What is the expense of the military?

Secretary Royary. That is for a 15-month period, as you know.

Mr. Vorys. Yes. What is the expense for the military occupa-
tion, and by “military’” in this question I mean military.

Secretary Rovarn. I would say, sir, that that question I do not
think can be dogmatically answered because it includes the pay of
troops, supply of troops, housing, their dependents’ allotments, their
quarters, and the personnel in the United States that is engaged in
their supply and management, and there has never been any absolute
break-down.

Mr. Vorys. That was what I want to get.

Secretary Rovann. 'To give you our best estimate, I must qualify
by saying it cannot be with exactness, but it is our estimate that
occupation is roughly responsible for $2,000,000,000 of the Army’s
$2,900,000,000 expenditures. That of that $2,000,000,000, approxi-
mately one-half, or $1,000,000,000, would have to be spent on those
troops wherever they were located, and that, therefore, the net cost of
operation for military in all areas, which would include Germany,
Japan, and Korea, would be a billion dollars for the extra cost of being
over' there, the organization, civil personnel and other personnel
}:ha.ti would not otherwise be required, and for supply lines, and so
orth.

Now, that billion dollars must be divided between Japan and Korea,
on the one hand, and Germany, on the other.
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I would say the German part of it would be a little less than one-half
perhaps. That, again, is an estimate. They have more troops in
Japan and Korea ]01ntly than Germany, but that is offset to some
extent by the fact that we have a more complicated situation in
Germany than in Japan and Korea. I would say roughly one-half.
The best you can say—and this is purely an approximation—is that
military and occupation and the governmental functions we perform
in Germany, exclusive of the relief funds, is something under a half
billion dollars.

Mr. Vorys. Then, to find out what the total costs of our activities
in Germany would be you would add, for instance, $822,000,000 and
let us say $400,000 000‘?

Secretary RovarL. Let us say $450,000 000 if we have to guess.

Mr. Vorys. All right, $450,000,000. Then there was an uncovered
deficit of $200,000 000 that was plcsented to us. Where would that
come 1n?

Secretary Rovann. You would be duplicating if you put that in.
The $822,000,000 is for a 15-month period.

Mr. Vorys. Yes.

. Secretary Rovarn. There is something around $700,000,000 for a
year, and if you add the $450,000,000, it would be $1,150,000,000.
That is for relief and occupation and military functions over there on
an annual basis.

That does not include the recovery part of the program, which
would be under the plan you are now considering, which is about $320,-
000, O((i)O for a 15-month period, or about $250, 000 000 for a 12-month
perio

Now, the deficit is part of that. This is an inclusive figure for
everything.

Mr. Vorys. I always get mixed up on this deficit. Is that a defieit
in the $822,000,000, or in the Marshall plan figures?

Secretary Rovann. Which deficit are you talking about?

Mr. Vorys. The so-called uncovered defieit.

Secretary Rovarn. That is part of the $322,000,000. That is in
the Marshall plan.

Mr. Vorys. Part of the $322,000,000?

Secretary Royavn. Yes. Which is the 15-month period. If you
just throw the deficit out, which would be, as I said, a duplication of
figures, you have, for a 1- Vozu period, the best w e can estimate, $700,-
000, 000 plus %4‘30 000,000 plus $250,000,000, which malkes about $1,-
400, 000 000 for all purposes in Germany for a 12-month period if the
Luropeun recovery program is adopted.

Mr. Vorys. Thank you.

Chairman Earon. Mr. Richards,

Mr. Ricuarps. Mr. Secretary, you mentioned about the British
zone and American zone being brought together in one economic unit,.
As I understand it, the French zone is still operating separately.
Would it be in your opinion any economic advantage for the French
zone to be incorporated with these three now? That i is, economically?

Secretary Rovarn. It depends on the terms under which that is
done. It could have certain advantages. It would, of course, have
additional administrative difficulties. It always would, when you
have three people to do it instead of two. That is a matter which is
recelving and will receive active consideration.
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Mr. RicaarDps. Some have taken the position that it would be
better to let the French Zone remain connected with the French
economic set-up because it would work advantageously to both, as
is. I did not know whether it would save the United States money
or not to bring the French Zone in with the other two zones. '

Secretary Rovarn. There have been conflicting opinions on it.
I think the dogmatic answer is difficult. The matter has been con-
sidered to see if arrangements can be made on a sufficiently fair basis
under our terms of what is right to make it advantageous to both the
French and ourselves. I do not believe I can be any more specific
in that because the matter is now under consideration. On balance,
we are committed to try to get that done on a fair basis.

Mr. Ricaarps. You mentioned that the United States Govern-
ment had taken over certain financial obligations in the merger of the
American Zone with the British Zone.

Secretary Rovarn. Yes. Well, we originally had a 50-50 agree-
ment with the British on the relief supplies. They notified us during
the fall that on account of the dollar shortage, and the dollar is the
only thing that will buy mwen outside of some of the Britisn areas,
on account of the dollar shortage they would be unable to ¢ontinue
that 50-50 agreement, and that they might be unable to continue
any participation either during the year 1948 or for part of the re-
maining period of 1947, whereupon we arranged a series of meetings
with the British over here in whicn tne matter was fully discussed.
The State Department and the Department of the Army, General
Draper representing the Department of the Army, made the best
agreement we could make. The Treasury Department was also in
on the conferences. Under that new agreement, for the year 1948,
Britain will contribute to the relief funds, as I said in my manusecript,
somewhere between 70 and 80 million dollars. We will contribute
the $700,000,000, which I previously mentioned. In other words, 1t
will be 8 or 10 to 1.

In compensation for that, in a way, or recognition, it would be
better to say, the authority on economic and financial matters is in
somewhat the same proportion as the contribution which gives us, in
effect, control over the economic and financial dealings in Germany.

Chairman Earon. That is, both zones?

Secretary Rovarn. Yes, sir. We have some qualifications. We
would be glad to furnish you a copy of the agreement. That, in
general, is an accurate statement.

Mr. Ricuarps. In addition to that, we have also taken over some
of the military responsibility?

Secretary Rovarr. No, sir, we have taken over none of that and
none of the responsibility for the actual governmental operations.
England is still paying its people and we are paying ours.

Mzr. Ricaarps. Has the British military force been reduced in the
British Zone?

Secretary Rovarn. It has been reduced in both zones. As a matter
of fact, the British have considerably more civilian personnel over
there than we do.

Mr. Lopae. Will the gentleman yield?

Mr. RicaHARDS. Yes.

Mr. Lonae. Since we have this 10 to 1 authority in both zones, Mr.
Secretary, do we propose to do anything to stop the dismantling of

L]
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plants in the British Zone and sending those plants to Russia, as I
understand is now being done?

Secretary Rovarn. This agreement does not specifically give us
any authority over the reparations program, and we have not any
richt today to tell the English to stop delivering plants to Russia.
That matter will be discussed and is being discussed with the British.
I would prefer not to say anything more about that, if I might. I
understand your problem. We understand it thoroughly

Mr. Ricaarps. In the final analysis, Mr. Secretary, to what extent
is the United States able to make decisions when it comes to the
administration of the British Zone?

Secretary RovavLn. Political administration at the present time, we
have no authority in. It is in the export and the economic side and
the finanecial side.

Chairman EaroN. Where it requires American money, in other
words? -

Secretary Rovarr. That is the best way to put it, where American
money is actually involved.

Now, as you have seen from the press, there has been some dis-
cussion and some form of action—I will have to leave it that way—
as to the political unity of the two zones. But that has not become
entirely finalized at this time.

Mr. Ricuarps. Let me go back to the question that our chairman
brought up just now about the German people working. Now,
Gelmany is a conquered country. No peace treaty has been swned
with Germany. Germany is occupied by our forces, or at least cer rtain
parts of Germany are occupied by our forces. We are obligated under
international law to see that the German people do not starve. And
we are fulfilling that obligation as we always have. But the German
people are ol)hcratod to work. Now, I know of no obligation on our
part by treaty or international law or anything else not to compel the
German people to work to get their daily bread. I think they should
be made to work at the point of a bayonet, provided we provide them
with food to work. Why is it not the pohcv of the United States to
make them work?

Secretary Rovarr. No, we do not make that policy, and maybe
I do not have to state my view, but I would like to state my view.

Chairman Earon. Yes.

Secretary Rovarn. I do not think that the American Government
wants to make anybody work at the point of a bayonet, after actual
hostilities are over.

. Mr. Ricuarps. Even though they are the conquered enemy and
we are feeding them?

Secretary Rovavn. Well, we might accomplish the same result by
prescribing certain conditions to their being fed, and there might be
other things we could do. I am sure that ‘General Clay thinks that
feasible, and I am not sure that anything has been suggested, but I
would not, under any circumstances, myself, feel we “should make
them work at the point of a bavonvt We mlght exert other forms
of compulsion by withholding food.

As a matter of fact, the punclpal interest in Germany from my
standpoint is to pwvent Germany from becoming a dlsmgam?od or
totally disorganized country seething with unrest and starvation and
disease, which would be a prey to any sort of ideology. I think if
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that should happen that it would be prejudicial to the interests of the
United States.

Mr. Ricaarps. But if that is not going to come about, there are
two things that must come about, one is that the German people
must be fed and the other is that the German people must work.

Secretary RovarL. 1 agree with both of those objectives. You
deal with an individual, though, and you cannot generalize too greatly.
Just as in any nation there are citizens whom no one can compel to
look at a matter other than selfishly. I think this is repetition.

We have got to have, short of force with a bayonet, incentive for
them to work. A great many individuals will work only from the
standpoint of force.

Chairman Eaton. You would not preclude the United States
from acting selfishly on that basis?

Secretary RovaLrL. I certainly would not. That is right. I
would not preclude it. I agree with you.

Mrs. Borron. You just commented that eating might be an
incentive, that if one did not work, one did not eat. That has been
on the docket of a good many nations for a good many thousands of
years, has it not?

Secretary RovarLn. Yes.

Mr. Ricearps. Some people want to eat and not work.

Mrs. Borron. Are we not doing a great deal of that in our country?

Mr. Ricuarps. We are not under military government and we are
not a conquered enemy. That is the difference.

I have one other question.

You mentioned as one of the alternatives, if we do not go ahead and
feed these people and help to restore the economy of Europe, to get
out. What do you think would happen if we took our military forces
out of Germany today?

Secretary Rovarn. If we took our military forces out of Germany
and stopped qur relief expenditures to them, my own guess is that
they would go communistic promptly.

Mr. Ricuarps. If we keep our military forces in Germany and
appropriate money to keep them there and do not do something to
restore the economy of Europe behind those forces, what do you think
will happen?

Secretary RovavLn. Unless the European nations can have a stable
and self-supporting economy they too, would—in varying degrees,
of course—be most susceptible to the same fate that I outlined in
Germany.

Mr. Ricaarps. So, in the final analysis, it is: Get in there and
spend more money or get out entirely with your armed forces.

Secretary Rovarn. I think this: I think there are three courses,
Either get out or let it run along like it is now, which is not improving
much. We are just spending more and more. Or you can put some
more money in to build up the recovery and hope that in a reasonably
short time we can make the nation self-supporting.

Within the 4- or 5-year portion of this plan we can make the nations
self-supporting.

Mr. Ricaarps. And, whatever course we follow, we had better
keep our powder dry at home?

Secretary RovavL. I think we should.

Chairman EaTon, And plenty of it?
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Secretary Rovarn. I think we should.

Chairman Earon. Mr. Mundt.

Mr. Munpr. Mr. Secretary, this committee is considering not only
this particular legislation but the whole world picture, from the stand-
point of what Congl ess and the country can do to facilitate peace,

Up to now we have had a very fine galaxy of distinguished visitors,
including the gentleman I am addressing, and one of the features of
the whole testimony has been that the effort is behind one particular
approach to the world problem: And that is the expenditure of Ameri-
can money and American materials in an effort to win or buy or secure
peace and security abroad.

I think we are going to have to do something along that line. I do
not think we are ever going to get the job done however if we simply go
out hunting with a wl]]"‘](‘-ba.llt‘l(‘tl shotgun with one shell, no matter
how expensive or how far we reach.

I am gratified by a statement you made on page 2

I assure you that as for myself the time cannot come too soon when the strength
of the United Nations or the improvement in world conditions ean justify a radiecal
reduetion in the military men and material needed for our national security.

I want to address myself to the first part of that, to the strengthening
of the UN, which, I think, must be done.

It must be done by American leadership, and I think it should be
done concurrently with this program, if not ahead of it.

I wonder if you would dilate on that aspect of the question a little
bit?

Secretary RovaLr. I think it ought to be concurrent. We have to
do two or three things at the same time. We have to push the UN
with every 1ota of our leadership and make it successful, and we have
to rehabilitate the European Continent to the extent that we are capa-
ble of doing. And we have got to keep an armed force that will con-
vince the rest of the world that we can take care of ourselves.

Now, those are three large orders, and we are faced with the situa-
tion that of course we know that there is a dollar limit beyond which
this country cannot go. Everybody has to realize that. We have to
weigh these things.

The UN costs the least of the three. And I think that our conduct
in the UN, while it is not at all within my jurisdiction, has been
remar l\ablv fine.

The difficulty that has been met is the recalcitrance of one nation
and that of its satellites. I think, in view of the difficulty of that
situation, that to hold the UN organization together and to accom-
plish even the limited things that it has ac complished is well worth
while. And I think the gr eatest mistake—perhaps as great a mistake
as we could make—would be to either lose faith or confidence in the
UN or diminish our efforts to make it succeed.

Mr. Munpr. I agree 100 percent.

Now, having met this road block which you have so aptly described
it seems mandator y to us to do something about removing it. Now
do not let the fact that you are Secretary of the Army deter you from
talking about the UN because everything is getting balled up these
days.

The Army is busy mining coal over in Germany,and the State
Department wants to become the economic administrator of a pro-
gram which some people think should be done by financial people.
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The Department of Commerce is over telling Congress how to write
a tax law, and Congress is supposed to be an authority on spending the
people’s money to feed the people abroad We are all balled up.

Secretary RovaLn. Please get back to the money and let us run the
military side.

Mr. Mu~npr. That is the trouble with the hearings up to now. We
have been getting an overdose of evidence on one aspect of a program
which we must meet with a concerted front.

You have come out very hopefully with a recognition of the UN seg-
ment of that. I want to congratulate you for that and urge that you
bring supporters from the citadel down here to talk to us in those
terms. It is not enough to say that we are going to spend X billions
of dollars and then hope, after a while, that we are going to face up to
the fact that the UN is not functioning to help freedom because some
recalcitrant nation has got us blocked. We have got to do something
about that. I am happy to hear you say it should be done concur-
rently and not in the sweet afterwhile.

Secretary RovavLn. That is right.

Mr. Muxpr. Now, to get back to your bailiwick, on page 6 you
speak about the excess plants. Who determines whether a plant is
excess? The British, the Russians, the French, the Americans, or one
of the four, with one able to veto the decision?

Secretary Rovarn. This particular determination was made in
Aungust 1947, the last level of the instrument, and was determined
by the British and Americans for their two zones after a careful study
and expert advice as to what the probable needs of German industry
were at the present and over the reasonably near future. And they
identified specifically those plants which by name and description
could be removed and dismantled without an adverse effect upon the
German economy.

Mr. Munpr. When you refer to “general-purpose equipment’’ being
taken out of war plants for shipment to Russia and say “this special-
purpose war machinery from these plants was destroyed,” can you
be sure, sir, that the general-purpose equipment removed from the
plants in Germany and transplanted in some other country cannot
also become a war potential?

Seeretary Rovarn. No, sir. If we expanded the term “war poten-
tial” to its ultimate meaning, as we know so well in our country, and
we were going to destroy every plant with a war potential, we would
have destroyed almost everything they had in Germany.

It is a question of degree, and we have to draw what we consider a
reasonable line between those plants that are so plainly and clearly
and readily adaptable to war that we should not permit them—like
aircraft plants, for instance and the other plants not so adaptable to
war. But there is a question of degree there, and in everything that
is dismantled and moved out of Germany—or almost everything—
and it is hard to think of something that would not contribute, pos-
sibly, to war.

Mr. Munpr. I remember one day on the floor of the House when
most of the members of the committee took the opportunity to dis-
associate themselves with my good friend from Columbus, Ohio, and
I would like to associate myself with him this afternoon on the point
that he makes on the dismantling of plants.
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Now, going to page 7 of your testimony:

It is not believed that the dismantling of these plants will adversely affect German
industrial recovery.

I join him in his skepticism about that, but I would like to pursue
that a little further to know what happens to the material when the
plant has been dismantled. What happens to the dynamos and
machine tools?

Secretary Rovarr. They are supposed to be paid in reparations.
Seventy-five percent of them go to the western nations as a whole,
generally, while some are not western. Equipment is included. And
25 percent goes to Russia, and Poland.

Mr. Munpr. Is that 25 percent still being shipped behind the iren
curtain?

Secretary Rovarn. The only thing we are shipping from the Amer-
ican zone now is the small remnants of one plant, most of which we
had already sent, and the general purpose tools from two war plants.
Those are items we had marked for advance reparations and which
were definitely agreed to be delivered, and we are just completing the
small end of a job.

From the British zone, as I said a moment ago, I think the prob-
ability is~—and maybe we know that—but I think the probability is
that they are continuing to make shipments.

That matter, as I said a moment ago, is under discussion.

Mr. Munpr. I do not know what the War Department feels, but
I know that a lot of members feel—and most of us who were abroad
last summer feel—that it is a doubtful maneuver for securing the
peace if we dismantle the war potential of a defeated enemy and use
it to increase the war potential of a possible enemy in the future,
whoever it is.

Secretary Rovarn. Well, sir, I am not going to say no to you.

Mr. Munpr. That is adequate.

Could you translate your figures on page 7, when you talk about
coal, into the same category when you talk about steel? You say
you have restored steel to about 25 percent of the prewar level and
you have restored coal to 285,000 tons.

What percentage of the prewar coal production is represented by
285,000 tons?

Secretary Rovavrn. I will have to get that for you.

Mr. Munpr. Then we can have some basis for comparison.

Secretary Rovann. If T gave you the figures, strike it out because
I really do not know. They tell me that it is between 60 and 70 per-
cent of the prewar.

Mr. Munpr. There is that much—60-to 70 percent?

Secretary Rovarr. That is about right.

(Secretary Royall has since varified this figure of 70 percent.)

Mr. Munpr. ! have one other question which I am sure you cannot,
answer today, unless one of these gentlemen have the answer, It is
something 1 want for another purpose.

I observed in Austria and in Germany a very extensive and en-
larged and rather successful information program being administered
under the direction of General Clay in the War Department. [ wish
you would supply information on the record in answer to a question
we asked there and failed to get: How much, this year, are you spend-
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ing for purposes of dissemination of American information in Germany
and how much in your information service in Austria?

Secretary Rovarn. We will get that for you. We do not handle it
in Austria any more.

Mr. Munpr. It has been turned over to the State Department?

Secretary Rovarr. I have been told we did not have it in Austria.
I will have to check that, too. There are certain functions we handle
in Austria, but not nearly as wide as Germany. We will give you
those ficures.

Mr. Munpr. Thank you.

(The information is as follows:)

In the fiscal year 1948 the reorientation and reeducation program appropriations
were as follows: Germany, $3,044,437; Austria, $1,000,520.

Of these amounts, the follo“mcr is speuﬁtall) for public information and
reorientation: Cermany, $2,222, .3(}-1 Austria, $788,135.

The figures include costs onl\ of Lorltractual servieces, purchase of supplies and
materials, interchange of persons and rental of facilities.

The estimates for fiscal year 1949 are still confidential and will be released when
presented to the appropriate congressional committees. However, the program is
considered essential and funds are designed to support an accelerated information
program necessary to expose and counter the all-out communistic propaganda
campaign directed against United States foreign policy. This program is not a
phase of the one conducted by the State Department, which does not administer
this type of activity within the occupied areas, except to use available installa-
tions for the beaming of radio broadeasts to European nations to the east of
Germany.

Mr. JarmaN. Mr. Secretary, I was very much pleased to hear your
expression of confidence in the UN. On the day the San Francisco
conference commenced, and, I believe, on the day the UN first met,
I expressed the opinion on the floor—and I have expressed it repeat-
edly at other times—that with the progress of science—and that was
before the atomic bomb—since all intelligent people must know that
civilization cannot survive another war, that the leadership of the
world would finally do whatever is necessary to prevent another war
and that the UN would be the instrument through which that would
oceur. |

Regardless of the gloomy outlook from time to time since then, I
still believe that and I am glad to hear you are in agreement with that
opinion.

I believe the UN will succeed.

Mr. Ricaarps. Will the gentleman yield right there just for an
observation?

Mr. JArMaN. Yes.

Mr. Ricaarps. From the crack made by my friend from South
Dakota one would come to the conclusion that the idea of the League
of Nations and the UN was born in the Republican Party.

Mr. Jarman. I am mighty glad that the United States is partici-
pating in the UN and not sitting on the side lines. I have always
believed that had we participated in the League of Nations we might
have at least largely contributed towards avmdme: this last war.

Mr. Muxpr. Would the gentleman yield so that I can reply to my
friend from South Carolina so that we can keep this discussion
strictly bipartisan?

One would conclude, by the way the UN was fumbling along and
missing the bus, that it was administered exclusively by New Dealers.

Mr. JARMAN. N ow, I want to get back to this business which the
chairman brought up and my friend Mr. Richards pursued.
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As I recall, it was initiated with some such statement as “It is a
matter of them working or us paying dollars,” or something to that
effect.

Mr. Secretary, take the American and British zones combined—are
they self-sustaining, from a food standpoint?

Secretary Rovarn. Oh, no. Nowhere near it.

Mr. Jarman. Is there much prospect of food flowing into that zone
from neighboring countries?

Secretary Rovarn. Not until we have exports to buy it with and
exports in Germany to pay for it. Even then there can’t come enough
from neighboring countries.

Mr. Jarman. That is, over and above the demand from the neigh-
boring countries? :

Secretary Rovarn. That is right.

Mr. JarmaN. In other words, it would take dollars to get food in
there?

Secretary Rovarn. That is right; dollars or something which is
worth dollars.

Mr. JArmaN. And since there is no food available anywhere around
without dollars, what difference, after all, does it really make, as far
as whether the German people will starve or not, and as far as the
dollar situation is concerned, how much they work?

Seeretary Rovarn. Well, it does make a difference whether they
work.

Mr. Jarman. T am talking about in relation to American dol-
lars. Of course it makes a difference. We want them to work.
But where would they get the food with the proceeds of their labor?

Secretary Rovann. Well, of course maybe I am not following you,
but we are feeding the Germans because they have not the food in
Germany and they have not the dollars or exportable commodities to
buy it with. The sooner Germany does have exportable surpluses
that they ‘can send to other countries, then the sooner we will be
relieved, in part or in whole, of our financial responsibility of feeding
them.

They eannot reach the productive capacity to have exports unless
they work. Furthermore, their working is important because the
more they raise on the farms in Germany, the less we will have to
supply them. So the work of the German people is a really material
factor and an important factor. We want to do everything we can
to get them to work, short of actual force.

Mr. JarmaN. I thoroughly agree with that, but I cannot understand
why no food is available except in the United States. And they do
not produce to export to the United States, so I do not see that'how
much they work makes any difference.

Secretary RovaLr. You can buy it from some place else. They sell
coal, for example, for dollars or equivalent of dollars. They have some
exportable steel. They have some exportable cotton goods, and there
are a number of other items which they can use, eventually, to pay
for their food.

At present they are not doing it because they are using that money
to build up their economy, and the more they build it up the sooner
we will reach the end of the road.

Mr. Jarman. Could they sell coal right now for dollars, no matter
how much they had?

Secretary Rovarn. Well, they can sell coal to France.
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Mr. Jarman. For dollars?

Secretary Rovarn. For dollars; yes. There is something they
could sell and get dollars for. They could realize on their exports.
All that they have they could realize on.

They do get a little food from adjoining countries, but it is not
enough to support them.

Mr. Jarman. I would like the clerk, Mr. Chairman, or somebody
else, to read the resolution passed by the House—that paragraph of it
which was referred to a while ago. It was paragraph 11, I believe.

Mr. CrawFoORD (reading):

Has the Government of the United States taken appropriate steps to delay
temporarily the further dismantling of plants in western Germany so as to permit
further study by the appropriate Committees of Congress in order to determine
whether such transfers are prejudicial to any general recoyery program for western
Europe?

Mr. Jarman. I thoroughly agree with you, Mr. Secretary, that
that merely asked a question and issued no directive to your De-
partment.

Secretary RovarLn. Yes.

Mr. Jarman. Now, as to that question of dismantling of these
plants, did you say the British and Americans decided which would
be dismantled?

Secretary Royarn. Well, the British and Americans decided in
August 1947, in fixing the level of industry—which meant the plants
that would be left—that they would fix those that would be taken
away. You understand that these questions of dismantling of plants
are not matters solely decided by the Department of the Army.
These matters are decided jointly by the State and Army Depart-
ments, with the foreign policy aspects of it and the diplomatic aspects
of it controlled naturally by the State Department, and properly so.
But we are very cooperative, and we are working on all these matters
jointly. There is the best of spirits between us.

Mr. Jarman. That was my next question. The decision rests
jointly with the State Department and with, I suppose, the commander
in chief of the Army on the ground? Is that right?

Secretary RovaLL. Of course, we get the opinion of General Clay
but the Department of the Army with the State Department here in
Washington make the ultimate decision on these matters, It is the
Department of State, after consultation with us, that makes the
decision.

Mr. Jarman, I imagine both the State Department and you pay
a good deal of attention to your senior representative on the ground.

Secretary Rovarn, We do. Both of us have the greatest confidence
in the ability of General Clay, and his recommendations carry the
greatest of weight and are almost always followed.

Mr. Jarman. How long has he been there?

Secretary Rovarn. May I volunteer an addition to the answer?

Mr. JARMAN. Yes.

Secretary Rovarr. Here is what General Clay says about these
plants that are marked for reparations over and above the level of
industry:

It is my sincere conviction that we have left to western Germany all of the

industrial eapacity it can use. Of eourse, cases can be made for specifiec plants,
and we are prepared to consider recommendations from the Germans for transfers
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and other placements to save specifie plants when it can be shown that such plants
are essential to German industry.

Mr. JarmaN. He has been there about how long?

Secretary Rovarn. He has been there something like over 2%—
it will be nearly 3 years in April. :

Mr. JaArman. My recollection is that Ambassador Murphy has been
there approximately the same time.

Secretary RovALL. He came a little before General Clay.

Mr. Jarman. I thoroughly share your confidence in General Clay,
and I entertain similar confidence in Ambassador Murphy. Further-
more, I believe they are very responsible officers of this Government.

I was in Berlin a couple of days in 1945 and a couple of days last
year. Some of my colleagues, no doubt, stayed longer. But even
those who stayed 4 or 5 days, or a week, are not in my opinion quite as
competent as General Clay or Ambassador Murphy to know which of
these plants should be dismantled, and, for my part, I give them
credit for being good American officers.

Now, getting back to this legislation more directly, as Secretary of
the Army what do you think would be the result in your immediate
Department in the Army? First, I will say the immediate result of
the failure of passage of this legislation?

Secretary Rovarr. As related to Germany, which is really what I
should confine myself to in that opinion, if we did not furnish any
relief in recovery funds for Germany we would proceed as we have
been, slowly rebuilding German industry. If we did not get recovery
funds we would move along like we have, providing relief funds with
German economic recovery and moving very slowly and therefore the
period of time within which we would have to continue relief, unless
we would have them starve, would be considerably extended.

If we would get money to stimulate industrial recovery we would
shorten the period of time within which the present expenditures of
money for relief must be made.

Mr. Jarman. That is very pertinent and confirms my opinion that
a parsimonious attitude in this program would probably in the final
analysis prove quite expensive. However, what I had in mind more
directly was the defense of this country. You expressed the opinion
that Germany would shortly, if we pulled out, fall vietim to com-
munisim.
t,hSe.(:retery Rovarn. I do not think there is any serious doubt about

at. X
Mr. JArMAN. I not only thoroughly agree with that, but I think
that is equally true of the rest of western Europe in a short while and
the rest of Asia. Should that happen by failure of passage of this
legislation and the course of other events, what would be our situation
from a defense standpoint? Would there not be a great change in
the necessity for your organization?

Secretary Rovarn. It would at least move the political frontier
from eastern Europe to the eastern coast of the United States or some-
where in the Atlantic Ocean.

Mr. Jarman. Under those conditions, would not your set-up—the
Army side of it—have to be a great deal more expensive than it is now?

Secretary Rovann., I am sure that that is true for an adequate
defense.

Mr. JarmaN. That is all, Mr. Chairman.
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Chairman EaTon. Mrs. Bolton?

Mrs. Borron. I do not want to pursue my questions very far into
Germany as I think we have had quite a good deal on the matter of
Germany this afternoon. But I do want to ask you to put in the
record whether in making the decision as to the war plants that would
be dismantled, it was done on the basis of what Germany herself could
consume or on the basis of Germany is playing a part in the rehabilita-
tion of Europe.

Secretary Rovarn. It was on the basis of what Germany could
produce.

Mrs. Borton. For herself?

Secretary Rovarn. No, not that—what she could produce for
herself and export.

Mrs. Boruron. I would like very much to ask something that will
perhaps seem a little more general. You have had, first in your
capacity in the War Department and in the Army, a chance to study
the general situation in your organization as to its defense against
any possible aggression from the East. I assume that is right. '

Secretary RovarL. Well, I have some knowledge of what the possi-
bilities would be; yes.

Mrs. Borron. Is it your feeling, as a result of those studies, that
western Europe is an important factor in the defense of America?

Secretary Rovarr. I think the strength of western Kurope is im-
portant first as a deterrent to political aggression from the outside,
and when the nations are sufficiently strengthened to become self-
supporting in every way they would, of course, be in a better position
to resist anyone who should resort to military measures, if anyone
should resort to them.

Mrs. Bouron. That being the case—that you have become con-
vinced that there is a need of western Europe in the general protection
of western civilization against the aggression of the nation which set
up the Cominform—would it not appear, then, that the U.’S.5. R. 1s
finding that the reestablishment of strength in western Kurope is
very definitely a force against her aggression? .

Secretary Rovarr. I would say that the reestablishment of sound
and self-supporting governments in the Kuropean countries would
certainly slow down, and possibly and probably prevent, political
aggression by communism or any system of totalitarianism.

Mrs. Bouron. Only polifical? .

Secretary RovaLr. Isay eventually, as the nations become stronger,
their military protection would also increase. Of course, I am not
indicating, by that, that I think that there is any immediate prospect
of anything other than political aggression in Europe. I do not mean
to indicate that I think there is immediate prospect of military aggres-
sion in Europe.

Mrs. Bouron. You do not give eredit then to what we hear—that
the directives issued from Moscow now in such countries as France
are military directives?

Secretary RovaLL. I have seen a lot of rumors in the papers, but
my own opinion—and it can be nothing but an opinion—is that there
is no imminence of military aggression into western Europe from any
source.

Mrs. Bornton. In the matter of the strengthening of western
Europe, do you feel that there would be an increase of strength if the
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countries of western Europe joined together as much as possible
economically and quite definitely in a self-preservation method?

Secretary Rovaun. Certainly. Anything that would tend to
increase the freer flow of goods, a more cohesive economy of western
Europe would, in my opinion, tend to improve their condition of
stability. I am getting a little beyond the field in which I feel that
I am competent, but I can express an opinion.

Mzrs. Borron. May I ask a little further afield, perhaps, Mr.
Secretary: On the other hand, in your present capacity, vou would of
course have to take all phases of European strength and weaknesses
into consideration.

Secretary Rovarn. That is right.

Mrs. Bouron. You may not want to answer this question because
there is always a hush-hush attitude connected with any suggestion of
Spain.

p“ ith Spain in her very strategic position, as far as the Mediter-
ranean is concerned, would you have anything to say as to the benefits
that might be derived if Spain were included in the general union of
western Europe, inasmuch as she was responsible for the lives of some,
I think, 4,000 of our aviators, whom she not only did not intern but
whom she sent back to their jobs, and so on? Would you feel that it
would be profitable to the future of western Europe to have Spain
included in whatever categories were developed?

Secretary Rovarn. The Spanish question is so far out of my field
and has so many ramifications that I do not care to discuss it, if you
don’t mind.

Chairman Karon. Mr. Mansfield.

Mr. MansFiELD. Mr. Secretary, I believe you were asked in the
Senate by the Senate Foreign Relatiens Committee what would be
the alternative if the Marshall proposal did not pass.

I am not certain in my own mind what your answer was. But as
I recall it, you felt that you would have to ask for universal military
training at once and increase our armed forces at home; is that
correct? _

Secretary Rovarn. Whether or not the ERP passes, we need uni-
versal military training to adequately defend this Nation,

The idea that we can send machines and not men to ficht a war
does not appeal to me.

We have had scientific research and dévelopment for many years.
We had more men in this past war than we have ever had in a war or
probably any two wars in history, and if we want to ficht the war in
our own backyard over here in America, we can get along with fewer
men.

But if you want to carry the war, if it comes, and fight it in the
other man’s country, which is what I want to do, we have got to
have bases.

We have to man those bases. We have to hold those bases in the
face of an enemy, and we have to transport the men to hold them and
supply them and we have got to have people to supply them.

So nothing that I said before the Senate indicated that there were
any circumstances in sight, in the immediate future, that would dis-
pense with the necessity of universal military training.

What I did say was this: I said if we did not have, and I am not
seeking to quote it, but I will tell you the substance of it, if we did
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not have a recovery program in Europe, and if it seemed to me there
would be disorder and unrest in those countries, dissension, discourage-
ment, that I was sure that if that happened we would need a larger
defense force than we would otherwise need.

In response to a question from one of the Senators, he asked me how
we would get a larger defense force in view of the fact that the services
were unable today by voluntary recruitment to reeruit up to the
strength they desired, I told him we would seek to make enlistments
more attractive. He said, “If that should fail, if you were not able
to do that, then what is the alternative? Is the only alternative to
resort to selective service’’? _

I said, “Yes, the only two ways to get the necessary men are those
voluntary recruiting or selective service; that is not universal military
training.”

There is all the difference in the world. I did not mean to intimate
we did not need universal military service under any circumstances
because I think we do.

Mr. MansrFieLp. Do you think that this country is capable of
appropriating the money to carry out this program over the next
4-year period, and at the same time appropriate enough money for
universal military training?

Secretary Rovari. I think so, yes. There again the judgment of
Congress must be conclusive, and your economic and financial advisers
would be consulted. The information that comes to me is that we
could do that and should do it.

Mr. MansFieLp. Mr. Secretary, at the present time we are still
using paper currency in Germany.

It seems to me that there was some sort of an investigation carried
on not so many months ago which indicated that in the Russian
sector they had plates which we had furnished to them and with
which they were turning out currency which was being distributed
in our zone. Was that correct?

Secretary Rovarn, That testimony was given and before I knew
or had any responsibility for military government. I say that only
because it explains my lack of knowledge; I do not think the matter
was handled improperly.

I think it was a circumstance that could not have been avoided and
I do not think anybody was to blame.

I have.investigated those facts since I did come in as Secretary and
as I recall them they are: In the early stages of occupation there was
a great deal of Russian eurrency printed. The Russian soldiers were
paid in it. They bought from American soldiers principally, some-
times from the people who had bought from American soldiers; large
amounts of personal property; watches, and things of that kind.

That money therefore got into the American zone and created an
extra supply of money over and above that which we had put into
the zones.

The principal beneficiary of that was the American soldier who
sold his watch, or other property, because he could take that money
and redeem it and a lot of these boys who started home after the war,
made something out of that.

It was a violation of regulations, but it is pretty tempting, I suppose,
for a young fellow, if he has a watch when he can get a thousand dollars
for it. A lot of them did get it. That was the principal causejfor
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that. The second step was where an American had sold to some-
body else and he sold to the Russians. -

I believe it is a fact that that surplus is being gradually liquidated
by purchases locally and other means. It was testified to by, I
believe Assistant Secretary Petersen at that time, that it was expected
there would be no financial loss to the United States forces.

Mr. MansrieLp. But until that counterfeit money—because I
think that is what it should be called—is liquidated, the Government
of the United States stands the loss?

Secretary Rovavrn. It will stand to lose if that is not liquidated
through the German economy or some other means. It was not
counterfeit. It was money from the Russian zone that came into
ours principally.

Mr. MansrierLp. But the German people in the long run are the
ones who are going to have to pay for what the Russians gained in
this exchange with the American soldiers?

Secretary Rovarn. If they ever pay that currency out they will.
There is a great area of doubt to the extent they will pay their cur-
rency out.

Mr. MansrieLp. Have we changed our currency since that time?

Secretary RovarLn. We have not changed 1t out of the German
currency. But we have put in a military currency, sort of a serip,
in our zone, which 1s used by American personnel and it has obviated
that difficulty for the future.

Mr. MansFieLp. Am I correct in assuming, then, that the money
which the Russians counterfeited or made was not military currency,
but German marks?

Secretary Rovarnn. It was Allied occupation currency, but in the
form of marks, as distinguished from our military scrip that they issue,

Mr. MansrieLp. I wonder if it would not be possible, and I cer-
tainly do not speak from a provincial point of view, to substitute
hard money, say silver, for the paper money in our different zones
because there would be very little possibility of duplication and if
they did duplicate dollars as good as silver dollars no one would be
the loser.

Secretary Rovavrr. This currency problem is an immensely
complicated one. As I said in my prepared statement, the matter
1s now receiving very careful study. It has received very careful
study. I believe it would be unwise and I do not know that I am
fully qualified to discuss all the features of a currency reform on cur-
rency exchange. The Treasury Department and the State Depart-
ment and Department of the Army are all studying the matter.

It would be preferable, as I said, if we could have a currency
throughout all the zones of Germany, even though there was an
economic and political division, because the people are used to it.

It would facilitate trade. That could be done with soundness and
controls in a responsible manner. That is preferable.

We have been trying to do that because that would be better for
Germany.

Now, we are working on studying an alternative method and I
believe that is about all I had better say about it now.

~Mr. MansrFieLp. I think, Mr. Secretary, it might be a good idea to
give some consideration to the use of silver.
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Secretary Rovarr. I will be glad to transmit to the people who know
more about the technical details than I do, the suggestion you made.
I think it occurs to me offhand that that might present some difficulty.

From my very limited knowledge of the national currency situation,
I do know that hard money has had a tendency to disappear in the
zone and leave the country without sufficient currency to operate on.

I do not know whether that would be true here or not. I know that
was true throughout the Middle East at one time.

Mr. MansrFieLp. It does retain its value though, and I think that is
important in eastern Europe. I did not mean to imply—and I want
to state for the record that you did not have anything to do with this
currency.

Secretary RovarvL. I do not believe I could do any better. I
think the people that handled it did a very good job under a difficult
situation. You see, in those cases we were four strong allies, that had
just defeated the great German Nation. It is right hard now to
reconstruct your mind back to that period, in view of the changes
that have occurred.

Mr. MaxsrFieLp. In the paper yesterday or today appeared a state-
ment to the effect that the Russians had upped the price of the oil
they were taking out of the fields at Zistesdorf in Austria and selling
at twice the price we were selling our oil for in that country. Do
you know anything about that?

Secretary Rovarun. I do not. I have not even seen that in the
paper. But I would be glad to look into it and give you any facts
you would find on it.

(The information is as follows:)

The New York Times of January 19, 1948, carried a story to the effect that
Russia had doubled the price of oil she supplied Austria “from fields in the Soviet
oceupation zone.” No mention was made of Dusseldorf and since that city is
1not 'i:p a Russian oceupation zone, it is assumed that it is in error to refer to that
oeation.

Under date of January 21, 1948, a cable was received by the State Deparment
from the United States Ambassador in Vienna which confirmed the news report
and indicated that the Austrian Government was opposing the price increase.

On January 22, another cable to the State Department advised that the Aus-
trian Government would probably have to accept the price rise since it had no
other source of petroleum produects; appeal, however, would be made to the
Allied Counecil. This latter fact was reported in news dispateches from Austria
on January 23.

On January 23 it was further reported by cable that Austria had again pro-
tested to the Soviet military government and when faced with practically an
ultimatum, had announced to the public that it had been foreed to accept price
increase, However, that same day the Soviet dramatically announced that
there would be no price increase.

On January 27, the State Department received a cable stating that the Russians
had been using the Tass news agency to explain the reversal of position. The
argument advanced was that while negotiations with the Austrian Government
were proceeding, the latter suddenly announced the price increase, thus con-
fronting the Soviet with a fait accompli. United States officials stated that the
Tass statement was completely at variance with facts and indicate, as confimred
in a New York Herald Tribune dispateh from Vienna dated January 23, that

strong resistance by the Austrian Government, backed by United States authori-
ties, caused Russians to decide that the move was not a good political weapon.

Mr. MansrieLp. I would appreciate that.
You mentioned the fact that General Clay was due in tomorrow
night. Do you know if Col. Lawrence Wilkinson will be with him?
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Secretary RovarL. I do not know whether he will come or not.
The notice we have received did not name anybody but Ambassador
Murphy. That does not necessarily mean that others will not be
with him. Mr. Wilkinson was over here during December when he
testified on our deficiency appropriation, and I do not know whether
he will return now or not.

Mr. MansFieLp. The reason I asked, Mr. Secretary, was because
of the fact that he also testified before this committee on dismantling
the plants. :

I thought he would have up-to-date information on it.

Secretary Rovarr. I am sure General Clay will have up-to-date
information on it.

Mr. MansFieLp. It was brought up by one of my colleagues that it
might be a good idea to make the Germans work through the use of
bayonets. We know, of course, the industrial unrest in Germany at
the present time is primarily in the Ruhr area and we know, further-
more, that it is impossible to mine coal with bayonets.

I think that the only thing we can do is, as you have already sug-
gested, and I am in full-hearted accord with what you have to say that
we will have to offer incentives to the Germans.

We will have to give them some hope. The next thing they will
do will not only be to help themselves and take the burden off us,
but will help i the rehabilitation of western Europe because so
many people are dependent on the German economy.

Secretary RovarL. I agree entirely.

I have used the figures 320,000,000 and 318,000,000, as the figure
that would be spent over a period of 15 months in Germany for the
recovery part of the program.

Please understand that figure is not frozen. There have been
discussions back and forth of amounts ranging from somewhat below
that up to as high as 340,000,000 or 350,000,000, and even up to
400,000,000.

That was the latest figure that we had. T have had some sugges-
tion since then that maybe it might be raised. That depends on tha
relative needs of the country. They are supposed to be left flexible.
I am sure the committee understood that when I stated it.

Chairman Earon. Are you through, Mr. Mansfield?

Mr. MANSFIELD. Yes.

Chairman Earon. Mr. Javits.

Mr. Javirs. I will just take a very few minutes. Mr. Secretary,
can western Germany stand alone as an economic unit in your opinion?

Secretary Rovarrn. Stand alone?

Mr. Javirs. Yes. Will we always have to pour money into it or
can 1t somehow support itself, in your opinion?

Secretary Rovarn. I think with fair progress and recovery and
some assistance it can stand alone and pay its way with its own
exports.

Mr. Javirs. They will always have a food deficiency and a very
material one?

Secretary RovaLn. Yes.

Mr. Javirs. You believe it can be made up by the increased indus-
trial production?

Secretary RovaLr. I do, sir.
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Mr. Javirs. Now, the Secretary of State, according to your state-
ment, said that we must be careful, in rebuilding Germany, to avoid
a future—and I quote his words—‘‘threat to the peace.”

Now, in your calculations as to what would constitute a threat to
the peace on the part of an industrially rebuilt Germany, do you
think of Germany alone or have you calculated Germany in combina-
tion, let us say, with another power or powers, say the Soviet Union?

Secretary Rovarn. Well, of course these calculations were made
and these decisions were made as to the war-making machinery to
be eliminated when we were considering Germany alone as a threat.
It is impossible to be either dogmatic or entirely inflexible in the
matter of when a nation should be a threat.

Anything that you let Germany manufacture may contribute to a
war potential, but we must let them manufacture something because
they cannot support themselves as shopkeepers and farmers.

Furthermore, the potential in the war-making ability of any country
would IIl)e enhanced by an alliance with any other country of any
strength.
hrWe have looked at it from the standpoint of Germany alone as a
threat.

Mr. Javirs. Does the Secretary feel that it would be advisable also
to consider in one’s calculations Germany in combination with an-
other power or powers as a threat?

Secretary RovarLn. Well, I do not know what useful purpose would
be served by that analysis because if we assume that Germany and
the Soviet would join up and some other nations would join them,
our condition in Europe would be pretty bad.

I think that looking at the danger of a war threat you would
probably still have to have the hope that we are going to save at least
western Germany from communism.

Mzr. Javirs. The Secretary has stated that we face a very difficult
situation, of course, in leaving any industrial potential in a former
enemy country.

Is i1t not a fact, therefore, that what we can do to keep western
Germany from being a threat to the peace, is largely a political
question? y

Secretary RovanL. I do not know how broadly you use the term
“political” but you cannot have political stability without a stable
economy. You cannot have it long.

Mr. Javrrs. What I mean is that in order to avoid western Germany
being a threat to the peace, is it not a fact that we have to have some
political solution for western Germany?

Secretary RovaLn. Eventually we do.

Mr. Javirs. We have to have some solution.

Secretary RovaLn. Certainly.

Mr. Javirs. There are alternatives in that solution; either Germany
can be united and operate under the guaranty of a 40-year treaty
such as Secretary Byrnes proposed, or of four-power guaranties, or
Germany can somehow or other adhere to the other western European
nations?

Secretary Rovarn. That is correct. There are a number of
alternatives you can follow.

Mr. JaviTs. But a political solution is to be essential if we are to
prevent Germany from becoming an aggressor?
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Secretary RoyaLr. One solution is a bizonal Germany as a separate
nation, and one is to continue to strive, as we are continuing to strive
still, for some chance of a reunited Germany.

And someone suggested today that maybe a trizonal arrangement
would work. There are a lot of variations which you cannot give an
answer to now.

Mr. Javirs. The question now is one of rehabilitating German in-
dustry so that it is not a threat to the peace.

Secretary Rovarv. Yes; it is some threat. Any development of
any kind is some threat to the peace.

Mr. Javirs. It is a question of the degree of rehabilitation, first
and second, the degree of rehabilitation with respect to the territory
under consideration?

Secretary Rovarr. That is right.

Mr. Javirs. Do I get the intimation of your testimony to lead to
this, that under the circumstances in view of the conclusions upon
which we both agree, for the present you have to sit it out in western
Germany because you are nowhere near a political solution and you
have not yet determined the degree of economic rehabilitation as it
fits into the ERP and which minimizes the threat to the peace. Is
that not a faet?

Secretary Royarr. I do not think you have to sit it out in the sense
that you do not want to have the economy rapidly improved.

As soon as the economy is rapidly improved, then is the time that
we could have a political solution. I do not think we have to wait
until we get the political solution before we improve the economy.
They must work side by side.

As a matter of fact, we will never have a satisfactory political solu-
tion in Germany without a stable and self-supporting nation.

Mzr. Javirs. Mr. Secretary, I use the term “sit it out” in the term
we have to stay there.

We have to supervise the job.

Secretary RovarL. That is right. I see no basis even to make an
estimate as to how long the occupation would have to last.

Mr. Javirs. Therefore, as we work up to this degree we have to
maintain our position and implement that by trying to bring back the
economy so far as we reasonably can and as it fits into the economy of
the other western European nations and always bearing in mind the
degree, so that it is not a real threat to the peace.

Secretary Rovarn. That is right, sir. I made a talk the other day,
I believe it was in Denver, in which I said that the industrial rehabiﬁ-
tation of Germany on the one hand, and the prevention of rearmament
in Germany on the other, present continuing dilemmas in which
practical decisions have to be made and the line has to be drawn.

Nobody can ever be sure whether they have gone a little too far
one way or the other on the line. Those two considerations must be
balanced.

Mr. Javirs. And it is dilemma which we cannot resolve except
with a political solution?

Secretary Rovarn. We must have a political solution. We must
do that sometimes with trial and error on this.

Chairman Earon. Mr. Lodge. Last but not least.

Mr. Lopce. Mr. Secretary, with respect to the question of dis-
mantling and aside from the lack of sufficient fuel or raw materials,
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would you say that we have the right to end the dismantling, regardless
of past agreements?

Secretary Rovarn. I do not know. I doubt seriously that we could
in good faith and consistent with our agreements stop all dismantling,
as far as the 75 percent is concerned, that goes principally to the
western nations.

Mr. Lopae. Well now, dismantling was for the purpose of upholding
the reparations program, and it was dependent upon the economic
unification of Germany.

That was the context of the agreement?

Secretary Rovarnu. That is right.

Mr. Lopge. That most certainly has not been accomplished?

Secretary RovaLn. That is right.

Mr. LopGe. I have heard this theory advanced before by eminent
members of the administration, and is it your theory, that even if one
party to a contract committs substantial breaches of 1t we are never-
theless bound. Would that be your theory?

Secretary RovarL. I do not subscribe to that theory. However,
the western nations who are the beneficiaries in large part of the 75
percent have not breached anything.

Mr. Lopee. Russia has breached in not allowing an economic
unification of Germany which was made a part of the reparations
agreement?

Secretary Rovann. We have suspended deliveries to Russia with
minor exceptions.

Mr. Lopge. In other words, the agreement would be principally
with Great Britain and France?

Secretary Rovarn. Well, the 18 countries that get 75 percent of it.

Mr. Lopge. These countries being interested in the economie
recovery program would doubtless also be interested in helping us
to achieve that objective, if it were pointed out to them that the
conversion recovery of western Germany was an important part of
that program. So it would seem to me that you could not base the
continuing dismantling on any question of past agreements.

Secretary Rovarn. I am not certain about that. I think a good
argument might well be made that these 18 countries have a right to
our carrying out the reparations agreement. I do not base my
position on that, certainly not entirely, because I think the possibility
of utilization by Germany and the benefit for the recovery program
are the most important elements.

If General Clay is richt, and I have no reason to doubt it, these
plants would be of no value to Germany within 5 years.

Mr. Lopae. I have the highest regard for General Clay; I happen
to know him and I think he is a very distinguished soldier, but as I
understood you, the argument is based largely on two points: First,
that there would be inadequate labor to run these plants, and, second,
that there would be inadequate coal.

Secretary Rovavrn. Inadequate transportation, inadequate raw
materials,

Mr. LopGe. Let us take the first two first: As far as labor is
concerned, Ambassador Douglas showed us today that part of the
ERP would be a free movement of people across frontiers.

Now, there are places in Europe where there is an excess of popula-
tion, where there are large numbers of unemployed—in Italy, for
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mstance—so that the population and labor problem would therefore
be solved by the program itself.

Now, on the question of coal, surely it would be more advantageous
to us and cheaper to ship coal to western Germany than to ship steel
under the Marshall plan, would it not?

Why would it not be a good idea, then, to stop the dismantling
at least of a large part of these plants, the steel mills, for instance,
steel rolling mills, in view of the great lack of steel? We cannot pro-
duce enough for demand, and we have an excess amount of coal. Why
should we not ship some coal to assist these French and German
steel plants to function, and thereby save ourselves the shipment of
a great deal of steel and use that steel to manufacture freight cars to
carry the coal in this country where it is intended to be shipped?

Secretary RoyvauL. You see, we are continually examining the
industrial capacity of the dismantling, equivalent to what that
industrial capacity was in 1936, appproximately, not in every com-
modity, but over-all. There is not quite that much in steel. But
over-all, we are returning the equivalent of their prewar industrial
capacity.

Mr. Lopae. That does not quite answer my question.

Secretary Rovarr. Noj; but the point is this: To pick out a single
factor or even one or two factors, General Clay’s judgment is that
under favorable conditions it will be at least 4 or 5 years before German
labor, German raw materials, German transportation, German plant
rehabilitation of the damaged plants and repairs, and the other
factors will be able to raise the productive level of Germany above its
prewar level. It is now 44 percent of it. It has 56 percent more
to run.

Mr. Lopce. Is that not due in large measure to lack of an adequate
supply of labor, to lack of coal, and to lack of adequate incentives?

Secretary Rovarn. Well, it is due to all those factors, but assuming
a favorable solution of those, the judgment of General Clay is that
still it will be at least 4 or 5 years before we can reach the prewar level,
In the case of steel, to give you a good illustration, today they are
producing about 3,000,000 tons annually of steel in Germany. This
level of industry that we have prescribed is the stuff that will be left
after dismantling, and 10% million tons is authorized. Therefore, we
can increase the present steel capacity by 200 and more percent or
threefold or more under our present plan without utilizing any of the
plants that are being dismantled. It is his opinion that within a
4- or 5-year period we cannot increase under even favorable conditions
steel production in Germany more than threefold.

Mr. LopGe. Nevertheless there is a shortage of steel.

Secretary RovarLn. Yes; there is.

Mr. Lopce. I would like to point out to you that the Herter com-
mittee, with which you are perhaps familiar, made ecertain recom-
mendations. I would like to ask you if you will be so kind as to give
me your comment on the recommendations. The Herter committee
recommended, among other things, (a) added production of German
ingot steel.

Secretary Rovann. We urge that, too. But taking the steel as a
whole we have produced only 3 million. We want to raise it to 10%.

Mr. LopGe. There are steel plants marked in it by zone earmarked
for dismantling. The steel-producing plants are 5 in the United
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States zone, 49 in the British zone, and the steel-rolling mills are 31 in
the British zone.

If you agree with that recommendation, would you also agree that
these plants that I have mentioned should be dismantled?

Secretary RovavLL. Yes, sir. I have not got in mind the figures of
those that would be dismantled, but those that are marked for dis-
mantling still leaves enough to increase the steel production threefold.

Mr. LopGE. It also increases the drain on the United States steel.

Secretary Rovarr. Well, it would if Germany were capable of
increasing 1ts steel production more than threefold. But it does not
increase it.

Mr. LopGgr. You say General Clay has taken into consideration the
possibility of getting more coal into Germany from us, and the pos-
sibility of getting additional labor into Germany.

Secretary Rovarn. I do not think he has taken into consideration
getting additional labor and I do not know whether he has specifically
considered importing coal from this country. But there are a lotaof
limiting factors. I do not know how much labor you could get.

Mr. LopGe. You have a tremendous excess of labor from many parts
of Europe. As the Ambassador told us, the population has increased
in western Europe by 20,000,000 in the 16 countries.

Secretary Rovarn. I suppose part of that surplus will disappear if
the economic recovery in the different countries moves forward.

Mr. Lopge. That might be one way.

The second recommendation of the Herter committee was—

Some diversion of European semifinished steel from presently planned use to
increase sheet production in idle or underutilized German sheet or strip mills.

Would you agree to that?

Secretary RovarL. I do not know enough technically about that
to know, sir. It sounds reasonable, and I think that could be done
under the dismantling plan.

Mr. Lopce. Would it be possible to have an answer on that?

Secretary Rovarn. I do not know if we have anybody here on that.
We would be glad to furnish it.

(The information referred to is as follows:)

Under the bizonal level of industry a total production of 10.7 million ingot
tons of steel per annum was agreed upon. This is almost twice as much as under
the old level of 5.8 million tons per vear for all Potsdam Germany. In order to
obtain this production an actual steel production capacity of almost 13,000,000
tons has been retained in the bizonal area.

Produection in the bizonal area at the present time is running at about 3} to
4 million tons per year or at approximately one-third of the permitted production.
It has also been estimated that about one-third of the retained sheet and strip
mills are being utilized at the present time.

One of the bottlenecks that would be difficult to overcome in carrying out a
diversion program would be in the transportation field. All available transporta-
tion is now being utilized for taking care of the essential requirements of the Ger-
man economy, such as transport requirements for steel mills, power and gas
works, fertilizer, food, lumber, ete., and while top priority has been given to the
locomotive and car repair program it will be the end of the year before any appre-
ciable improvement can be expected. Therefore, semi-finished steel diversion
should not take place until the transport situation can be improved.

Labor and the housing of labor is another bottleneck and another problem that
must be considered earefully before a change or diversion can be made effectively
and in the interest of the European economy. It must be recognized that housing
in the Ruhr area and in other industrial centers is at a premium. With the
exception of miners housing little attempt has been made to improve the present
housing situation due to the dire need for the same materials in essential industries.
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Also, during the period subsequent to the capitulation there has been no appre-
ciable increase in the supply of skilled labor. Efforts are being made to train
skilled labor to meet the anticipated increase in production. In this conneection
female labor is being encouraged and an effort made to integrate it into the indus-
trial organization wherever practicable.

In conclusion, therefore, it is our considered opinion that under existing condi-
tions, no useful purpose would be accomplished by diverting semi-finished steel

from other European countries to the idle or under-utilized German sheet and
strip mills.

Mr. Lopge. The third recommendation is—

Suspension of all plants to dismantle or otherwise render inoperable such
uti(liities until it is known that they will be unable to relieve the pinch in sheet
and strip.

Would you agree to that?

Secretary Rovarr. I would think that might be correct in general.
I think you have to weigh that against other production.

Mr. Lopge. Then, to what extent, if you think that correct?

Secretary Rovarr. I am not sure whether that would require a
change in dismantling, because naturally if you paramount one
particular item of production, you might have to reduce others, which
could move ahead more economically, so I would not want to express
an opinion as to any particular industry with my lack of technical
knowledge.

Mr. Lopce. Could we have an answer on that?

Secretary RovaLr. Yes; we can. I think we will have to get these
answers from General Clay probably.

(The information referred to is as follows:)

The bizonal level of industry as established was designed as a balanced industrial
effort. It provides for a level of industry that was designed to leave those plants
required for internal needs and to make the best contribution to Europe as a
whole. We are advised that ample facilities will still be available for this purpose
within the retained level and, therefore, there would not seem to be any necessity
to suspend dismantling. In arriving at this level for the bizonal area it was
realized that in the other two zones of Germany it was probable that much capital
equipment was being removed and that conceivable, in some industries, the level
was approaching the level of industry agreed upon quadripartitely in March 1946,
This situation, therefore, was taken into consideration as well as questions in-
volving export of finished products, the unusual repair and maintenance require-
ments for the industrial recovery and the problem of meeting a minimum standard
of living for Germany.

Mr. Lopge. Then (d)—

Stoppage of any reduction in German capacity for pipe production and instead
supplying adequate amounts of large tube rounds and wide plates for the pipe
mills proper.

In that connection, I would like to call your attention to the fact
that—

Among the doomed pipe-producing plants are some of the most modern and
most efficient units in Europe; that is, four large units of Mannesmann, in Gelsen
Kirchen, Duisberg, Dusseldorf, and Witten. These plants are specially equipped
for the welding of large-diameter pipe.

That was given top priority by the Herter committee as essential to
eliminate the delivery of essential oil and gas in the United States as
well as to provide Europe with critical oil products from the Middle
East. I can hardly point out what a vital matter that is. We are
threatened with a serious oil shortage not only now but in the long-
term future. Offhand it seems very hard to understand that we
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sﬁould be demolishing this plant. I wonder if you would comment on
that. _

Secretary Rovarr. I can only say, sir, I am sure the report of the
Herter committee has been sent to General Clay. We will be glad to
get you an answer to any of those questions, but unfortunately informa-
tion on those must come from General Clay. I do not think anyone
here is familiar with them. The Under Secretary is directly respon-
sible for military government. I do not think he would know the
detailed answers to those.

Mr. LopGe. I should like to get answers on an authoritative basis.

Secretary Rovarnn. Yes.

(The information referred to is as follows:)

We are advised that during the past summer American interests were in Ger-
many for the express purpose of investigating the manufacture of pipe. It is
understood that production facilities in the capacity of these plants were not
sufficient, to warrant considering this industry supplying the needs of the Middle
East. From an over-all balanced industry point of view it is not considered that
the removal of these plants will have a serious effect on the German economy.
It is interesting to note also in this connection that in the ease of the Mannesmann
plants while 4 units are being taken there are two of this firm’s plants being re-
tained at Huchingen and Grossenbaum located in the British zone. All of this
tvpe of industry scheduled for removal is located within the British zone and if
it can be shown that a shift in the type of plant left in Germany would materially
assist a European recovery program we would not anticipate any difficulty
getting the British to exchange plants now on the list for others of a less critical
type.

Mzr. LonGe. I would like to touch on the question of nitrogen. I
need hardly point out the vast importance of nitrogen. Under
average weather conditions, it 1s my understanding that 1 ton of
nitrogen produces 600 bushels of additional grain crop. Therefore
500,000 tons of nitrogen production in Germany lost in the conse-
quence of dismantling and red tape in each of the years of 1946 and
1947 correspond to an approximate loss of 300,000,000 bushels a year
in western Europe’s food production, which, incidentally, is three
times the amount the American consumer was called upon to save in
the Luckman food-conservation program.

Secretary Rovarn. I understand we are not dismantling any
plants that produce fertilizer.

Mr. Lopage. In the French zone, sir? In the French zone I am in-
formed that the dismantling of Europe’s largest nitrogen-producing
plant is contemplated.

Secretary RovarLn. We did not do that.

Mr. Lopge. You do not believe that under the European recovery
program we should make recommendations to the French with respect
to the dismantling of a plant which could relieve the shortage of wheat
in the world?

Secretary Rovarn. No. I would think, based on our experience in
Germany, that everything in the world should be done to foster the
production of fertilizer. We have done that in the American and
British zone.

Mr. Lopce. Do you think it would be appropriate to look into this
matter with the appropriate authorities in order to find out if some-
thing could not be done?
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Secretary Rovarn. I would think someone should look into that,
yes; not the Army, but I think it should be looked into. I do not
know the facts about it. _

Mr. Lopee. Both the Herter and Harriman reports stress the
importance of nitrogen and that coal and industrial equipment ship-
ments for nitrogen industrial use should be given high priority. That
is why I think that we cannot simply say, “This thing is happening
in the French zone; we will not do anything about it. We are going
to have to ship wheat into France.” Istrongly believe that we should;
but if what we are after is kind of an economic federation, if what we
are after is reciprocity among these nations—and General Marshall has
said that is essential to the success of his plan—we cannot very well
take such a formal view as that, it seems to me.

Secretary Rovaru. Of course, that is beyond my field; but I would
not suggest that that view be taken. We have even gone up to Aus-
tria to get fertilizer plants restored. We think we must produce as
much fertilizer as possible. I do not know anything about that plant,
SIT.

Mr. Lopge. Would it be possible to have something on that?
Secretary RovaLn. We will get that information from some source.
(The information referred to is as follows:)

The above comment referred not only to the broad problem of fertilizer require-
ments in western Germany, but also to the specific statement made earlier by
Mr. Lodge that “in the French zone the dismantling of Europe’s largest nitrogen-
producing plant took place.” ,

In the first place, no nitrogen fertilizer plant has been dismantled in the United
States or United Kingdom zones of Germany, nor is it intended that* any will be
dismantled.

In regard to the French zone, the Department of the Army has been advised
by General Clay’s office in reply to a direct question that on January 30, 1948,
“the French today categorically repeat denial of any removals” from their zone.
This, of course, is a denial of the removal of the plant “at Oppau” which has so
frequently been mentioned. OMGUS further stated, “We repeat that no nitrogen
fertilizer capacity has been removed from western Germany.”

This Department has been informed that the French Embassy has made
inquiries of the French Government on this point because of the frequency of the
statement that the large ‘“‘plant at Oppau” has been dismantled.

In considering the fertilizer production ecapacity in Germany in relation to the
European recovery program, the capacity of the Oppau plant was included as
available for use. However, information received from OMGUS is to the effect
that one part of the plant cannot be repaired and placed in operation in less than

6 months, while another section will require 18 months to repair and place in
operation.

Mr. Drarer. 1 would say that for a period of 2 years we made
every possible effort to get ammonia water, which is the basis of
fertilizer, from the French zone, made special allocations of coal, and
did get some, but it has never worked out to a large degree.

Mr. Lopee. It does not secem to me it would be advantageous to
the French to destroy a nitrogen plant.

Mr. Drarer. I would agree with you and would be glad to give
attention to it. I would also say that we have made every effort over
the period of the 2 years, sometimes more and sometimes less, to give
a very high priority in the allocation of coal to the nitrogen plant for
just that purpose.

Mr. Lope. 1 am very glad to hear that.

Mr. Draper. That has had more success in the recent months
when the coal shortage was terrific.
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Mr. Lopge. Thank you very much.

Mr. DrAPER. 1 could add one other thought, which is not con-
clusive at all, on your other question about the rolled products and the
pipe. So far as the rolled products go, my own experience, which is
now 6 months old, and also the comment that we got back when this

uestion was being considered sometime ago from the theater, was
that there was sufficient rolling capacity to take care of any volume of
ingot that was being rolled that could be expected. However, we
will go into the matter further.

Mr. LopGe. Does that apply to pipe?

Mr. DrapEr. I believe there is very little pipe capacity in our own
zone. It is largely in the British zone. I do not have that before me.
But we were stressing pipe to the extent possible and were not in a
position 6 months ago, or maybe 9 months ago, when I last got into
the pipe question over there, of producing anything like the amount
of pipe that either we needed or that seemed to be possible under the
steel and coal allocations. That does not fully answer your question.

Mr. LopGe. It would be better than nothing. I also would like
to point out this view that, according to the information I have, the
value of a plant after dismantling is roughly 8 percent of the value of
the plant prior to dismantling. Therefore, it would seem to me that it
might be discrete to postpone it until the matter can be fully explored
because, after all, we ake great care of our investments and we should
take an equal amount of care in our divestments. The total value of
these plants had been estimated, as I understand it, to be one billion
dollars, which even today seems like a lot of money.

Mr. Drarer. I am sure you are not speaking of the American zone
because the remaining plants in the American zone are comparatively
small both in number and in average size and do not approximate that.

Mr. Lopge. Of course, the European recovery program is not con-
fined to the American zone.

Mr. DrRAPER. Yes.

Mr. Vorys. As I understand it, under the January 1 new bizonal
agreement, we furnish about 10 to 1.

Secretary Rovarn. Eight to ten to one.

Mr. Vorys. Eight to ten to one of the dollar needs of the two zones.
That is about correct, is it not?

Secretary RovarL. That is correct. That is for relief funds.

Mr. Vorys. But the relief funds are category A, and so forth.
That is all for the civilian economy of Germany.

Secretary RovaLn. That is right. There is civilian feeding, too.

Mr. Vorys. Do I understand you correctly that we have reserved
no voice at all as to what the British do with the plants in their zones
so that we have no right under the new agreement even to raise the
question of dismantling?

Secretary RovarnL, No. We can raise the question, but not con-
trol it.

Mr. Vorys. In other matters, we have a new degree of authority
or of management somewhat approximating our contribution. That
18 true, 1s it not?

Secretary Rovarnn, That is right. You see we agreed on this level
of industry last August, with the British, on the basis that that would
restore or enable us to restore German industrmal production from an
over-all standpoint of approximately its 1936 level. General Clay

~
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thinks that that is a sound decision. Now, the difference between us
and the British in the question is not in dismantling. We have con-
tinued to dismantle, but the difference is in the delivery to Russia, if
it is a difference. That is now under discussion with them. That is
by the State Department. That is a matter we do not handle. The
State Department is discussing that with them. Of course, I do not
want to get into a lot of details on this, but some supplies do come in
from the Russian zone.

Mr. LopGe. Mr. Secretary, in that connection, and in connection
with the Herter committee recommendations, I understand from cer-
tain sources that—

According to reports from German papers, the doomed rolling mills represent
55 percent of the total capacity for strip and tinplate and as much as 65 percent
of the capacity for medium and heavier sheet. There can be no doubt that the
dismantling of these factories will defeat the constructive proposals of the Herter
committee to increase sheet production in idle or under-utilized German sheet
or strip mills. It will, therefore, create an unnecessarily inflationary impact on
the Marshall plan on the American economy by aggravating and prolonging our
searcity of steel products.

I would like in addition to have those figures verified as to whether
that is true, and, if not, if those figures are not right, if the correct
percentages could be submitted to the committee.

Mr. MansrieLp. Will the gentleman yield?

Secretary RovarL. That will be done.

(The information referred to is as follows:)

Comparative list of plants available for reparations under old and new level
of industry by category of industry in each of the three western zones of oceupation:

United United
States Kingdom Fzrgggh Total
zone zone

Number of plants listed [or reparations under new
level of industry established August 1947

B e T e 104 198 33 335
HOTTOUR RIS, o oo e ememm et v a—————— 5 87 2 04
Noplemansmemls. s s 3 L Loty i 6 10 21
I(\:Ihe%]imls'l ................................... = 24 20 68
echanical engineering. _ . _ . ____ 175
Flectricalengineering. .- - - - . . 4 } 1104 3
R T T e o e o R D g el S e i it L VTR b
P WerDigEnts O L SR e Y A e B S | L E I T 4
R R DI e e e e e e O 1 1
4477 B e G e e e 186 496 176 858
Number of plants estimated surplus under old
level of industry established March 1946
T ey Doy ot Bl I g N ¥ ik S e e 1 286 1 0 iy o ST
3 Y oy Lodp ot et bl NGO T T L T 5 L e M e e
NORTOFFORE DIBBI. - o s s A rn el
UNEmipalRY, 1, Tery . 0 T as L T iR SR

Mechanical engineoring - .. oo oo oo
Electrical enEimesring. . e ecam e e e e e e e e
S LT L TNCE T NRE ke ) iR i
P OW e DAL e —
Bojidingmatertals. . Lo o e o T e
S (e o T R e

1 Consolidated figure for mechanical and electrical engineering.

2 This is a consolidated figure of plants listed under aireraft and armament under the old level of industry.
3 British computation gives a consolidated figure for ferrous and nonferrous industries.

4 No category break-down available.
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Mr. MansFierLp. Mr. Secretary, do I understand you correctly
when I say that you estimate the cost of American occupation of our
zone at roughly $1,000,000 a year?

Secretary RovarL. Well, no. I estimate that the occupation costs,
exclusive of relief feeding, exclusive of any contribution under the
European recovery program—1I say it is hard to estimate—is about
$450,000,000. The relief program is about $700,000,000. The
European recovery program would involve a 12-month expenditure
in Germany of approximately $250,000,000.

Mr. MansrieLp. Exclusjve of the European recovery program,
and taking in the cost of occupation and the relief program, it would
be roughly $1,150,000,000?

Secretary RovarLn. Yes.

Mr. MansFieLp. Now, if there is no European recovery program,
are we to assume that in the next 4-year period, which is the life of this
plan, if it goes through, that it will cost you roughly $1,000,000,000 a
year to take care of the occupation and the relief costs of Germany?

Secretary Rovarn. We think that will gradually come down, but
very gradually.

Mr. MansrFieLp. I am saying a billion dollars a year.

Secretary Rovarr. I do not know whether it will overreach that.

Mr. MansrieLp. Then, it is safe to assume that $4,000,000,000 will
zo into Germany during the next 4 years?

Secretary RovaLn. No, the European recovery program will bring
a more rapid recovery.

Mr. Manxsrierp. Without the European recovery program?

Secretary Rovavn. I think that is a pretty good estim ate.

Mr. MansrieLp. The point is that under this $17,000,000,000
proposal, the total is done away with, but no matter what the total is,
you say that $4,000,000,000 approximately would have to go into our
occupation costs from Germany, anyway, so that would knock down
the total from, let us say, $15,000,000,000 down to $11,000,000,000
for the rest of Europe?

Secretary Rovarn. I do not think that is quite right. You see even
if you have the European recovery program, there will be some
contribution to Germany, and, therefore, the duplication should be
eliminated, and you cannot say that we would have to spend the four
billion under that. In other words, under the recovery program, you
would have to spend something. I have not figured it out. Without
the recovery program, on your figures, we would spend $4,000,000,000.
The saving is only part of the four billion.

Mr. Javirs. Will the gentleman yield to me?

Mr. Lovge. If I can go beyond 5 o’clock.

Chairman Earon. I hope you do not go beyond 5 o’clock.

Mr. Javirs. Would you include in the information you are going
to give Mr. Lodge an analysis of what it means to take these plants
and rebuild them in one of the countries getting reparations and the
economic effect of that as counterbalancing the economic deduction
from Germany?

Secretary Rovarn. I am not sure how accurate that would be.

Mr. Javirs. They are not being destroyed, they are being rebuilt.

Chairman Earon. Do you want to go on beyond 5 o’clock?

Mr. Lopge. I am afraid my questions will take longer than that.

Chairman EaTon. Then, I will have to ask Mr. Vorys to take the
chair. I would like to announce that we will meet tomorrow at 10
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o’lecock with Secretary Snyder and at 2 o’clock in the afternoon in
this room.

Before I go, I want to thank the distinguished Secretary for a very,
very competent and exhaustive statement.

Secretary Royarr. Thank you, Mr. Chairman. I want to thank
the committee before you leave for their very intelligent and courteous
treatment.

Chairman EaTon. We have a very intelligent committee and we are
just anxious to find some way to lay a foundation for the toughest
job that has ever faced us.

Secretary RovaLL. It is a very tough job.

Chairman Earon. Mr. Vorys is the chairman now.

Mr. Lopge. Mr. Secretary, to leave this question of dismantling,
I heard a rumor that we have purchased some rather obsolete British
planes and given them to the Greek Government under the Greco-
Turkish bill, whereas we had acres of 1945 undamaged planes lying
wing to wing and nose to tail in Nuremburg and other places in the
heads of which we had placed charges of dynamite and exploded them.
I wonder if you would care to comment on that.

Secretary Rovarn. 1 did not hear the rumor. I do know that
shortly after the war, there was destruction of some planes, but I do
not know much about it because I did not have anything to do with
it at that time. I know some planes were destroyed.

Mr. Lobpge. Would it be possible to get the information?

Secretary Rovaru. I can get you the mformation.

("The mformation referred to 1s as follows:)

British Spitfire aircraft are being purchased for the Government of Greece
using American dollars appropriated by Congress for aid to Greece. Informal
information received from the RAF delegation at Athens indicates that the total
cost, delivered, for 20 Spitfire planes wtih accessories and 1-year supply of spares
amounts to $281,335. Negotiations with the British for the purchase of the air-
craft are being handled by the Department of the Army. At this writing none of
the aircraft have yet been delivered.

The decision to utilize Spitfires was based on several considerations. For one
thing, the Greek Air Force already had Spitfires obtained from the British and the
additional aireraft were to supplement those already in use. Secondly, the intro-
duction of a different type of aircraft into the Greek Air Force would complicate
problems of supply, maintenance, and training. Thirdly, the British were willing
to sell Spitfires plus a year’s supply of maintenance parts for a fraction of the
original purchase price. The United States could furnish a comparable fighter
(P-51) but only at a higher cost, and spares could not be furnished for the most
part without procurement.

With reference to the destruction of United States planes in Germany, it is
true that aircraft were destroyed by use of demolition charges.

At the end of the war we had a vast quantity of aireraft surplus to foreseeable
peacetime requirements and the maintenance or storage of all of these surplus
aircraft, a great number of which were B-17 bombers, was neither feasible nor
desirable.

The cost of. preparing aircraft for storage is appreciable, and storage life is not
indefinite. The number of aireraft which could be economically and practically
stored was carefully calculated on the basis of foreseeable requirements and avail-
able funds, and only the newer and improved types were marked for storage.
With certain exceptions, the types of aircraft destroyed were obsolescent, and stor-
age of these could be accomplished only at the expense of development of improved
types.

The surplus aireraft could not be economically returned to the United States
for disposal, neither funds nor manpower were available at the time for orderly
salvage, and it was essential that the aircraft be made unfit for use as combat
aircraft. The only recourse was the action taken—sutficient demolition to render
them inoperable and unrepairable.
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Mr. Lobpge. As a matter of fact, I asked the Secretary of National
Defense this question. He had no aides when he appeared before us,
and I know that he has a lot of other things to think about. I was
wondering if it would be possible to get some information on that. It
does seem that it would be better to give the Greeks 1945 American
planes instead of demolishing them as in excess of current needs.

Secretary Rovarrn. I have never heard of any demolition of planes
after the Greek program came along. I never heard that. I would
be very surprised if any planes had been demolished since the Greek
program.

Mr. Lopce. If we could have the information on that 1 would
appreciate it.

Secretary RovarLn. I will not say it is not true. Of course, we
dﬁ-molished war equipment in a number of places immediately after
the war.

“Mrs. Borron. The ATC does not have any spare parts.

Secretary Royarr. These planes were not transport planes. They
would not have done any good on ATC spare parts.

Mrs. Borron. Some of them were fighter planes.

Secretary Rovann. If we had kept all the fighter planes and all
the bombing planes and all the other planes we had at the end of the
war, we would have spent billions of dollars keeping them.

Mr. Looce. However, I think you will agree with me that we can
be certain of two things: that push-button warfare is not here today,
and, secondly, that it will be with us some day, and since it is not
with us today, we might keep some obsolete planes until it is with us.

Secretary Rovari. I do not know, sir. I would say there is no
doubt about the fact that the Army and the Air Force, and I imagine
the Navy, I am sure the Navy, has had to abandon equipment for
which they had neither the men nor the money even to guard.

er. Lopce. Of course, the Navy has been able to mothball a lot
of 1t.

Secretary Rovarn. I also know that the hysterical demand for
retuin of men from overseas caused an enormous financial loss in the
abandonment of items that should have been saved.

Mr. LopgE. That is right.

Mr. Secretary, in your opinion even with the European recovery
program, should we have an Air Force composed of less than 70 air
groups?

Secretary RovarL. I have no opinion on that. I am not qualified
to give you an answer.

Mr. Looae. I would be glad if I could have an answer on that.

Secretary Rovarn. I do not know that I can become qualified to
give you an answer on that. It is not in my scope of duties, and I
think the answer should probably come from someone else.

Mr. Lopge. All right, sir.

Now, Mr. Baruch is reported in the papers to have testified that
it would be a good idea to have some military alliances with all the
16 participating nations. How do you feel about that, Mr. Secretary?

Secretary Rovarn. Well, I have not given any consideration to it
and I have not read Mr. Baruch’s statement. I believe in the UN.,

Mr. Lopge. But this program is not being done through the UN.
This program is not being implemented through the UN.
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Secretary Rovarn. I would not want to take any step that is
inconsistent with either the theory or announced principles of the UN,

Mr. Lopce. May I suggest, that under article 51, it would not be
inconsistent,

Secretary Rovarr. It could and could not. It depends on what
it does and what the scope of the alliance 1s. I am not an authority
on the UN, but I am sure that the purposes and the extent of the .
alliance and what it involves in obligation is a consideration of that.
I did not mean to say that some form of alliance could not be had.

Mr. Looge. I will put the question differently. I assume—and I
realize [ am treading on delicate ground here, and I shall quite under-
stand if you refuse to answer—but there is no question that the military
establishments of the several countries constitute a burden on these
countries, a necessary burden; but a burden. Now, to the same extent
that a quasi economic federation will diminish the economic burdens,
to the same extent, it seems to me, a sort of military alliance would
diminish the military burden and thereby diminish the necessities of
these countries under their military programs. In other words, if you
were to look at the map of western Europe, strategically, and I take it
that you agree with me that this measure 1s at least to a considerable
extent a strategical measure, you would be bound to consider the dis-
position of forces over that part of the world, and if you considered it
as an entity rather than as a conglomeration of nations, it might result
not only in a much more strategical disposition of these forces, but in
considerable savings to the American taxpayer. Would you care to
comment on that approach to the problem?

Secretary Rovarn. I do not believe I would, largely because of
the fact that the question of alliances and agreements with other
nations is primarily the scope of the State Department, and I, of
course, realize that the military aspects are considerations. There
are so many other considerations that I believe it would be unwise
for me to discuss it.

Mr. LopGe. I quite understand that. However, I would like to
get your assurance that your Department is doing a lot of heavy
thinking on that problem.

Secretary Rovavn. Well, we have considered every possible mili-
tary aspect of it, I think.

Mr. Lopce. Would you care to comment on this, Mr. Secretary:
It 1s my understanding—and [ gained this understanding from con-
versations with the hig'ilest. military authorities in France and Italy—
that there is absolutely no liaison at all, at this time, between the
French and Italian armed forces,

Does that seem to you to be realistic, or does that seem to you to
be proper at this particular juncture in human affairs?

Secretary Rovarr. Well, I do not know enough about the facts on
that. I do not believe I know enough about the facts and considera-
tions—to comment on that.

I have seen some items in the press about it, but I do not care to
comment. If I get into the discussion of alliances and agreements and
covenants and treaties, not only in which we are involved but in which
other nations are involved, I am way beyond my jurisdiction, and
you know the poor old defense forces are accused of trying to run the
country. I do not want to add any additional evidence.

Mr. LopGge. May I say as to that, Mr. Secretary, that I am in the
position of having to consider those matters because, insofar as the
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ERP is a strategical measure, it is but one aspect of strategy, as
doubtless you realize. We have other aspects. At the moment we
have the interim-aid bill. We have the cultural and information
program and we have the disposition of forces as they may affect our
position throughout the world.

Therefore, naturally, in thinking of this as a strategical measure I
think of it as a component part of the larger picture and not simply
as piece-meal legislation. Accordingly I am attempting to document
myself as much as possible on the full picture and the full implications
of the picture.

Secretary Royarr. It is not military strategy but a strategy in the
broader sense, I am sure. That involves a lot of things, in which the
military certainly cannot speak alone, and probably should not prej-
udice any other department by their discussion.

Mr. LooGe. It is my belief, Mr. Secretary, that the immediate
threat is not war but internal force, particularly in France and Italy.
I believe that the anti-American and anti-freedom campaign by the
Communists has gone out of the realm of attempts to capture govern-
ments by constitutional means and into the second stage, which is
the attempt to capture them by internal force—the third stage being
WA,

Do you believe that the ERP, if it is passed, as General Marshall
requested it, promptly, adequately and effectively and cooperatively,
will be sufficient to protect the governments of France and Italy
from seizure by internal force?

Secretary RovaLL. From the information that I have, which involves
statements of General Marshall and others, I am inclined to think
that that is the more probable result. I do not think any one can
say dogmatically or with certainty exactly what the ERP will produce.
I think all we can do is to give our best judgment, with the full
realization that no one can really know completely.

It 1s the same thing with the UN. 1t is the same thing, to some
extent, with the defense establishment. Absolute security is a non-
existent thing, with certainty. A combination of absolute security
and certainty is not existent. Everything is dependent upon so
many imponderables and uncertainties in the future that we cannot
tell. But my best judgment is that, first, the only real chance of
preventing just what you say is a danger—and which may well be a
danger—is to rehabilitate the economic life of the European countries.

H_l\-ly second point is that my best judgment is that it will have that
effect.

Mr. Lopge. Well, Mr. Secretary, insofar as it militates against
that danger, it is because it diminishes the popularity of communism
by alleviating starvation and misery; is that not right?

Secretary %OYALL. I do not think you can put it solely on popu-
larity. It also would tend to decrease starvation, disease, and un-
rest, discouragement, which are the breeding grounds for any radical
change of thought. I do not think the term “popularity’ is quite
inclusive.

Mr. Lopce. Let us say that it would tend, in mitigating those
circumstances, to diminish the spread of the disease of communism
among the people.

Secretary RovavL. I think it would; yes.
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Mr. Lopce. Well, I would like to point out to you, there, that in
Poland there are only 3 percent Communists. There are 30 percent,
in France. There are fewer Communists in the eastern European
countries behind the “iron curtain’” than there are, percentagewise,
in the western European countries outside the “iron curtain.” And
from that I would deduce that combating the spread of the disease is
not enough because of the Communists’ resort to internal force when
constitutional means do not succeed.

Now, my question—and I would like to put it to you again—is:
Is there anything in the administration’s thinking about the problem
of making the fractional effort that would be required to assist these
western Kuropean countries to meet the threat of internal force until
the European recovery program can so bolster and strengthen these
governments that they no longer need any assistance to meet that
threat?

Secretary Rovarr. I do not know exactly what you have in mind.
I am sure that we are lending encouragement to the constituted
authorities of these countries, and the most encouragement that we
can render, it seems to me, is the holding out, at least, of the hope that
we may assist their economic condition.

Mr. LopGe. I bhave in mind, Mr. Secretary, attempts by violence
to seize the Government of Italy before this can take hold.

Secretary RoyvaLrL. Yes.

Mr. Lopce. I spent some 3 weeks there this fall, and the Communist
forces in Italy are very well armed and very strong. Now, that is a
very difficult weapon for us to cope with because we are a legally
minded people. But surely we must recognize, as realistic people,
that there are attempts, and there are likely to be further attempts, to
capture these legally constituted governments by extra-legal means.

Secretary Rovarr. I certainly would not dismiss that as a possi-
bility—that that attempt will be made. But I do not know how; I do
not know enough to know how. You have been there more recently
than I have, Mr. Lodge, and your judgment on it should be very good.

I do not know how real the danger is of an internal coup by force
in those countries. I know it is certainly a possibility.

Mr. LopGe. In Italy it is the most dangerous, and I was anxious
to receive assurance that that danger was recognized in the high
places in the administration and that something was being done to
assist these countries to meet that danger.

Surely if the ERP program has signiﬁcance we must examine all the
strategical elements that are involved in its sucecess.

Secretary Rovarn. I am sure that all the defense departments are
constantly alert to the internal as well as the external conditions and
all the countries of the world, as far as they can get that information.

Mr. LopGge. Thank you very much, Mr. Secretary.

Mr. Vorys. The committee will stand adjourned until 10 o’clock
tomorrow morning.

(Whereupon, at 5:15 p. m., the committee adjourned to 10 a. m.,
Wednesday, January 21, 1948.)
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WEDNESDAY, JANUARY 21, 1948

HouseE oF REPRESENTATIVES,
CoMMITTEE ON FOREIGN AFFAIRS,
Washington, D. C.
The committee met, pursuant to adjournment, the Honorable
Charles A. Eaton (chairman) presiding.
Chairman EaToN. The committee will be in order.
4 Wile have with us this morning the Secretary of the Treasury, Mr.
nyder.
Mr. Secretary, we are glad to have you with us this morning, and
we will be glad to have you proceed in your own way.
Secretary SNYDER. Mr. Chairman, it is a pleasure for me to be
before your committee.
I have a prepared statement which I would like to read first.
Chairman EaTon. Very well. You may proceed in your own way.

STATEMENT OF HON. JOHN W. SNYDER, SECRETARY OF THE
TREASURY

Secretary SNYDER. The President, in his message to the Congress,
recommended that 6.8 billion dollars be appropriated to finance the
European recovery program for the 15-month period ending June 30,
1949,

The National Advisory Council on International Monetary and
Financial Problems has carefully considered all the financial aspects
of the program.

The following statement, which was approved by the Council for
submission to the committees of the Congress, summarizes the con-
clusions reached by the Council on the principal financial aspects of
the program.

First, as to the over-all figure recommended by the President to be
appropriated for the first 15 months, the Council has carefully re-
viewed the procedures which have been used by the interdepartmental
committees of experts in arriving at this figure.

These procedures involved a eritical examination of European needs
and of availabilities in the United States and in other major supplying
areas, and careful estimates of European dollar income and resourees.
The National Advisory Council believes that this approach is sound
and has concluded that the recommended amount is needed to achieve
the objectives of the program.

The first matter of detail which I wish to take up is the question of
the form in which aid should be extended to Europe. This assistance
should be provided as a combination of grants-in-aid and loans,

405

George C. Marshall Foundation, Lexington, Virginia




!

406 FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

The ecriterion for selecting one or the other form should be the
capacity of the participating countries to earn, in the years to come,
the dollars which would be needed to pay interest and prinecipal.

We must keep in mind that these countries have already incurred
an obligation for large annual payments of interest and amortization
arising from the dollar loans extended to them over a period of years
by the United States Government or the United States private capital
market.

We should take care not to insist that these countries contract ad-
ditional dollar debts which will absorb so much of their dollar earn-
ings as to operate to the disadvantage of future trade and private
investment.

If the entire aid for European countries were to be on a loan basis,
it would be practically impossible for them to meet the additional
annual charges from their earnings of dollars, even after trade and
investment return to normal. -

The proportion of total aid which ean prudently be provided on a
loan basis must depend on the estimate of the borrowing country’s
capacity to repay in dollars and also on the degree of flexibility which
can be mtroduced into the terms of repayment.

The International Bank may be expected to finance part of the
capital requirements of the European countries, particularly where
they require the financing of permanent additions to their equipment.

It does not seem likely, however, that the bank will be able to carry
the whole, or even the major, part of the program, which properly
ought to be put on a loan basis.

We propose, therefore, that when the Administrator for Economic
Cooperation decides, after consulting the National Advisory Couneil,
that it is desirable to extend aid on a credit basis, he will allocate the
funds to the Export-Import Bank of Washington, which will then
make the loan as directed and on terms specified by the Administra-
tor in consultation with the National Advisory Council.

This procedure will enable the Administrator to draw upon the
ibroa(l experience of the Export-Import Bank in the making of foreign
oans,

Incidentally, this is one example of the manner in which the National
Advisory Council would perform its customary role of coordination
of United States foreign financial policy.

I shall be glad to deseribe this role in greater detail if the members
of the committee wish me to do so.

It 1s also important that the American business enterprises be given
opportunity to participate in the recovery program by making new
investments abroad, or by expanding existing facilities where the
program calls for additional capital equipment.

In this way, they will contribute to the restoration of Europe, while
at the same time they will be carrying out their own programs for
expansion abroad.

But we must recognize that new investments would be made at a
time of great uncertainty and that investors may anticipate encounter-
ing difficulty in converting their earnings or their original prinecipal
into dollars.

To facilitate private investment, therefore, it will probably be
necessary for the Government to guarantee the convertibility into
dollars of local currency earned by tie investment or available for the
repatriation of the original investment.
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While we may expect that the participating countries will try to
make dollars available, it is possible that they will not have adequate
dollars to permit conversion.

The Economie Cooperation Administration should not be expected
to guarantee American companies making these investments against
normal risks but merely to give them a transfer guaranty.

We propose that not more than 5 percent of the funds appropriated
by Congress for the program should be obligated for these guaranties
and that the guaranties themselves should not exceed the amount of
the original investment and should not be extended more than 10
years from the termination of the 4-year program.

Some people have argued that the participating countries should
pay for part of the program by using up their gold and dollar assets
i the United States and by liquidating the American investments
of their own citizens.

I need not labor the point that the European countries must have
some gold and dollar reserves to finance their international trade if
they are to return to normal operations after 1952.

It should be kept in mind that the European recovery program is
not intended to cover the entire import requirements of these countries.

It would be folly on our part to force the European countries to use
up their gold and dollar balances to a point where they would not have
adequate funds to operate smoothly through ordinary commercial
and financial channels.

By insisting that the participating countries exhaust their gold and
dollar balances, we would merely add further instability to their
monetary systems.

As a matter of fact, all of the participating countries except Switzer-
land, Turkey, and Portugal have already reduced their dollar balances
to, or below, the amount which would normally be regarded as safe.

When we turn to the possibility of liquidating European invest-
ments in the United States, we must also look at the problem in terms
of its long-run consequences.

These investments annually earn a dollar income, which will be
used to cover part of the cost of the program and which be used in
the future to meet part of the cost of imports after the program ends.

Without these investments, the balance-of-payments situation of
the participating countries will be worse in the future. I doubt very
much that it would be wise policy for the United States’to require
European countries as a general rule to liquidate the property owned
in the United States by their nationals as a condition for receiving aid
from this Government.

Even if these countries could liquidate all of the property owned
by their citizens in the United States, they could not pay for more
than a small part of the program.

We estimate that as of last June 30 the long-term dollar assets held
by persons in the participating countries amounted to about 4.9
billion dollars.

Of this amount 1.5 billion dollars consisted of direct investments,
and a considerable part of the remainder also consists of holdings which
would be difficult to liquidate.

Some of these assets are already pledged for loans, while for many
of the countries involved the amounts held here are negligible.

Some of the governments, however, will decide to liquidate some or
all of their holdings so as to pay for imports.
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In practice, this may be an alternative to borrowing from the
United States. '

We certainly will not object to the governments using these funds.
The question of policy for us to decide is the extent to which we can
help these countries in obtaining control of these assets.

In the case of unblocked assets, the only way the European gov-
ernments can get control of them under present circumstances is
through the compliance of their citizens with local laws.

In fact, a considerable portion of the assets formerly blocked in the
United States has been unfrozen as a result of such action. While
we do not have exact data on unblocked assets, we believe the amount

is comparatively small. .
* A large part of the blocked assets are still blocked because their
owners have not obtained from their own governments a certification
that there is no enemy interest in their assets, which is required by the
United States Treasury before the assets are unblocked.

The National Advisory Council and the executive departments
concerned with this matter are giving very careful study to this
problem. We hope to reach a final view as to the most satisfactory
solution of this problem very shortly.

It will not be possible to obtain all the goods needed for the recovery
prodgram in the United States, nor would it be desirable to attempt
to do so.

Some commodities are in short supply here, and purchasing abroad
would leave more available for our own population and would in
many instances reduce the net cost of the program. The needed
amounts of food cannot be obtained in the United States.

A large percentage of the requirements of grain, fats and oils, meat,
and other agricultural products can be procured only in other countries
of the Western Hemisphere.

In this manner we can make it possible for countries in the Western
Hemisphere to supply larger amounts of foods and materials to Europe
and at the same time maintain essential imports from the United
States.

It is the opinion, therefore, of the National Advisory Counecil that
the Economic Cooperation Administrator should be authorized to
expend funds for the procurement of supplies for the recovery program
outside of the United States.

This would relieve pressure upon goods and services in short supply
in the United States and would in some instances have further effeet
of assisting third countries in maintaining needed imports from the
United States.

We definitely would not permit the use of dollars to buy goods
abroad where the supplies available in the United States at reasonable
prices are adequate for our needs as well as for the requirements of
foreign countries.

In any case, all purchases would be made according to an agreed
program, and the administering agency would control the use of the
funds appropriated by Congress.

In addition to purchases in the Western Hemisphere, there are
special instances where it may be in our interest to procure certain
essential products in one participating country for delivery to another,
making payment in dollars.

For example, we might buy steel or coal in one participating country
for delivery to another. The dollars which are received would then
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be used by the supplying country to pay for imports from the United
States, thus reducing the need for direct expenditures by the United
States for aid to the supplying country. |

If the recovery program is to be successful, adequate measures for
monetary stabilization must be taken promptly and with vigor by the
European countries,

At the Paris meeting the 16 participating countries undertook—
to apply any necessary measures leading to the rapid achievement of internal
financial, monetary, and economic stability while maintaining in each country a
high level of employment.

They have recognized that recovery is not possible as long as in-
flation continues and unless production is increased.

The measures which should be taken must vary somewhat from
country to country, but the general outline is clear.

Budgets should be brought into balance rapidly, so that the neces-
sary expenses of government can be met without increasing the public
debt and without increasing direct inflationary pressures.

In most countries modifications in tax structures and control of
expenditures will be needed. As determined steps are taken, the
trend toward budgetary balances, increased production, and steadying
prices will all interact upon one another to facilitate stabilization.

The Administration proposes that each country receiving aid from
the United States shall enter into a separate agreement with this
Government which will cover the terms on which aid will be given.

The European signatories will undertake to adopt the financial and
monetary measures which are necessary to stabilize their currencies
and to maintain and establish proper rates of exchange. These
agreements will' also cover such matters as cooperation with other
countries, the proper use of the goods supplied, and the establishment
of a separate account for the local currency equivalent to the aid
supplied in the form of grants.

Moreover, each country would agree to supply the United States
Government with full information about any pertinent aspect of the
recovery program and to give a report on the program to its own
people, on the basis of the information which the cooperating countries
will give us, and also from the reports of our own missions in these
countries, we can be informed about the situation, and so be in a posi-
tion to discuss with the country the measures which it has taken, or
ought to take, to contribute to the recovery of Ilurope and its own
stability.

We have a direct interest in assuring that the aid we provide to
Europe makes a2 maximum contribution to the reduction of inflation-
ary pressures and the restoration of stability.

To this end we propose that each participating country will deposit
in a special account the local currency equivalent to an agreed rate
of exchange, to the dollar cost to this Government of the goods sup-
plied through grants-in-aid.

These accounts should be drawn upon only for constructive,
stabilizing purposes. In many instances it will probably be best
either to let the accounts remain idle or to authorize the use of this
local currency to effect a net reduction in the government’s debt.

These accounts, of course, will be available to finance some of our
administrative expenses in connection with this program,

George C. Marshall Foundation, Lexington, Virginia




410 FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

There may be instances in which they might also be used for recon-
struction or development, or other purposes which would contribute
to the increase of production in the country. In the view of the
National Advisory Council, such expenditures should be undertaken
only in agreement with this Government.

I wish to make it clear that the National Advisory Council, in
considering the financial measures which the European countries
should take, had very much in mind the necessity of preserving the
spirit of free and friendly cooperation between this Government and
the European governments.

I am sure this country does not wish to dictate to these friendly
countries either the particular measures they should take, or the
exact manner in which they should be taken.

The adjustment of some exchange rates may be expected in the
course of European recovery.

Inflation in Europe in certain instances has given rise to exchange
rates which result in an overvaluation of the currencies in relation to
the dollar.

This state of affairs has tended to hinder the exports of such coun-
tries and, at the same time, to make imports relatively cheap in terms
of local currency.

In some cases countries have resorted to export subsidies, by means
of special exchange rates, or have used other measures in conflict
with our own long-range international economic program.

The determination of an appropriate exchange rate is a very complex
matter, involving the widest range considerations relating to prices,
costs, and balances of payments.

The difficulties in settling exchange rates under present conditions
are such that, although the rates of some of the participating countries
will certmnly have to be adjusted, the timing of these adjustments
will vary from country to country.

Accordingly it would not be good policy for us to insist upon an
across-the boatd modification of exchange rates before we extend aid.

The revision of rates of individual countries should instead be
considered as a part of a developing program of internal and external
stabilization in conjunction with United States assistance.

To ensure that these revisions will be undertaken where necessary,
the recipient countries will be asked to agree that when, in the opinion
of the United States Government, their exchange rates are imposin
an unjustifiable burden on their balances of pavmvnts they wi
consult with the International Monetary Fund about revision.

Countries which are not members of the fund would be expected
to consult directly with the United States Government. The National
Advisory Council is making continual studies of the exchange rate
problem and is the agency direc ted by Congress to coordinate policy
in this matter.

After progress has been made toward internal stabilization in the
European countries by balancing budgets, increasing production, and
expanding trade, the time will arrive “when it may be appropriate to
make stabilization loans which would give greater assurance to the
people of the participating countries that the stabilization will be
permanent.

There is greater confidence in the stability of money if there is gold
or dollars in the hands of the central bank.
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At the appropriate point in the program it would be well worth
while to give countries this additional assurance by extending a loan
to provide monetary reserves.

If the loan is given prematurely, the reserves might be dissipated
through balance-of-payments deficits.

A stabilization loan to be effective should come when there is reason-
able assurance that the internal situation of the country concerned is
satisfactory, and that it will be able to maintain its exchange rate at a
stable level for a considerable period of time.

It is not likely that this situation will be reached immediately, but
it is possible that in the course of 1948, and probably in 1949, some
countries will be in a position to use stabilization loans effectively.

At the appropriate time Congress may then be requested to appro-
priate additional funds to be used by the United States Stabilization
Fund to make these loans.

Finally, I should like to make a brief comment concerning the
financing of the program. It would serve no good purpose to ask the
European countries to put their own houses in order if we, ourselves,
adopted methods which might accentuate inflation in the United
States or upset our own economic stability.

It is my firm opinion that we should finance the European recovery
program within a balanced budget. I am confident that, so long as
we pursue a sound fisecal policy, we shall be able to cover the cost of
the European recovery program out of current revenues.

Chairman Earox. Thank you, Mr. Secretary.

We appreciate your very informative statement, and the last state-
ment you made raises a question which I have in mind, as to the impact
of this program upon our own economy.

You indicate that in addition to all that is proposed under this
measure, there would be further loans made. How is the Treasury?
Does it have a bottom to it?

Secretary SNYpeR. Those loans would be purely stabilization loans
such as we have made, Mr. Chairman, from time to time in the past.
It was provided a few years ago that we should have a stabilization
fund to help stabilize the relationship between United States and
foreign currencies.

That fund is of such nature that the money comes back. It is
really a revolving fund, so that when a country has a temporary im-
balance, in its balance-of-payments situation, they can borrow some
money for their reserve and as soon as the imbalance is made up it is
paid back.

Stabilization is a question that would come up. I just mentioned
that here because I thought it was important and that it should be
given consideration.

It is part of the consideration that we have to give to the matter of
getting the European countries stabilized.

Chairman EaTon. As the financial agent of the Government is it
your view that this great expenditure will not have a serious reaction
upon our own economy, and possibly dislocate 1t?

Secretary SNYpeEr. From the studies that have been made by the
various groups, we have been pretty well assured that we can do it
without any serious impact on this country.

The expenditure would certainly be nothing comparable to what
might happen to it if we did not make the effort.
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Chairman Earon. It would have an effect upon prices here?

- Secretary Sxyper. It could have. I do not think that it should
necessarily have such an effect, and that is why the provision is sug-
gested for off-shore purposes, so as to keep in mind, if we get short
supply articles, and purchases here might force prices up, that we
might look for those articles in other countries.

Chairman Esatox. Now, we have a great problem of how to handle
this tremendous transaction; its organization, and so forth.

Why can we not turn it over to the Secretary of the Treasury to
handle? .

Secretary Sxyper. Well, I appreciate that suggestion.

Chairman EaTox. Are you responsive to that suggestion?

Secretary SNypEr. I think the suggestion made in the proposal is
workable, Mr. Chairman. The crux of the whole program is the
administrator. We must get able men to handle this program. We
have studied the proposed organization very carefully, and we believe
it is workable under the direction of an able administrator.

Chairman Earon. Of course, the general impression among us
ordinary citizens is that the Treasury Department handles the funds
of our country, which we supply, and that it is the most competent
to do so of any section of the Government, including the State Depart-
ment and others.

But you decline to accept that job, do you?

Secretary Snyper. Well, Mr. Chairman, I think that this is so tied
in with our foreign policy that we must have the administrator work-
ing very closely with the State Department. We could get off into
some pretty difficult areas if we started out with two different Cabinet
members operating in the foreign policy field.

Chairman EaToN. They might not agree?

Secretary SNYDER. They might reach times when they would not
agree on certain matters; while I am quite sure that General Marshall
and I would always agree, there might come a time when a disagree-
ment might arise, and we could not risk the development of two
separate foreign policies.

We must have one foreign policy, with the financial aspect and the
political aspect working hand in hand.

Chairman Earon. All I had in mind was the question that our
foreign policy, present and future, will have at the masthead, a dollar
mark, 1s that not right?

Secretary SNYpER. For a while, it will definitely have to, because
we are certainly going to be extending aid to these countries, which
is dollar-wise aid. 1

Chairman Earon. Thank you.

Mr. Jarman.

Mr. JarMaN. Mr, Secretary, speaking of the possibility of disagree-
ment of Cabinet officers and of two foreign policies—we tried that,
did we not? We tried two foreign policies, or two foreign policies
were attempted about 18 months ago, and that did not work so very
well, did 1t?

Secretary SNYDER. Well, I think we need one foreign policy, Mr.
Congressman.

Mr. Jarman. I am thoroughly in agreement with you, Mr. Secre-
tary. Perhaps 1 should know this, but refresh my memory, Mr.
Secretary, as to this National Advisory Council.
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Secretary Sxyper. The National Advisory Council is composed of
the Secretary of the Treasury as Chairman, and has as its members
the Secretary of Commerce, the Secretary of State, the Chairman of
the Export-Import Bank, and the Chairman of the Board of Governors
of the Federal Reserve System.

Any Government financing, foreign financing, is channeled through
that council, and it is that council which instructs our director on the
International Monetary Fund and our director on the International
Bank, as to his policy. It is determined within this council and they
are instructed as to the positions to be taken in matters coming before
those two international financial institutions.

It also forms the general lending policy of the Export-Import Bank,

Chairman Earox. Will the gentleman yield?

Mr. JARMAN. Yes, sir.

Chairman EaTon. If we effectuate this legislation, would that
National Advisory Council still have authority over the Adminis-
trator?

Secretary SNYDpER. It is provided that the Administrator would
perform all of his policies in consultation with the National Advisory
Council just as the Export-Import Bank does. Through that council
we are able to avoid duplication of effort and to measure what is
done in one field as it affects another field and our operations have
been very effective to date.

Mr. JArMaAN. The National Advisory Council is entirely separate,
18 1t not, from the Harriman committee?

Secretary SNYDER. Entirely.

Mr. JArmaN. T imagine it cooperated with it, perhaps, but it is a
separate organization. .

Secretary SNypeR. Yes, Mr. Harriman is a member of this council,
but the Harriman committee was an entirely different organization,
outside of the scope of the National Advisory Council, although we
did consult with them from time to time and carefully read their
report, when it was made.

Mr. JaArman., Mr. Secretary, you spoke——

Secretary SNyper. You know, Mr. Congressman, that the National
Advisory Council is established by statute.

Mr. JarmMaN. That is the reason I said I should know about it.

Secretary SNyper. That is all right. You deal with a great many
problems, and I was glad to refresh your memory.

Mr. Jarman. You spoke of the dollar loans extended to these
other countries over a period of years by the United States Govern-
ment or the private capital market.

Do you have any rough estimate of the amount of those loans
outstanding? _

Secretary Sxypur. We can supply that for you. I do not think
we have the figure offhand. You would like to know how many
United States Government loans are outstanding in these 16 countries,
and how many private loans?

Mr. JARMAN. Yes.

Secretary Sxyper. We will supply that for you.

Mr. JarmaN. I would appreciate that, Mr. Secretary.
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Outstanding indebtedness of ERP countries to U. S. Government and wnutilized
balances of United States loan and credit commitments as of Sept. 30, 1947 !

[Millions of dollars]
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1 Exclusive of cash advances on procurement programs, which are predominantly short-term, All
figures with the exception of those for the Export-Import Bank and World War I debts begin with July 1,

1940. The Export-Import Bank figures begin with Feb, 12, 1934,
governments and private entities in foreign countries which result in a debtor-creditor relationship.

Loans represent cash loans to foreign

Credit

commitments represent property credits extended in connection with the disposal of surplus property,
ships, or other property; the sale or disposition of er the settlemment for lend-lease articles and serviees; the
settlement for civilian supplies and relief and rehabilitation items; and commodity ecredits resulting from
commodity advances by the U. S. Government to the military governments for Germany and Japan,

¥ Includes dependent areas of Belgium, France, Netherlands, Portugal, and United Kingdom,

¥ Foreign transactions of U. 8. Government, as of Sept, 30, 1947, U. 8. Department of Commerce, Clearing
Office for Foreign Transactions, Jan. 20, 1948, table 1, pp. 6 and 7.

4 As of July 1, 1947, excluding interest.

Source: Table 7, p. 4 and table 10, p. 15, of Foreign Assets and

Liabilities of the United States and Its Balance of International Transactions, a report to the Senate Com-
mittee on Finance by the National Advisory Council.

§ Includes $26 million Austrian indebtedness and $723.5 million for U. 8. Army costs and mixed claims
arising out of World War I and covering the indebtedness of Germany to the United States and its nationals.

5 $35,481.

Estimated private United States loans to specified foreign governments oulstanding
: as of June 30, 1947

[In millions of dollars]
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1 Par value.

! Not including loans guaranteed by the Export-Import Bank.
8 Approximate net disbursements by commercial banks participating in an Export-Import Bank $200,-
000,000 loan, but not at the risk of the Export-Import Bank,
i 3-year revolving credit to the Norges Bank by commercial banks,
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Mr. JarmaN. In conclusion, I have no other questions but I want
to thank you for your very interesting statement which I have not._
only listened to with keen interest but which I am going to read very
carefully again, because it has a lot of meat in it.

Secretary SNypeER. Thank you.

Chairman Earox. Mr. Jonkman.

Mr. JonkmaN. Mr. Secretary, I also wish to compliment you on
your very fine statement. It has a lot of candor in it, which I have
been looking for. Along the line mentioned by the chairman as to
the difference between a financial agent and a foreign policy agent,
do you not feel sometime that this program, running into the billions—
in 1 year it calls for $6,800,000,000, which is about the average of the
Federal budget for the 1930’s—that we should have more business in
this organization?

Secretary SNYpeR. I have no doubt but what we should have a
good business administration of the program. There is no question
about it.

I think we are all agreed on that.

Mr. JonkMaN. Our foreign aid began with UNRRA.' I do not
know how Mr. Allen is doing over there now, but it has made a
rather sorry mess of things in the past.

You will find for instance, one item of waste—a loan, which was
$75,000,000 which was lost, embezzled, or whatever you want to call
it. That is a very serious reflection on the whole program.

After the First World War the Treasury Department handled the
foreign aid program, did it not? Under the Dawes plan?

Secretary SNYpER. Well, there was a Dawes plan, and of course in
connection with it private capital was brought in play to a very
considerable extent.

Mr. Jongman. Well, public loans went into the program too?

Secretary SNYpER. United States public funds were not involved
in the Dawes plan and the Treasury made no European loans after
the termination of the World War 1 loan activities shortly after the
end of the war.

Mr. JonkmaN. After we dissipated some seven thousand million
dollars in public and private loans and found that it did not get us
anywhere, I think the Treasury Department went in there with less
than a half billion dollars and in a few years put those countries on
their feet?

Secretary SNYpER. I think we should profit by past experience,
certainly, and aim at a sound program, and a sound administration.

Mr. JonkmaN. Which do you think preponderates there, the need
of a business administration, or a good fellow, good neighbor policy?

Secretary SNYpeER. I think they are closely knit. If we are going
to do this job, we certainly want to put it on a friendly, cooperative
basis, or else we will probably have missed entirely the goal at which
we are aiming.

But I still think that helping the participating countries to help
themselves will be the best and most effective way. We should see
that they exert their efforts along that line, and then supplement
their efforts if we can.

Mr. JoNnkmaN. The point I am making is that if we have a sound
business administration, right from the top down, that the correlation
that we need for foreign policy could easily be established without
any violence being done to our foreign policy.

69082—48——27
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But our past experience has shown that when the State Department
enters into it, handles it, much as I regret to say it, we have not a
business administration. :

I am going to lead up to that in a moment. One statement you
made very candidly, for instance, is the difficulty that we have in this
respect. You say on page 3:

By insisting that participating countries exhaust gold or dollar balances we will
merely add further instability to their monetary system. As a matter of fact all
of the participating countries, except Switzerland, Turkey, Portugal, have already
reduced their dollar balances to or below the amount which would normally be
regarded as safe.

Do you not think you could add other countries to that, besides
those three? :

Secretary SNYDER. No, sir; we have looked at that pretty carefully,
and from the requirements of the countries it appears to us that their
reserves in dollar balances are pretty low for the purpose of carrying
on a stabilization or recovery program.

Mr. Jonkman. For instance, Norway has already floated a private
loan at New York, with the New York banks. :

Secretary SNYDER. Yes.

Mr. JonkMmAN. Does not that show that they are in pretty good
condition?

Secretary SNypeEr. Well, I would not want to comment on the
bank’s credit, but Norway has $77,000,000 in gold. I would not want
to comment on the bank’s credit. The loan was a small one; I under-
stand about $12,000,000.

Mr. JonkmaN. The point I am making is this: I realize, of course,
that we are changing from a relief program to a recovery program,

‘There is quite a difference, that is true.

Secretary SNYDER. Yes.

Mr. Jonkman. But it 1s also true that under our relief program we
have in the residual relief bill six countries—residual-aid bill, six coun-
tries; and in the interim-aid bill, three countries; and now we are back
to 16 countries,

We are taking on quite.a load. It seems to me that about 13 of
these countries could do pretty well by themselves if it were not for
the other three.

Is the purpose of the recovery program to establish joint action?

Secretary SNYDER. I think that is the aim of it, to get those 16
countries working in a unified program.

I think it is most important that we do that, and it is most hearten-
ing to see 16 European colintries get together on something, and come
up with a program to which they all subscribe, aimed at the recovery
of the whole of Europe.

I was pleased to see that we could accomplish that first very forward-
looking step. .

I think each country’s needs have been very carefully studied by this
group to which I referred awhile ago, the technicians, who went back
mto the program—they did not accept just what was said in the
presentation to us in the form of the original program, but they re-
screened it, they changed some of those allocations of items, and tried
to put it on the basis of just what they thought was absolutely
necessary.

The whole program, I have satisfied myself, is aimed at trying to
bring out the fullest possible self-help, and the part in this bill that is
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provided for Congress to supply funds for, is for that extra amount
needed to bring the participating countries to a beginning of a recovery
and stabilization, and not to establish a better situation than that
existing prior to the war, but to bring them to a point approaching
that so that they will have an opportunity to move forward in the way
of stabilization and economic recovery.

Mr. Joxnkman. Then are we seeking to secure the cooperation of
the 13 countries, which I think could perhaps raise themselves by
their own efforts, with the Marshall plan, or with loans and grants,
in order to get their cooperation for cooperative effort?

Secretary SNYpER. I do not think that entered into it by itself. It
might have been given consideration somewhere along the way. But
I do not think any country is offered or will be offered aid and assist-
ance under this program unless it needs it over and above what it can
do for themselves.

Mr. Jonkman. Well now, it came to me on very reliable authority
that a high official of this Government had talked with a high official
of the Danish Government. He said, “You don’t intend to come in
under the Marshall plan, do you?”’ The answer was, ‘“Well, we
hadn’t intended to. We figured we could float a loan with the private
banks, but everybody else is coming in so we might as well come in
too.” ;

Secretary Sxyper. Well, I do not know anything about that, Mr.
Jonkman.

Mr. JonkmaN. Is there room for that spirit?

Secretary SnypeR. I do not think so. Mr. Block, our director on
the International Bank, just advised me that Denmark has met with
no success in trying to float a loan, although they have tried at con-
siderable length to do so.

Mr. JonkmAN. Is the Committee for European Cooperation doing
anything at the time? Have they held any sessions for the carrying
out of the program since the Paris Conference?

Secretary SNypER. Yes; I think they have had some meetings.
Mr. Ness of the State Department can answer that question.

Mr. Ness. Since the time of the Paris meeting there has been no
reconvening of the Committee for Economic Cooperation as a com-
mittee.

However, in the interval since the Paris Conference, subgroups of
the committee have been meeting regularly, such, for instance, as
those on the problem of payments within Europe. That subgroup has
held meetings. But there have been no meetings of the entire com-
mittee.

Mr. Jonkman. From the results we have had from the Marshall
speech at Harvard and the Paris Conference, we have had a little
more than a get-together of 16 nations who have said “We want
$22,000,000,000,”” and we have agreed that something should be done.

Secretary Sxyper. I think we have done much more than that.
We find that they are actually trying to re-form their governments
and are endeavoring to work out plans within their own governments
for stabilization and for tightening up on their economie situation.
We see marked evidence of that in practically every one of these
countries.

So I can see a great deal more than just a request having been sent
over here. They are conscientiously and honestly trying to help
themselves.
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Mr. JonkmaN. You have in mind there, I take it, the efforts on the
part of the countries of France and Italy to revise their tax structure
and consolidate their governments?

Secretary Sxyper. Yes; and Holland is doing the same thing.

Mr. Jonkman. But Holland is not doing it on account of the
Marshall plan?

Secretary SxypeEr. But they are doing it. As long as they are
working toward that objective, it does not mean so much to me
whether it is on account of the Marshall plan or account of their own
idea, because that is the goal we are aiming at, the reestablishment of
economic stability.

Mr. JonkmaN. I know, but the administration by which we have
before us states expressly that the aid to be extended is to be extended
to countries parties—participating in self-help and mutual help.
“Participating’—do you not think that after the offer was made,
there should be a greater cooperative effort on the part of those
nations, to form, let us say, a customs union, at least?

Secretary Snyper. I think they probably have got to have some
notion about just how we are going to approach this problem.

I do not know of a single country which is not making some effort
to measure just what its internal situation is, so that whatever further
steps it takes should be in conformity with whatever we set up under
this program and it should not go off in one direction, when we might
come along and find that it should have gone in another direction, at
the time that we start the program rolling.

But I agree with you that they should be continually working for
their own salvation.

Mr. JonkMAN. Of course our trouble is, as we say, that we always
won a war, and never won a peace. We may not even win this
program, merely because of that reason.

Secretary Snyper. That brings us up to the crux of the thing, which
is the agreement we work out with each country. That is going to
be the Administrator’s responsibility, to sit down with each country,
and not take exactly what is said here, but to actually sit down and
review conditions as they are at the time he is working out the agree-
ment, and work out the best possible arrangement with that country
which will insure that they get to work on their own salvation and
their internal recovery.

The Administrator will be charged with watching that program,
and unless the countries are moving along, he can always hold up on
further advances—if they are laggard about carrying out the terms of
the individual agreements which are arranged with each country.

Mr. JonkmAN. All right, but assuming that you make bilateral
agreements, are you not missing the boat by not having also a multi-
lateral agreement, to create a cooperative action?

Secretary Sxyper. That gets over under the State Department’s
political angle—how far we want to go in tying matters together.
We want to encourage cooperation between nations, but I would be
getting out of my field entirely if I got into too much of a discussion
along that line. :

Mr. JonkmaN. Well, here is a statement of yours, and there are
others like it, which I like very much.

It is candid and straightforward. On page 6 of your statement,
you say;

George C. Marshall Foundation, Lexington, Virginia




FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM 419

The adjustment of some exchange rates may be expected in the course of
European recovery. Inflation in Europe in certain instances has given rise to
exchange rates which result in an over-valuation of the currencies in relation to
the dollar. This state of affairs has tended to hinder the exports of such countries
and, at the same time, to make imports relatively cheap in terms of local currency.

That is a fair statement. I had no difficulty in getting that from
those who have handled our foreign policies. That just shows the
difference between our foreign-policy view and our financial-policy
View.

There is no use denying it. For instance, yesterday I called
attention to the fact that the legal exchange value of the French frane
18 119 to the dollar, while the free-market, or the black-market value,
if you want to call it that, is at least twice that amount, perhaps 250
to 300. And I asked: Does not that tend, just as you say there—to
retard exports, because the exporter, or the exports are doubled in
grice? In other words, the exporter who has a piece of lace or a

ottle of perfume in France, for which he would get $5 in the United
States, must get $10 for it. That is true, is it not? He must get
just twice as many dollars, as the market rate?

Secretary Snyper. To get the equivalent number of franes; yes, sir.

Mr. JonkmAN. Yes. So you discourage exports. And I have not
any doubt that France has goods which she could export, if the currency
situation were so favorable that she could increase her exchange.

On the other hand, by that doubled value, you cut the cost of
imports in two, if the rate is 2 to 1. Is that not so?

Secretary SNYpER. 1 believe you are exactly right, Mr. Congress-
man, and frwant to say that whatever statement I have made is not
in conflict with the basic theory of those who have preceded me. It
just happens to have fallen even more definitely under the financial
end, and that has been left to me.

Mr. Joxnkman. Well, I have to go by what each of you say, and
that is for me to judge, whether there is conflict.

Secretary Sxyper. I want to assure you that there is no conflict.
I think the greatest problem, in solving all of these exchange matters,
is & matter of timing. We must watch that very carefully and then
move toward adjustment at the proper time, without upsetting
everything.

Mr. Jonkman, I agree to that. You could not do it in 24 hours,
all over the European continent?

Secretary Snxyper. That is right. And one step leads to another.

Mr. Jonkman. But if we are going to furnish dollars, are we not
encouraging that very fault that I just explained?

In other words, we are taking the bottom out of the barrel, and
letting them retard their exports and encourage imports, and we are
giving them exchange with which to do it.

Secretary Snyper. That is one of the objectives, to try to bring
about a situation so that they can properly make changes in their
exchange rates.

But they have to have some hope of assistance, in some direction,
or else then they can never stabilize and conditions would grow
steadily worse.

One of the whole objectives of the aid we are going to give them is
to help them get into a position where they can make those rate
adjustments.
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Mr. Jonkman. Have you reasonable assumption, reasonable con-
fidence, to assume that they will accomplish that before they use
up the first $6,800,000,0007?

Secretary Sxyper. I think they will make great progress in that
direction. I cannot say that they will undertake finally to accomplish
it. It is a very complicated situation.

Mr. Jonkman. The difficulty is this: Take the British loan. They
got 3% billion, and it was not until they found that they were scrap-
ing bottom of the barrel on that almost $4,000,000,000 loan, that the
United Kingdom finally woke up and said, “We are getting into a bad
situation. We have to cut out some of these imports”’—and they
cut out movies, tobacco, oil, and things of that sort.

The point I am making, Mr. Secretary, is that by giving these
loans we are absolutely encouraging the very thing we seek to elimi-
nate and what sense 1s there in 1t?

Secretary SNypEr. On the British loan, up until July, they had
maintained themselves well within the estimates which they had fur-
nished in the preparation for the loan. .

Up until July—we can furnish you tables to show it—they had
stayed pretty well within their estimates.

They ran into some difficulties later, and from then on their real
problems started. They had greater demands for convertibility than
tﬁey anticipated they would get, and there was some real difficulty
there.

Also they have had some other troubles of which you are well
aware—the weather, the crop situation, and so forth. But I have fo
be perfectly frank with you—I spent a harrowing month over there,
talking to the representatives of every section of Europe, and also to
some of the nationals of those countries, and I think we can expeet,
with the conditions over there as they are, if we do not give friendly
aid at this time, that the cost to us will be so great that we will regret
it.

Mr. JonkmaN. What sort of analysis have you to indicate that it
cannot be done with half the amount?

Secretary SNxyper. This was arrived at with a very careful, studi-
ous approach.

If we start to say a billion less or 2 billion less, or a billion more
or 2 billion more, it will be a much more arbitrary approach than
the one which has already been made, because there has been a tre-
mendous amount of careful study in arriving at those figures.

Mr. Jonkman., The other day I asked the State Department, I
said, “I am still using the CEEC figures.”

They call for $5,900,000,000. |

And I checked back on the CEEC figures. They begin with
$452,000,000 for feed or fertilizer, $340,000,000 for solid fuel, $520,-
000,000 for iron and supplies, and so on down the line. '

I said, “You arrived at that $5,900,000,000, as a total, from certain
items and I would like to have the items, for each country, to make
up that total.”

Well, they said they are going to get the information for me, but I
assume, Mr. Secretary, that if you arrive at a total, your total would
be the amounts needed by each country, so you would have those at
your fingertips.
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Secretary SNyYDER. Just for the record, those CEEC figures were
forya 12-month period; those in this program are for 15 months. So
there 1s a difference there.

Mr. Jonkman. It does not make any material difference.

Secretary SNYpeR. It makes a difference between the 5.9 and the
comparable Executive branch figure.

Mr. Jonkman. Naturally.

Secretary SNypER. I just want to make that clear, that we were
talking about a different period of time.

Mr. JongkmaN, On the other hand, it is equally clear, Mr. Secretary,
that if I say to you, “Here are 16 countries which together need
$5,900,000,000,” 1 should be able to say what each country needs,
-because I am assuming that that is my total arrived at by individual
items. . Is that not so?

Mr. Ness. I understand, Mr, Congressman, that the material which
l3;‘011_ requested previously was supplied on a commodity-by-country

asis.

Mr. JongkMAN. But the point I am making is that apparently it
was something that had to be figured out from other figures instead
of just saying, “Here is how we arrived at the total.”

Secretary SNypeR. I think they had approached the problem on the
basis of commodity needs for each country and then arrived at the
total commodity needs for the whole program. They had taken the
requirements of each country and had arrived at so many bushels of
wheat, for instance, against the whole program.

Mr. SourEarDp. The estimates were made by commodities, in the
first instance, and at the same time a break-down by country was
made, that is, breaking that total down by countries.

Mr. Jonkman. Is it not true that you have difficulty in getting
analytical ficures—and I do not want to be too critical?

Secretary Snyper. Of course, you have a difficult problem. You
do not want to say a country is going to get so much of this and so
much of that, because you are going to handicap your Administrator.
He wants to go in and find out, through a recheck, that those are
actually the needs. The estimate appears in the background as to
what will be required, but when you start making too precise an ap-
praisal, by items, you are almost setting a pattern as to exactly what
each country will want. You cannot handicap your Administrator
if yon want him to do a bang-up job for you.

Mr. Jonkman. Well, I do at least want general figures.

Secretary Sxyper. Well, I think you agree with me that we would
not want to set too precise a pattern, because we want our Administra-
tor to do a good job and not to be handicapped.

Mr. JonkmaN. Yes; but take the wheat situation alone. I want to
know how much of that, $1,452,000,000 worth goes into the various
countries. The interim aid—we found, for instance, that Italy had a

reat deal more wheat than was estimated in arriving at those figures.

1d that is a serious error.

Secretary Snyper. Well, we will get those figures for you.

Mr. Jongman. That is all for the present, Mr. Chairman.
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(The information referred to is as follows:)

DEPARTMENT OF STATE
(January 20, 1947)
EUROPEAN RECOVERY PROGRAM

ILLusTRATIVE CoMPOSITION OF IMPORTS OF COMMODITIES AND SERVICES FROM
WesTERN HEMmispPHERE, APRIL 1, 1948 THrROUGH JUNE 30, 1949, axp Pos-
SIBLE SOURCES AND DISTRIBUTION OF FINANCING

The European Cooperation Administration will have to draw up programs of
United States assistance to each participating country covering the commodities
and services to be purchased in the Western Hemisphere and the manner in
which these purchases will be financed. Each country program will have to be
coordinated with the country’s total requirements and estimated imports from
areas outside the Western Hemisphere and with the amounts of financing avail-
able from sources other than new United States funds.

The programs of United States assistance for each country as they may be
developed by the Administrator should not now be prejudged. Therefore, an
accurate representation of a program for each country, reflecting its aggregate
required imports from the Western Hemisphere and the source of funds which
will in fact finance each segment of these imports cannot now be made. A con-
tinuing process of adjustment will be necessary in order to take account of such
factors as the success of the production effort by the participating countries,
changes in world availabilities, price movements, supply and financial arrange-
ments with nonparticipating countries, and the decisions of such agencies as the
International Bank.

An illustrative program can, however, be drawn up which will be indicative at
least of the country by country programs as they might be determined by the
Administrator after he has considered all of the relevant factors. An example
of such a program is set forth in the attached tabulation.

It needs to be emphasized again that the distribution of commodities by coun-
tries and sources of funds indicated in the accompanying tables is only an approxi-
mation of the program as it would actually be developed by the Administrator.
Particular emphasis should be given to the fact that the amounts shown in table
1, column 4, and in the corresponding columns of the individual country tables
do not necessarily represent the amount which each country would receive in
the form of direct assistance from the United States, nor do they indicate the
terms on which such appropriated funds would be advanced. Rather, they indi-
cate the dollar balance required to fill each country’s total estimated required
import program from the Western Hemisphere (column 1), after deducting the
dollars obtained from exports of goods and services (column 2) and after deduct-
ing sources of financing other than new United States funds (column 3)., This
balance of a particular country’s dollar needs (shown in eolumn 4) might in some
instances be obtained indirectly through another participating country rather
than directly from the United States. Various arrangements for indirect finane-
ing of this character could be made and might provide a feasible way to assist
the participating countries in overcoming some of the obstacles to increased trade
among themselves.

For example, bizonal Germany is expected to have a substantial surplus of
exports over imports in its trade with some participating countries, and the
latter must settle in dollars for a large part of their debit balances with the bizone,
In this way the dollar requirements of these participating countries are increased
(because they must pay dollars not only for their imports from the Western
Hemisphere but also to settle their German accounts). On the other hand, the
bizone’s need for direct dollar assistance would be correspondingly reduced
(because it would receive dollars in addition to those obtained from its exports to
the Western Hemisphere shown in column 2). In circumstances like these the
Administrator might find it desirable to allocate funds appropriated for European
recovery in such a way as to increase the direct assistance in the form of loans
or grants to one participating country over the amount of its Western Hemis-
phere deficit and correspondingly reduce the direct assistance given to another
participating country. Alternatively, the administrator might find it desirable
to purchase goods in one country for delivery to another, the transaction being
recorded as additional direct assistance to the receiving country. The exporting
country’s need for direct dollar assistance would be correspondingly reduced. In
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general, adjustments of this kind would be considered by the Administrator in
the light of recommendations by the participating countries as a group acting
through their continuing organization. Such adjustments would not increase
the total amount of assistance required but would only affect its distribution
between countries. '

" The country tables which are appended present for each participating country
an illustrative composition of its imports of goods from the Western Hemisphere
and its net dollar payments, if any, for freight and other invisible items, for the
period from April 1, 1948, through June 30, 1949. All values are expressed in
terms of July 1, 1947, prices as the adjustment for higher prices is covered in the
table on page 5. A distribution of the financing of these imports and payments
among the following sources of dollar funds is shown:

Column 2. Dollars earned by each country from exports to the Western
Hemisphere and net dollar receipts, if any, for shipping and other invisibles. In
the case of Portugal, the amount shown in column 1 includes an expenditure of
Portuguese gold and foreign exchange holdings in an amount necessary to offset
its deficit on current account.

Column 3. Dollars obtained from such sources as International Bank loans,
private investment, existing credits of the Export-Import Bank, and credits
extended by participating countries having net dollar earnings on current account
to other participating countries. Credits or other assistance by other Western
Hemisphere countries are also included in column 3.

Column 4. New United States funds for European recovery and for prevention
of disease and unrest in Germany (GARIOA) for which appropriations are being
requested. As pointed out above, the amounts in column 4 represent the deficit
computed on July 1, 1947, prices with the Western Hemisphere which it is neces-
sary to finance directly or indirectly with new United States funds and do not
necessarily represent the direct assistance in the form of grants and loans which
will be extended to individual countries. The adjustments for increased prices
and savings on shipping mentioned in the table on page 5 will also have to be
taken into account on a country by country basis.

The table on the following page recapitulates the country tables and presents
a possible distribution, by sources, of the financing of the total Western Hemi-
sphere import program.

TaBLE 1.—Recapitulation of tables showing illustrative composition of imports of
commodities and services from Western Hemisphere and possible sources and dis-
tribution of financing: Apr. 1, 1948—-June 30, 1949—(at July 1, 1947 prices)

Possible sources of finanecing
Total Sources T
: - i New

SOgartst |\ pitay | SEHSEIHAR T Tinited

earnings * States States

funds funds 3
A e 233 39 12 182
T T BT (0 000015 |y e e S 853 334 196 323
e R L R e T 237 45 28 164
e T L S R s sk S S T 1, 631 369 128 1, 434
LT i i e et e e S B RIS 262 67 9 186
L Tl e e e R | e e e e e A= 23 11 fal st LY 13
oAk TR i TR T T i 1 iy R S R 4 192 0 [ e e St 152
G e, SR SR RS N ST S 1, 160 183 108 RGO
L e e e e e PP e 1, 136 27 160 705
S R T A AT N A Gl e AR et § . 253 163 56 34
L e s e L SRR RO S P 144 p 1L (NS Y (N O
L e e e e 499 423 43 33
it T e e Sl i e S (i 535 1 1 | P S A e e o
L e ) 69 e I R R N Y RPN 1S
SEatediaE At = e et 4,311 2,133 418 1, 760

Germany:

S T T e et oy ke s e e 1,014 1E3 ) i wn ¥ gy 014
il R e e g naet e e A O e S 93 - ) [ ECRT 80
L e R T 14 | e e 11
g% e o S0 RPN R SRS FREO) TR P N PR R e 12, 959 4,941 1,158 3 6, 860

! Including net dollar payments for freight and other invisibles.

! Ineluding drawings of $72 million by Portugal on its gold and foreign exchange recources.

3§ This column includes funds being requested by the Department of the Army for prevention of disease
and unrest in Germany. A reconciliation with the $6,800 million being requested for the European recovery
program is to be found on p. 5.
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Column 1 indicates that the required imports of the participating countries of
goods and services from the Western Hemisphere during the 15 months, April 1,
1948, through June 30, 1949, are expected to amount to $12,959 million (in terms
of July 1, 1947, prices). This total, after deducting $1,146 million of payments
for net freight and net other invisibles, equals the total commodity imports of
$11,813 million shown in the summary balance of payments table on page 97 of
the committee print of the Outline of a European Recovery Program.

Of this total, it is estimated that the participating countries will finance $4,941
from their dollar earnings from exports to the Western Hemisphere and other
dollar receipts (and, in the case of Portugal by drawing down gold and foreign
exchange holdings).!

Sources other than new United States funds are expected to finance, in terms
of July 1, 1947, prices, $1,158 million of the total.? It is proposed that the
balance of $6,860 million be financed by new United States funds appropriated
for European recovery and to the Department of the Army for prevention of
disease and unrest in Germany (GARIOA). The following table presents a
reconciliation of this balance with the authorization of $6,300 million requested
. for European recovery.

Goods to be purchased in Western Hemisphere with new United Stafes

funds (at July 1, 1947, prices)—column 4 of recapitulation_ _ - _________ $6, 860
Adjustments:
Add: Adjustment for priceincreases ! _________ . ____.___ $482
Deduct: Savings on shipping 2. - oo o eo-. 100
— 382
Adjusted cost of commodities and shipping services to be purchased in
Western Hemisphere with new United Statesfunds®_ . _______________ 7, 242
Authority to obligate funds for procurement of items to be delivered in
gubEeguentyea¥s. .o b oo L e DL U S SeethEL D . e SO 200
Uncovered deficit of bizonal Germany with nonparticipating countries
outside the Western Hemisphere 4_ . ____._ ... __ .. ___°° 200
Total being requested for European recovery program and by De-
partment of Army for Germany (GARIOA) .__________________ 7, 642
Deduct: Appropriations being requested by Department of Army for
prevention of disease and unrest in Germany (GARIOA) ._____________ 822

Total requirement for first 15 months, European recovery program_ 6, 820
Authorization requested for European recovery program (preceding line
5B et b ST 03 1) ) PR SSR Ee SIS D O I e 6, 800

1 This figure is equivalent to the adjustment for higher prices of $565 million shown in thelsummary balance
of payments table, page 97 of the Outline, after eliminating that portion of the increase attributable to

“Sou}:t'ces other than new United States funds,’” such as the International Bank, and to Portugese cash
purchase.

38ee page 92 of the Outline. These are savings possible if additional temporary transfers of bulk-cargo
carriersare made,

3 This entry and the following entriés in the reconciliation are shown in the tables on pages 108 and 100
of the Outline and explained in the accompanying text, pp. 107-109.
1 See footnote 2, table 17.

The distribution by sources of financing in the following country tables has been
made according to the following principles:

1. Financing which might be forthecoming from sources other than new United
States funds has been spread over commodities for the purchase of which it is
thought most likely that loans and credits might be granted. Much is assigned
to the category “other imports,” which includes heavy and specialized equipment
and important industrial raw materials, and additional large sums are allocated
to bread and coarse grains, fats and oils, sugar, meat, and coffee, for which other
Western Hemisphere countries might extend commodity credits or make other
arrangements to assist the participating countries.

2. It is assumed that new United States funds will be used, in the first instance,
for “selected” commodities.,

! See The European Recovery Program—Country Studies, table IT A. The sum of total exports to the
Western Hemisphere and, where positive, of ‘“Net freight” and “Net other invisibles” is the figure shown
in column 2 of the attached country tables.

.? International Bank, private investment, existing Export-Import Bank credits, dollar credits by par-
ticipating eountries, and credits or other assistance by other Western Hemisphere countries. These sources
are expected to finance $1,228 million in current prices. This figure is equivalent to the figure of $1,285 mil-
lion shown in the committee print of the Outline of European Recovery Program, p. 108, after deducting
the item of $85 million representing purchases on cash basis (here included in column 2) and adding credits
of $28 million by participating countries to participating countries,
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3. Dollar earnings of the participating countries are assigned to the remaining

Western Hemisphere requirements.

In this connection, it should be pointed out thatlthe category |““other imports” .
is made up principally of important raw materials and manufactured goods, which
in almost all cases are as important to economic recovery as the seleeted commodi-
ties. On many of these commodities studies of requirements and availabilities
are being prepared, but a miscellaneous category will always be necessary since
trade between advanced industrial countries involves thousands of individual

produets.

items in the category are given in footnotes to the tables.

It is recognized and, indeed, emphasized that the following tabulation is only
illustrative and that the actual pattern determined by the Administrator might
It may, however, be useful in clarify-
ing and delineating the problems which will be encountered in initiating the pro-
gram and in adjusting its continuously to changing conditions.

vary markedly from the one outlined here.

TABLE 2.—Ausiria

Preliminary indieations of the values of some of the most important

ItvusTRATIVE CoMposiTiON oF IMPORTS OF COMMODITIES AND SERVICES FROM
WesTErRN HEMISPHERE AND PossIiBLE SOURCES AND DISTRIBUTION OF FINANC-
ING: APR. 1, 1948 To June 30, 1949 (aT Jury 1, 1947 PricEes)

Possible sources and distribution

of financing
Total Sources
Import imports knatelan other New
’ dbllar than new United
e United States
CATIURES | States funds
funds
R B i e {2 B e | e e 36.3
S AL e e ez o g gt S AR <y R o (Rl Sl e (o e P e 4.4
o e DRI T T e e e S 2 2 (W R se LY 12. 5
B e e L il i S e N O 1.6
T e e R R R e T e . TR U 5.4 L N e el S i bl 5.4
e A e e et ek e A i, Sy B.8 ool Nl P LW LT 8.8
e e e I R G S D ) o e [ 4.1
St e s e LS i e i e e oy | e eyt Al [ i et R | S O i | i s s
R L (N S G TR e T e T T oo T e GE TUE  [ i de o- 1.5
B e e e e e e e
I e e SRS NIRRT, R R R LG E| e Dl | Ty e 28 4.0
i ]S T e e R A ST i S e o Wl d E g - 6.3
T ek S e i e e R w1y sty 84.9
T e T T e T g R Wi A SO I e e s v e 2.9
T e B R T R T D R i i S e 3 L i R A e 47 16.9
T e ki Ry e S i e e i S B e il 1| A e e i s e | e
e T T T T R S T Bl | S | DGR | I
T L e D L TV S S T R e T T | W S SO e
R U D n] 1T g e R S LR O S i3 ) e Lt Loy g e b e i 1.6
T T D ST TR N T O U e e i L T A e R ] | i ol
L T T T e e S N B S ol S T (S R e 5
) e e e e e s e | Eooey ey ol e SRS RN ee NSO < s
e e T A T T TR DR S e e sG] Pl < ) S R SR e i Aa
Tron and steel:
Finished . ______. e e R e e e e
Crude and semifinished
g {nor s SRRSO
Serap fron.
e T AT E e Sy G
ae T A L o e T S N (S T .
AT e e R R R A | P R R R e . s
B O I B i o SR TR BT My 4.2
D e e e ) SRR | PSRN o ¢ 4.0
T T T ey I L ] N A P Gy |
AT I YT e o S R R i 67.0 30.0 7.5 20.5
Total commodity imports. .. ... ... oooo. 193. 2 39.0 12,2 142, 0
R et Rl o i T i e - ) | S ) O R 40.0
R T G T R O A e st e | Sl NSt | e il | T P
R e i S My e s o Sl e o oL 233.2 39.0 12.2 182.0

! Includes (in millions): Copper, $6; chernicals, $16; hides and skins and leather, $1; wool, $1.

*In the case of Austria and all other countries (except Portugal), the deficit on current account with the
Wastern Hemisphere equals column 1 minus column 2 or alternatively, column 3 plus column 4,
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TaBLE 3.—Belgium-Luzemburg and dependencies

Possible sources and distribution

of financing
Total Sources
[mport imports | Belgium- other New

Luxemburg| than new United

dollar United States

earnings States funds

funds
BTN L s b o s b COMBERIIITE Rl o b el e 2l )l ) 19.0 59.1
BT ralRe - e R (5 et ) ORI 9.5 55. 4
PR E S A i) [ A N Y RO e ot B N i e e e R 22.2
IR e L i S SR L deenae i ol e, ) <2 A% 1| i S, IS [ 28.5
SR e e e |l B L e e 4.8 10.1
1 s L e Nl e il s i A T I | I R | 3 e o 13.3
Sl prodaets o o S e e L] o I N SRS 26.0
G e e o B s S e e e
1R Tg [ [ 1 e NS i N R D g iy ) N S b
L s T - RN N R T T .8
(Gl e F S A e PR i Yy P e e 15.3 10.5
Other foods 16.8
Subtotal 243.5
T TR, ST il ok BN, PN AN e LG o 2L.5
(ST e ol S SR T B DR o e 18.1
e EE e Gt A e £ o L RS T R s S 4
Phosphates .4
) L ) e e L e e s
Agricultural machinery_____ __________ .. e I {1 ¢ Ji| e
BT |, e 0N N N Ot PR | 00 T = | IR TR 20.5
N maenery e e DTV INTE v S0 1 S
Petrolenm produets. o . 35.2 o e | B e o 10.9
ik e B L S MR e e e 23.3 O B N —
Iron and steel:

TV A NS WL P AR B | & P T (N e 15.7 3.6
Crude and'semifinfshed - - -~ - 9.4 LT s T 4.2
T [ g 1 T L e P e S o e i e
Ty S L) s AR S S BN (TR U | BEGEE T P FEL ) s
£ R ¢ - | B S e e | o e
e v (06 e A e e LSS W R BT, A <3 o) e e 218 e e
Brpiphtpargs | . e i e e als RS T S e e R s e
Breelequipmentt - oo iol e 7 1 B 8.1 {[scr i
THmiberequipnient: - - e s e e el e R
Eleohricilegaloment. = o e L e e r T me T AT | P T e SRR
e D PO o e e e 203.0 293. 2 899 |
TatalicommodityImports. ... .. . | 795.4 276.0 196. 3 323.1
LS00 £ |4 0 e e iy o s A o e e S S e o L 16.0 16 B 1o o Bl ok e | S
OrbEer dol s paymentRe: L S 42.0 4200 ] Lo s AN R
‘TotnleP=el __cn B Swetwip=y (V000 PR Eo s N 853. 4 334.0 196. 3 32.1

t Includes (in millions): Machin‘ﬂry and transportation equipment and technical apparatus, $115; chem-

lcals, $29; lead, $13; zine, $7; wool, $15.

George C. Marshall Foundation, Lexington, Virginia




‘ FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM 427

TABLE 4.—Denmark

Import

Total
imports

Possible sources and distribution

of financing
Sout:'ees =~
: other New
]?lzﬁgrh than new United
e United States
aHre States funds
funds

Total ecommodity imports
g | T R e R
Other dollar payments__..__._.__
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TaBLE 5.—France and dependencies

)

FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

Possible sources and distribution

of financing
Total Sources

Import imports French other New

dollar than new United

aAtIGHES United States

& States funds

funds
IBAERRIPPRIRE. o e T e ] L e 11.8 103.9
O R R N RS N TS A T 17 [ (I R S 9.5 56.6
Fats and oils : 28.6 48.3
0 b R ST e N I b (- SARs s e 20.8
o BT D TN N0 TYC A ST N e T Y TR 19.8
1T e e o e e e e e e S .8
Dairy produects 26.7
T e R e, 1.8
e A e e o T e 2.0
AR AR R AT I ] A i P R M T S 4.6
Colgar — s e et e e 7.6
Other foods 7.4
Babtotale . Lo b L L R e 300.3
N g b S LR Lt R RS T LT 18.1
O T MR T S RSt N R W i e 156.3
B (0] 2 e e S A R R O el e 1.8
Phosphates ) S
750 A0 (L 9o OIS e AR SN s e R BT N S| R BT N T
Arreritural e R ey oo D e R 60.7
VST e el i T WO R ) L ) e e 206. 2
Mining machinery .. ... _____ R (BN Sl Rl 10,7
EALPolonm pradials. e e e L R T o B (O ol M ) 146.5
f et o T ] | T N (AN L DR i s RBJGN|EL r T T 16.0 10.6
Iron and steel:

3T o e S e o e e e L b e O S T e Ty - 17.5
Crude and semifinished ____________________________ 1000 | R R 10,0
B T e s e RO By [
eI e () s P R e TSLLL S B o D S S R e R,
e e ) T O o Ry A N ) | s T e ST T T T
R A A N o e e ey Bl e et e 5.6
¢ L AT e L e R L R Nl | o g SRR RS
LR b 1) S S Y Pl R e S e e 13.8
AT ST 0Y 58 )4 A e W L S e N TR T N Pt A e e 8.9
HldetricRlequipinent. - —— .. . L AU ioC LU gl N o) 07 T 10.0
I by tnlie 2l T N e B N A R g 504. 2 275.7 52.2 ' 176.3
Total commodity imports________________________ 1, 574. 5 275. 7 127.6 1,171.2
IReRDeiphi 3 o8 v 0 e T N AL T e AR e e e e 263.0
GUther'dollar payIments. e .. oo ooci Lo T 93.0 51 T | s e
AN T e |- e b S RS 1, 930. 5 368.7 127.6 1,434.2

! Includes (in millions): Machinery, transportation equipment, and business machines, $173; chemicals,
«43; copper, $19; lead, $9; zine, $11; hides and skins, $32; wool, $26; cotton textiles, $31.
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TABLE 6.—Greece
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Possible sources and distribution

of financing

Total Sources
Import imports Greek other New
dofar | thanzew | Uolted
X nite ates
CATDIGER States fands
funds

AR PRAMIS. 0o o e s an stk oot oo s | P e et 47.4

R T PR T A A e S 1 S g =S e = AR T SRS S 4.8

T T S R T S R S RR S A a e s T .8

T e e R & e S s L R RS S e S S RS .6

T L T T T I e S e S R I e s [ Wy ars 16. 6

e e o N I T R A A S 21 | N R ) W 8.8

T g B b e SRS S R S SR S SR S S D | o e — 35. 3

.6

2.7

Y |

119.3

6.5

g T e R T A SR et SRS P ) e e [T et e e 2.4

I e e s R A T e e | A

e e R O | [ S ] [ R s R I

Reveahnralnachinery. 0 L - e (el B ety i s 7.9

T s a i L IR O N ST S S| b 1) (S W R | v e o2

B I R R e e e e e e | e i i | i o e i o =m0 e ol e e o

T IR e b (1 T O S R B e e e o et A e S A e 8.3

T T L T S T R T o e e oy | M Nl e B 4.5
Iron and steel:

s Tl el AT ST R e S L R e T 7.0

LoD ol TRRTHETEN I B A R s e e S L
S Uy AT I B N e S S e
et anaTpment . el
Electrical equipment
Other imports 1

Total commodity imports. . . _ccoooooaoo .

e U T e RN e e e S AL
T T T TG Tt v S N S

iIncludes (in millions): Machinery, parts and accessories, $13; clothing, $12; chemicals, $7.
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TaBLE 7.—Iceland

Import

Total
imports

Possible sources and distribution

Bread grains
SR T S T A, T I e AN N T B R

e e B e e e i s T T
B BT TR a7 T L ERTE) e S A S
Femroleam produets. o noo i o
£33 2 ke FocBe e e AR L £ TRRBE ST LS @ L R TS
Iron and steel:
Pmished) e
Crude and semifinished __
Pig iron
Scrap iron.....__.
Iron ore..___
Tracks
Freight cars_______
Steel equipment.___.
Timber equipment___
Hlectricallegmpment: .-~ - - T oo o
Other imports !

& Total commodity imports
U e ) e e SRS gL SR S e e T R
Other dollar payments

of cing
Souti'ces i

- other New
Iﬁl?}’gw than new | United
earnings United States

g Btates funds

funds

........................ 1.5
........................ D
....................... 1.4
AN i N T 1.2
BSNGES ML 2
DS WS i
________________________ .
........................ 5.7
........................ ol
SRS BN 2
! AT
........................ .9
o | B 1.7
________________________ 1.3

1Includes (in millions): Fishing and industrial equipment, $9.
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TaBLE 8.—Ireland

[Tn millions of dollars]
Possible sources and distribution
of financing
Total Sources
Import imports Irish other New
dollar than new United
earnings United States
States funds
funds
R R T T L et ot i e o PO ol edon mon g e 26.5
Coarse grains. .. .....-- e R S L S S B2 |eesmcossmeafemuae o=t 37.2
T I e e e e e e I N e e e e e 3.
e T L T N [ N Y N 1.4
ST s S S e RO L RO R LR (21 |CE R e 7.2
L e e e e e R o o e o
an v R L TN T R T R G e (C MRS (S e S (AR
T 1 A e e e e G| Bt e .7
e e s RO MO R e S (TR S T W T (S T T
e L C e A e S AU T L e .6
T (n e e e e e e M e A e e t o | | S e e e e 1.3
L o e e GO SR S e S s ) | e 78.0
cETEsee L L L L RS e e 2 B RN e (A = 8.3
B L e L BT L O e, U S o 1 e [N TR B = I 2.0
T R b e < S RO R SR SRR R S - N S T S (S A .4
o T T R e e T e e e e 1 [t (e (S e L e
CE s S B SR L I R D) (SR I S TR RS e e e S
ATtionIbOral MAARINENY .- oo oo e s W (e R [ L 1.6
T T T L R L T e e e e A e e iy ol ) e SR S TR s 11.2
LT T O e L T L N A T A (SRS N S e TR T
POl OO e s o e e b 2 ] S R (R e 13.0
B L o o e e o i o ko e BN i y F B e e s Tl
Iron and steel:

Finished- .- - R [ ) [ FURETREI SR 1.6
Cmdeantd remifAnRhed - oo e e e e e e e e SRS I
T e N e M D e e e e | e e e [ R b = | e s e o |l S S
B L i o e o e oo | i sl i e s s e T S VR e T
TR e s e ST T S e e TR T S e e e SRR ) R S S et e
e T T T s ey e i it == = Sl F 15 8 [ SR S S 1.9
R R e e et | Sm e | e B st L b da i F IS SN
T D L e S S R R i L S T e e e s .4
e e e e e e e e e (o oy pebyip o s s
TG P TV e R O N DG ol R : L1 T SRS M AL it 1.0
R Hapa e s e e 64.1 i T A . 25.3
Total commodity imports. .. ___. 190. 6 o IR I ity 151.8
2 A ) O L e, 17 L M OO T TR, 1)
D TR e v e S SR e e ST B S| (R RS PR ISR SRR CE ISSRRER SR AN e R R
5T e g el | e et v e 192.3 4058 leecenon ~ -, 151.8

1 Includes (in millions): Chemicals, $5; machinery and transportation equipment, $12.

69082—48——28
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TaBLE 9,—Italy

Possible sources and distribution

of cing
Total Sources

Import imports Italian other New

: ni tes

CATHINES States [unds

funds
5 e T el il Bl el e Vit . gy BN | S e « 23.8 243.4
Sloprgegralng. .0 2 oo e ) A i S s 9.5 17.2
TR s o | S T SN L I 5 sl A 14 1] (=g 9.5 20.7
W asen Ina el S T f o T DR A T UL e g A e 4.1
T e e e e L ol S PN S e e 2.8
A T R I e T Y S S T -l L LA (e I UL S i 7.0
B T s LT o e e W I T T i L e L s s 73
L e e e e e e e
15 T B2 vt O g sl S b S | RS R SRS R R T T T
L AR B N i P IS N | e O Rl ST I T L
i e e e R e e e 1 o 1 2 e 4.8 0.5
U e g (v O T O R D it i U o [T RO | Sl S 8 T 10.2
B bR e e e 600 10 o 47.6 322.0
oo s ency T T S i B 1 AR O, el ke Pl T e 4.5
RIAEEORIE Joclns S el gl po Topha T o bic ddege Ji O |t 149, 5
Tl e e e e P o e e e | P My — 2
5y e 1) TR e L MG e T T G S e ST ) L
2 T N e T e e e e
Agrienlturalmachinery- .. - . 5 1 | e S | - 6.0
N [ S T il R T LAy o S e ) I . 88.0
NggigEmachinery. . oo o - e T e R e T
Barroienrmbrolaed =t —— a0 L R T IR e 17 5 3 |G | | A 1 61.2
4 by E e 7 o T O W i R O SR e 7t o | Ul (DS 13.8
Iron and steel:

T e e e s QT Sl e S0 i e TN ) S e 6.9
Crude and semifinished .- _____.___ . . _________ - Yo o N I el ey 8.0
Lo e e N e v R R S - .9
e e o e e e LTI e et Y | SR | o i e ] 0 S Sl o s
L5797 o v 1 O Gl R by e R S I, DT S D (B i T
ATUeREE e == == e s s et et e e e | Cn S S e D e R SRR
Fralohteard. .t - % s ot i da U T o e R e e L i S L S
ftepleguipmenty o 0 L T A e 2 5, i | MG i N i 4.5
b eguipment . . o e T
Electricalequipment -t - 4l 1 i oL T T | PR 11 7.0
e e YE g by e W (RIS W S s e Cig SR 305.8 183.0 60. 5 62.3
Total commodity imports.. . _____ . _________. 1,025.9 183.0 108, 1 734.8
D30 0 (2 1) 73 e N WO W A W SR o £ 7 E0 R e N I N M 134.0
Otheridollar paymients.  oooaooo i o hte
o5 [ U A i S ST T S o O 1,159.9 183.0 108.1 B868. 8

1 Includes (in millions):Copper, lead, and zine, $18; wool, $15; hides and skins and leather, $15; machinery,

$7; fish, $5; naval stores, $3.
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TABLE 10.—Netherlands and dependencies

Possible sources and distribution

of financing
Total Sources
hapors mports | puteh other New

dollar than new United

earnings United States

& States funds

funds
Bresd praIne. e NERGR, S PO e e 39.2 71.8
Coarse grains - PR B e et 70.3
e ) D N SO LY O BT e T 40. 5
T e A A R BRI S S e Y S, g L | EESENIEC S e 9.5 21.9
T R e e e e T e o e A e e e 6.6
T e L S B S e R N S, - N Wl | S 4.2
8RR (s b (b R C RS R SR, SRS S REE R B AR (5 | BT R i ) [ el
B = et tae i Lo e o e i e o Saagzosiaes luide —cesad e A
Lo S T LT BT o R T W SO A L0, T S S| I T 3.3
U s ees el i S R R R e e e e ey .6
T S e e e e e et Iyl | e e | St 17.7
g e e £ LR D A LTS L S e e S T U IR Ny B i A S 14.6
2 g L e e e S e o e L S e 0 e Tl BRI R 48.7 253. 2
SO o 5 e i i e o et Rt e o 1 oo W T T T P e o | 23.4
R e e e =k | PR I | R 32.9
e L s e S S s A SO e S e R . ) S S| B s St 6. 2
D T SR SRR ST I L P S ) T R e 95 EERE T T i T R .6
R T e o s o e et e o s e o | G o [ L pme i E ) [ o i | e S s
Aevionitural maehinery_§ s s e e - St e ) B S e 8.8
] s S Zon e PUURCE UGS | B e i - -2 T el S| SR i 25.8
P T TR E T Y] S S R S S S DY | = i = s = | e 2.3
L T T O a8 e S e S S e, S L AP i el et R e e 32.2
oo Ll Y R VY (S e Ay [ B ] | i e e o e s 25.2
Iron and steel:

Finished . 53.8
4N S Ts T oM E e ped sy 6T (U Y i g gt Al SRS TR || A S IR O Y g f ey
T e e S UL RE B SRS ST T SRR IS e e IO e IR e
T e et s e S R s S S e e S e R | S e s e
e T o T T I Ty S S P Sl | | ISR TR T L I oo (mTe Ly e, T
Trucks 23.2
T b e e e R o e e | s ot T 2P
MR YL Ly Tave s O e i [ Sl 1 S S - 4.6
O R O A S e e e [ e e e e i ) s o s [ et bt
0 e Fo TR ) o) | e e o 6.3
NG T e e e e S Rl e el g 206. 5
Total commodity imports 705.0
L e e e e E T - O [ L) R L ) B S e o
A T BV R e IR S T S et R | VL S SR ) B (S [ e e
B ety iy A e I et e B o e b i s S 705.0

! Includes (in millions): Industrial machinery and transportation equipment, $193; chemicals, $26; hides
and skins, $13; copper, lead, and zine, $15; cotton textiles, $54.
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TaBLE 11.—Norway

FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

[In millions of dollars]
Possible sources and distribution
of finaneing
Total Sources

Import imports | norwegian | ., Other New
Tk t%an new Iénited

: nite tates

earnings States funds

funds

Nitrogen_ . ___..._. S e n e e
Phosphates
Potash
Agricultural machinery
Coal

Pelroloimproducts, .- e
1] e e S et e e R S
Iron and steel:
ler bl e e e SR R e e e
Crude and semifinished _.___ i e D R SR
1o h s o e M0 T AT N TS SO Dy T L o W
e e s o et R D S S L T e
1 ] 5 1 - e e e DB U T,
e To s Pt o AN e F BT N, AR Y e
iyl g e B R e S e e
T Lo 111 | i A P S i ey
mberempment. tr o BT TR EeNE o bkl
F iR e B by er 7l ) e e R e BB e o S
OtRer IanortE Y. . s e e
Total commodity imports_.__.__ e e e
L[t 4 4n) 174 0] e e e R e e e
Other dollar payments

o717t sl e W i
"""" ) N I - |
"""" 3 B [
"""" P Aol N e e [

98.0 51.4 i e s

247.6 157.3 56.2 34.1
Rl o KA 5 L
253. 6 163.3 56.2 3.1

1 Includes (in millions): Machinery and transportation equipment, $46.
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TaBLE 12.—Portugal and dependencies

Possible sources and distribution
of financing
Total Sources
Import imports Portuguese other New
dollar | thannew United
earnings ! United States
States funds
funds
R R e e 33.4 227 3 R || W = -
e s 7.3 ok W NSRS S T e
T e e R SR S S T I S SN T 3.1 ;2 ) (e e
TN I o sEeEesaar o S S s e e e ol o e | IR S R A T =S
e s O e 6.1 52 o (R VRGN | e T T
N e e e e e R T B B RS e R 1.9 N R T s
T R e by L e e R e S e PR | RN (5 IS | I S
Bees. - S e e e e e et e i e e e e m i .6 ) (S ] [T, 7T
Pried fruit. .. __ e e S e
e e e e N e e e e e e S (e s
s S VI T G TR R N i S S —"— e e 3 ) ol (e T
e e e e e o L e e
St 1 B I S 53. 1 i i | (e T IR, e
Sy e RS SR TR e 4.1 7 Y o) IEEOC N, e I
T e S e T 2.0 v e e
e D T L I L W R I S T iy 3.4 il | e e A
Phosphafes. - oo T L
Potash. - S e e e e e e B e e e e e e e e
Agricaltural machinery_ . _____________ . _____ 3,1 7l Ll A Y e
ot s e s et S S I RS S N 9.5 - L BRI e T
RIS TRREIRrY o o e e e e e e e
I TR bl s L et (O NS R A S R 10.0 1[4 83 0 T = < e L
Sl el g e S S N R SRl LT~ e 4.5 s B P
Iron and steel:

by U e e Tk TN 1l o S L 6.4 Ol ) (R e 1 g, el
e G N e e U e e e LSS e e ISR Ay e | N e T T
A e e = e | e e e
gl T UL B0 T T e S S S| - RN | S DY ) I (s TR
TN s Tt S S e SRR N O S e B | I S I R P
ke e L e R T e M P s s 7.0 2 1 e R e
T I e e m ot e e | e e Sn e R e L i e e A e S AR
R A EREN ) M o) I e e
Shnberenipment = - . I e pem e T e
Electrical equipment. .- . 2.0 2 T M R P Y
)7 cepe g I S S S 31.8 5 I S MRS W0 |EOISTE Y 1T
Total commodity MnpoTES . o e cenaen 136.9 305 | e e e g o S T
oA AT DL T L D S e e e s S S 7.4 ¢ 39 I e TR
e T s e e e B e e P
dap L a o, P L WU T S S A S A 144.3 177 G 0 S || Y S,

| Including drawings of $72 million on gold and foreign exchange resources.
* Includes (in millions): Fish, $6; machinery and transportation equipment, $7; textiles and bagging, $1
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TasrLE 13.—Sweden

Possible sources and distribution

of financing
Total Sources
Import imports Swedish Othel' New
donar thaﬂ_new Unibed
Mot United States
RO States funds
funds
Brtgdapiiiniaete o o0 Blah o ATy o E e 19.1 14.
LT T O T T S S S L W A i S i 5.9 5.
Fatpangoils ..o - L Lo R Fied 7.
I T g, ey VU OSSP MRS MR SRy I 5 11.8 L =
ZETard TS W AL I S RGP S 7.3 2,
T A L a.
TN g r b R N LR P PR SN AR N PR I | |0 g W22 || R SR, S
S, R I T O R | SN I N | NN Y | e
25 LB £ T e Sy S e 1.7
T L o Y L S SN W s AR S Y i
it S D ) S R S A 16
Other foods 11.
Subtotal 77.
ey e e L ] e g 9.
LBl e L N Sl .Y el SR (R AR L 20,
Tk e e e, e L M Y W A T R D S 1.2
Phosphates :
e s e LR T . A YT Sala TN | ey | TR T
AErietitnral machimery LW 10 LE . L] ¢ e S I I S R
L i Ny R I NPyl Tt S i/
SR e R Y 10l g A T A ke S S MM SRS | [y e |
Rereleamprodeta L s o 58.3 58.3
A ool e DL L e
Iron and steel:
YR e b bob G e s ) e el 77 s | .7 (0 U8 NN || L
Criadeandsemifinished .. .- - oo oL R R
41500 1000 I S SN ST 7Y S P, Sy S| [ W O | SRR et Ry - s e e
ST e g AN SIS N NSO G VSN TN L7 | PSR R0 SR T
L 7 e L e e L T e
R s BN, L By ST LA S R T PR e 12,2
0t 13 gt iy Wl AR | S A 1 e ot SN | s e )
Bl e gIPIReNE. e ian s s v AR cuR e e b e e e e e e e e e [ o s e i e e e AR ST SRS
R ABer SQTIDIRGNE. o coiem sl e cenmate bigo ol i el e e e
Electrical equipment g CE T SR a5 50
(275 oV g e e g ) o e S I I T 238.3 219. 5 18.8 e
Total commodity imports. ... ____ . ____.._. 498. 5 422.9 42.7 3.9
Net freight_____ AL SN W ST TR TN e SN S| L | e S et e
Ot her dolar PAVIReN B s it o rat e e e [t e e e e s e e e
i | AN I SR 4 Y Y SRRl W N 498. 5 492.9 42,7 32.9

%é Includes (in millions): Copper, $16; lead, $6; chemicals, $53; machinery and transportation equipment
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TasrLe 14 —Switzerland

Possible sources and distribution
of finanecing
Total Sources
Import imports Swiss other New
5 than new United
L dollar United
earnings Jnite States
States funds
funds
T g e e e e e A A by = 55.2 il R e et
RTINS . DS e 43.8 = | [eSE e
D i WS N S SO R S S 8.5 - B ISR R S L L
N R e e et s SRR S 2.2 AL 2l R | fyoe D o B L
T R R NG YR P P e 20.4 . 1 A 3 [ | (T {70 100N
T L o T e 6.7 M i | | o (W 1 LT
R T e e R S SRR S A T, SRR RIS ST (RSt eI, - e IR, LT
T T e S Tl WS S e e 6.1 '+ Sy ) [ | T T
57 Ye b oo ol SRR A S S S W S o2 e ) IS~ I TN [ 2
D s open el e e - S SR R T R e - 1.4 T L PO e T e 8 e
T T B e O A W Sl e e S 112 y & FSLU A O W W1
Other foods 9.5 BB e T T SRR
Su btota] 165. 2 BB e e wea IR STIOT DR
N A P S 8.4 i 1) ARSI S [T TR L
Cotton_____. 14.0 5 ¢ H S, P P
Il T R N N R e [ ey P e e T o= il ol
ot R en DL PN T T R B e i S0 (e S W SRART] il s e e L T
LT s me e e S SRR s, S B S S e | R e A
R TIRITRTAl TARCBIIET Y i aas amesib e se s st s s s e 1.6 (1 i TR SRS e T
W T T T LU P el D S S Sl 4.0 . =1 i [ | B (17T )
AP T s T TR ST S N T T e P e e e S S e SRR
T T 1 e L L e e e e 12.0 s b PR | P T T
Ly A T T R e O B I il T e 1.6 601 o L s e D N i
Iron and steel:
T N e L o 27 . ol | B
Crude and semifinished . . o oo 1.4 i By | I o
D e e 2 .
LTy g e N L O s e T
Cyeelingel T O T ST, ol I ST

eI T L L T T I N T I s I SR

Y e e e R B

SioalpaEpmant — T S0 L o e daslassssoioaates e

A DR AT va f ey 1 o 2 A R

Electrical equipment 1.0

STy e e e e e R L 7.0 )

Total commodity imports - - e e iiacacaeaan 424.9 2 2 S R P e )
T e e e e S O S S T 110.0 00 e s a s [ o o S
T VT TR Ty R e MR S e S S I |t LSl oo o) ST ) [ e

i) 1§ (6 e TNy, | L 534.9 o F R R | e ©

! Includes (in millions): Machinery and transportation equipment, $44; chemicals, $30; copper, $11; instru-
ments and apparatus, $11.
! Bwitzerland has net dollar earnings on current account,
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TABLE 15.—Turkey

[In millions of dollars]

FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

Import

Total
imports

Possible sources and distribution

L L e T o e s i sl o
ROATSA AL -7~ T T T T g T
Hatsandofs = o .- T oo e T e
BTN T hedaasnd Son-eRl I RIS R it -

S SN R i N A TR W 0 N
INATFOgEMESS —i i S T e e
sty aye oy e Lo e e o NS ) ) R
Potash

Finished

Pig 0 S G R S TP T e
Bemapdron o o e
b e s R S A S | W S o T

Total commodity imports
Lo n ] o] I e R N s s
Otherdollarpayments. - . - L o o

) B N N e, L N M O S LT

of financing
80[11::'028 ~:
. other ew
Td‘gllfgh tl%;m ne&w gnlted
nite tates
earnings States funds
funds
S e ST I
0i8 | R R
! Y RO N T
N CEf p———
Pl 10 | oo | b
Tih oo S R
Bl |cncoma i

........ o

69.0

1 Includes (in millions): Chemicals, $6; machinery and precision instruments, $4.
? Turkey has small net dollar earnings on current account.

L4
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TABLE 16.—United Kingdom and dependencies

Possible sources and distribution

of financing
Total Sources
Import imports United other New
Kingdom | than new United
dollar United States
earnings States funds
funds
L T e e e e 436:4 Lo s et 238.1 198.3
T i g ) s S e SsesTeaooe e e T2l e s 38.1 83.6
AR A O T TR T S D i s S 222 e S 38.1 90.2
R ST Mt maesid 19.0 24.1
e e L Ak BT e e e 19.0 125.1
Ll R L A B R e O i i e e S 27 N [ e i 33.3 206. 2
Ty e e S I S A S e {7l ISR e | e e N 164, 2
e e e e e R e Sy s e e e e 75.9
DT et b A L R L R AN e — Tl 1 oS L e e | R 171
R N e e ] R e I S e 37.9
e e e e AR S e L IRt 48 13.2
e B g T A AR AL A e 61.0
e e e Lt 2 A IS L R 390. 4 1,189.8
sty I D I T e S i {4702 5| DI - T T 160. 4
A e e b 1 It || T M S . | 226.6
L e e e e R e R B S 1 i A e R 1.4
Ty T T N i M S e e e .5
c s e e A L O R L SRR Rl SR e [ e e L0
Agricultural machinery . . . i ... A0 R S S I et | 20.8
U S B e e o e R e e e e e 12. 1
I D e el e e Tl T e MO SRS N 6 | N S ] 11 i A = 32.6
T g e e e S SRS S R 190. 6 0 ) eS| T s T
U T A e e e e S e ne T 212.8 s Hal Bl e 56.5
Iron and steel: 1
1) Tat hote o e S e 14.3 (o) RO (RS S
Omdeand semifinished - - .- - - .. ... 56. 0 b5 | BRI R ol
1T T e s s s O O T DY (e | S s g S|P i) | S e [ o B
LT S s e s o SRS S S [ S| ISR S e S e T
U T T e e e e S R S e S BB e e e e e e L 8.8
L e e el ae AL s e R S S | S S | L SER AR =Ry (P SR | S
Freight cars.. .- _. e N e e e L e s et | S AR A
e ) e o] A e e e P R = ol 2 Y| e AR 8.5
L ST YO TT | F0 T 01 O S S S Il e e P e 17
DI T e S e B SR R S N IR P (N S SRR 40. 5
T g e e e EE R e e 1,622. 4 1,594.5 o p it [ EES e e
Potal commodity ImPorts. - sne—remcemeemmyna 4,190.2 2,011.7 418.3 1, 760, 2
T e e s et e e S T RE SR RS SR S S 59.0 [y I P O SRR i el e
T e Tl g 1oy 4] A e S S SR e S 62.0 a7 B | S S | B e
STt e e R e 4,311. 2 2,132.7 418. 3 1, 706, 2

! Includes (in millions): Chemicals, $109; copper $80; tin, $44; lead, $37; zine, $35; aluminum, $75; wood
gsualp, $48; newsprint, $24; hides and skins and leather, $87; machinery and equipment, $371; fish, $29; wool,
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TABLE 17.— Western Germany, bizone

[In millions of dollars]
Possible sources and distribution
of financing
Total Sources
Import imports Hisonal other New
dotier | ez | et
: 8
paaps States funds
funds
Fann iy b e SR s SR W D B S T s N i EEESE e EReee e 284.6
ST AT I O g e 1 e S 0 N POV N e ek 5.1
FRmand ol .. - ... R e Ol L e e 7 O i PR RO S| S PO 24.5
(51115 St S o o NI T L, .. SRR e | | Wppepae BRSO IR P L
LT A N W U N SN T T el Y L 3 ) ESTREEPY | N 27.5
3 e e e e | Pl v 6.2
|3 g e b (1 7 S S e S . W I Son SF 1 o Pl | Femoreret il 0.9
T S T ST LI S M S S R e
T R T e e b DO o bibilscccss s fizaiamass 5.5
I o kst o e o e i e e et o g i e i i il B L e B e
TR e e o IR e WS T M L iy LD A R O EE T 23
BT e L B T B SR e O N e 2 A e g e 2.9
=i E o o i B R e e 1 SRS I S emTne e = 438.4
e il s s et e SN i SRR R T (G e (%) M IR WS § T T 16.1
ORI RN T e g U T T i ] 1M P RS B, 66. 5
) a g e Lo S R SN L DT R e L | v e 12.0
3 ed 7 e g I Sl - ST ety | 5 Bl Dol Tl B S N A |
| 5750 AT SO MR T I S S 57 1N ) I
Agricultural machinery
e i TNEEN T S e T L ] (AR W . R e Y
Mining machinery .. _._.__.______
Petroleum products
{ 1o, XU T Al T S R T P
Iron and steel:
Iy e e S PI  |[eomte Se ©  | ERT  e ees
Crudenndsemifnished . . .- . o o ao BN i aa g S el S e (e S,
T T e | s T
BEFADVATON 1 ot e oo bt e id dim o oo i S i e e [ 40 T B et G ] S e AN S
o R e e IThr R & | PP g S O s ey =
packs - f - L R Al ) . e e ) 0.4
LTyt s ) Ik < NS S SN A I ey TV RN e N 60,0
T aEoSa T 1] A e Ny TN 10 SO 00 Vo s R S | R R A R DT
imherequiipment=— ... L - 112 L1 Mo o e ] P o .3
Hleetricalleqpment . - L o e O AT N TR B e 6.0
48 T Ty o e o ro I T SR N ) B (O 7T T T v 212.4 o g e 112.8
Total commeodity-imports:__.___le 1. . 880.1 0 0 PR 780. 6
ol et ah e B e et S e L N T 2 o 1 ] P s S B e 134.0
Ctherdolinr payments. . s ¥ bt s LN et et Ao S O e L ety S R S
85 A e S S S R e e L S L e 1,014.1 AN P 914.5

| ! Includes (in millions): Copper, lead, and zine, $18; hides and skins, $9; seeds, $22,
! In addition to-its dollar requirements for imports from the Western Hemisphere, bizonal Germany
will have an uncovered dollar deficit of $200 millions with nonparticipating countries outside the Western

Hemisphere.

coarse grains, $28.5; cotton, $16.6; other raw materials, $26.6; freight, $26.8.

George C. Marshall Foundation, Lexington, Virginia
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TaBLE 18.—Germany, French zone

Possible sources and distribution
of financing
: Total Sources
Import imports French other New

zone than new United

dollar United States

earnings States funds

funds
e i et SO R R U S e 44. 6 IR R YA 44. 6
TR b e S e e e R e e e o S SR S S O | S PRSI B e i -t
eyt A SR e SR B i e s e ot (PSR i S o prp e | e et [ [T 4115
T e e e e e i etk o e et e et et [ B et g e eI S
T e A o s e P S R e s S e AU B L 1.6
T s e e e S e e e e e e e A e e
R e T e T T R R T T | (R il PR SRS e S e L
4 B B
T e e e R e e oLl PP e L Tl e e S (R o B A
A e e e e e = DO L IEC R SRl 6 e L o« JS0, Syl o) e el pel | Ll e 1 ]
e S s e S e B e R R SR S T e Pl EESC RN e S PR 3
TS B e e S SR S Sl B R e g s e R ) B S e P e e e e s
L Ir e e e il (RN s e 7 ST W ) ST S FY 46. 5
T e e e e O S e NIRRT S SRS S e e 1 | e S L e e e S 2.0
N et TV Tl R SR A e S A A I 1 e | o s s 16. 7
e e e | O e R e
R ORI s = St s et i = ool o a Em S m e S R S S e T el [ R RS R S e[S mr i | e e
T Y L O L e e S B e e e S e e e < SO et e
Ny Tl Lt el rh 3 5T ol e S S e e et S e 1| ISt | R IR PN 1.1
s e s e e A R e o P e e e P e s
R e I R TR b o It ~ vl Bo = oo se e um e o s s s oie [a—s Shbenvas | s sdesdrbas (oL st SRC e S
e e e g s (o ey v e S S S O e ) R | A R (e 8.7
B s e e e e e e e | R e s e | S | e i | T e
Iron and steel:

eI | R e WS Rl LA T W e NP o L T SRR B TR TR
Erdesng simtinished - = = - R e il e T
R L e R b e s e s b o S i = i we =l e sa a T ek | Sh e s s R e B | ES U R R e Y
) e e e e o e et e e b e | s e e o | s i | e Sl 2
T Ty g e oy s e 1 R T SR BE SR W FRRECH G SR S| VSR R, (Sl N MR " TE TR T
il e e S e S S e R S e S ) SRS TR LS St R s | RS
G T R T T e e el e Sy S B By S e S| e = e[S e S T (e
B S T B e o et e A v s e e o wm [ e 5 i s | St i N o L guinl
T T AT | e S R i L S SR SRR T | Py (s SR (Ml T S T
LT gL R oY R T £ay et s A e s e B P i [ T
g eitaveyn oyt N DT e W | 16. 2 1 1) 17 W S 4.7
Total commodity imports. .- -c-coacatoocoao-: 91.9 } e N S 80. 4
e T e e M S O N A Tl 1.3 0 I (e M iy TN P 3T
Other dollar payments. . ... .__...__ e e e e | S s e | R T
T e L SO e T SN 93.2 1 5 o [ e P 80. 4
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TABLE 19.—Germany, Saar

FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM.

Import

Total
imports

Possible sources and distribution

of financing

Saar
dollar
earnings

Sources
other
than new
United
States
funds

New
United
States
funds

Lo g T R RO B SERS ST
CaaSeErRInR S o
Fats and oils

0il cake

L e e
STt TSt it 1 o R R SN R B P S A
BErralon.progucts -~ S s A i
3 1Y e et A R e IRL AR R T, T I S 0
Iron and steel:
hsked - e
Crude and semifinished ____________________________
L5518 ) ¢ LR NG T e = PN L e
BePAraR =R e e e e
Iron ore
Freight ears
StaslemiSprent L L ATl Tl D e e e
Timbey eqiipment: oo oo e
Hlectrical equipmenty. - - - o ool e e il
MtherAraports . Cied O WTE . T TR e

Total commodity imports._._ ..

Neotfrgaght e = 0 - L s e e
©therdollarpayments___________ . ______________ ______

Thank you very much, Mr. Secretary.
Chairman Earon. Mr. Secretary, it is very evident that the
committee is finding you a real gold mine for information we have been
I would like to suggest,
to give everybody a chance, that we see if we cannot confine our
questions to about 10 minutes each, Mr. Richards.
Mr. Ricuarps. I have no questions at this time, Mr. Chairman.

seeking.

Chairman EaTron. Mr. Vorys.

In fact, you constitute pay dirt.

Mzr. Vorys. Mr. Secretary, you have recommended that this aid be

in the form of grants and loans.

We have had considerable discussion

on the proposition that the grants could require ultimate repayment in,

for instance, strategic materials.

Members of our committee have

pointed out that this amounts merely to a restricted type of loan.
What I want to know is what is wrong with that?

Secretary SNYpER. In the immediate future, the difficulty would
be that in figuring this program, the countries have taken into con-
sideration the production and sale of as much of that material as can
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be handled, as part of their own effort. As time goes on, as they get
into production, that might be well able to form an important part of
the program, beyond this earlier period of aid.

Mr. Vorys. I appreciate that, and you have stated it quite well—
that for a 4-year period, or a 5-year period, there is no use loading
down these countries which are dollar-short with dollar liabilities that
would come due during that period, or with obligations that would
cut down their dollar resources.

Secretary SNYDER. Or cut down their supply of equipment, mate-
rials, and food for their own consumption, needed to bring them back
up to a stable level.

Mr. Vorys. That is right.

Secretary SNYDER. Because if we force them to put these dollars
which we are loaning them into something which is-not productive
toward the reestablishment of their own economy, we would not be
aiding them. We have figured all of that—what their capacity to
produce those materials will be during the next 3 or 4 years, what
they can do under that program—and have tied it into their self-
help. The aid we are proposing is over and above that.

Mr. Vorys. Yes.

Secretary SNYDER. As you say, when we go beyond the period of
aid, and the countries get stabilized and get into production, then we
might give some consideration, in the individual dealings with them,
as to what might be feasible in that area.

Mr. Vorys. What I cannot understand is why it would hurt a
country to say to it, in substance, this: “We are furnishing you food
and a great many other things you need, subject to your repaying us
in X strategic material, of which you and I both know that you have
excess supplies which have not yet been developed. You do not need
to make any payment for 10 years, let us say. But at that time you
will have to repay, in strategic materials, on the basis of, let us say, 25
percent of your production.” Or some other such percentage. That
country has the right to pay in dollars rather than strategic materials,
but has no obligation at all except that, at some period in the future,
it must repay something that we know perfectly well we are then going
to need.

For the life of me I cannot see how that would cripple that country,
or cripple the recovery plan.

Secretary SNyYpER. I agree with you, and the Administrator will be
charged with giving consideration to all those things in making the
agreements, and determining what shall be loaned and what shall be
orants-in-aid. If he sees an opportunity, over a long-range period,
for repayment of a Joan, then he can move over into the problem of how
the loan could best be repaid. He has to analyze not only the im-
mediate conditions of the country receiving the loan but the future
conditions of that country.

Mr. Vorys. Well, the thought was that by having some provision
in the law, we might help the Administrator a little by not leaving
him quite so much latitude. We have found an inclination on the
part of administrators who can make loans or grants, often to make
the grants because then they do not have to collect them. If per-
centagewise or otherwise we were to say, “Now, so much of this,
six-sevenths of it, shall have some provision for ultimate repayment
in kind some day,” I think we would be helping the Administrator
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when these countries come in saying, “We prefer to have a grant rather
than a loan.”

Secretary Sxyper. Mr. Congressman, you will be interested in page
49 of the background information for the program, which says:

In appropriate circumstances loans made by the United States administering
agency might contain a provision specifying that in the event circumstances make
the probability of repayment of the loan in dollars at its maturity date doubtful,
the participating country may tender or the United States Government may

require deliveries of materials expected to be in long-term short supply in the
United States.

Mr. Vorys. I am familiar with that suggestion.

Secretary SNypER. The point of what you are saying is in complete
accord with the thinking of the people who are proposing this.

Mr. Vorys. That is all for now.

Chairman Earon. Mr. Courtney.

Mr. CourrNEY. NoO questions.

Chairman Eaton. Mr. Gordon.

Mr. GorpoN. Mr. Secretary, I want to thank you for your compre-
hensive statement. I have only one question. Is there some set
rate of interest contemplated under these stabilization loans?

Secretary SNYpeEr. Will you repeat that question? I am sorry, I
did not hear it. |

Mr. Gorpon. Is there some set rate of interest contemplated on
these stabilization loans?

Secretary SNYDER. Noj; there has been no rate determined at this
time. Those long-term stabilization loans are for some time in the
future. We are merely mentioning those here because I want to give
* you the complete thinking, so that if a proposal for stabilization loans
should come up at some time and I were to be around, you should not
say, “Why did you not tell me that before?”” We might consider
stabilization loans an appropriate thing later on, as we see those
countries stabilized and moving ahead, where just a little extra help
of a stabilization loan might be of assistance to them. But it is too
early to talk about that now, because it might not happen for 3 or 4

ears.
! Mr. GorpoN. I suppose, too, that the rate of interest would vary
as to different countries?

Secretary SNYDpER. It has to. Of necessity, it has to.

Mr. GorpoN. And the amount of loan also?

Secretary SNYDER. Not only the amount of loan, but the type of
rate structure that existed from country to country. If you go into
the international loans we have made over a period of years, you will
find many rates. There may be a pattern of rates, but there is no
precise rate. That is a negotiated matter.

Mr. Jarman. Will the gentleman yield?

Mr. Gorpon. Yes.

Mr. JARMAN. Mr. Secretary, as I understand it, the basis on which
it has been decided whether these funds are to be allocated as loans or
grants is the opinion of these people who have studied the question
as to the ability of the various countries to pay.

Secretary Snypgr. It will be the Administrator who determines
that. It will not be a predetermination made now, but it will be the
Administrator’s duty to determine their ability to pay when he is
negotiating the arrangements with the various countries.
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Mr. JarmaN. I suppose that explains the leeway in the testimony
we have heretofore received, to the effect that the loans would be
between 20 and 40 percent of the total.

Secretary SNYDER. There necessarily has to be a spread there.

Mr. JarMAN. The Administrator would decide that?

Secretary SNYDER. Yes; and we do not want to narrow that down,
because we want him to make just as many loans as he possibly can,
measured against the countries’ ability to pay, and we do not want to
say today that a certain percentage will be loans and have everybody
set that as their goal. We want the Administrator to be charged
with doing the best job he can, and making as many loans as he
possibly can, measuring against a careful analysis of their ability to,
pay.

Mr. JArRMAN. But it is now contemplated that the loans will be
between 20 and 40 percent?

Secretary SNYDER. That figure has been used; yes.

Mr. JarmMaN. Now, Mr. Vorys just asked you, if I understood him
correctly, about stipulating into this legislation the fact that, in due
course, six-sevenths of it be loans, and one-seventh be grants; and, as
I understood your reply, you said his thinking coincided with that of
those who are proposing this legislation. Did you mean to say that
you think it would be desirable for us to tie these countries down to
pay six-sevenths of this?

Secretary SNYDER. I did not think I had made any such commit-
ment.

Mr. JarmaN. Maybe I misunderstood one of you.

Secretary SNYDER. No, I do not think I said that. If I did, I
certainly want to correct it.

Mr. JarmaN. Perhaps I misunderstood one of you.

Secretary SNYDER. No, we were talking about requiring the coun-
tries to pay in materials rather than in dollars, and we were not talking
about the percentage or anything of that sort.

Mr. Vorys. I did not understand that you approved of the per-
centage which I picked out of the air. I would be glad if you did.

Sl_*lcretary SNyYDER. I did not intend to agree, and I did not think
I did.

Mr. Jarman. What would be the danger for us, if instead of six-
sevenths, say, 50 percent were fixed ; what would be the danger, if, by
this legislation, we were to stipulate that England, say, or France, in a
10-year period, were to repay a considerable amount in strategic
materials rather than leave it to the coordinator or administrator,
what would be the danger of, just as soon as we pull these countries
out, us having, by legislation, created a situation whereby they would
just fall back into the pond again?

Secretary Sxyper. 1 do not think it would be the best approach,
to tie down any specific percentage that must be made in loans, or
grants-in-aid, or any percentage to be repaid in a certain fashion.
Having spent my entire life in the banking business, I know that if
the board of directors ever tries to make too precise a determination
of policy, and spells it out too definitely, they put their officers in a
very bad position when they start negotiating. A good broad policy
will produce the best results. -

Mr. Jarman. I so thoroughly agree with the Secretary that I just
did not want to run any risk of the record being misunderstood.
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Secretary Sxyper. Thank you very much.

Mr. Vorys. Mr. Secretary, were you ever on a board of directors
that authorized the president of the bank to either lend or give away
all the money in the bank?

Secretary SNyper. That is a new field of banking, Mr. Vorys.

Mr. Muxpr. Mr. Secretary, I want to pursue this for a moment,
It seems to me that the criterion which you spell out on the first page
of your testimony does not quite represent the process of administra-
tion which you have been discussing here with Mr. Vorys and Mr.
Jarman, because you list there only two possibilities: grants-in-aid,
which are gifts, absolutely, and loans. And the way you describe
the word ‘loan,” it is something to be paid back in dollars. The
criterion to be used is the ability of the countries in years to come to
pay back the dollars. I think you said in the record that there is a
third possibility, that an advance of some kind, to be paid back in
commodities or in critical materials, after these countries have started
to get back on their feet, if that is part of the program.

Secretary SNypeR. That is not inconsistent with what I have said
here, because those materials are worth dollars, and if we elect to take
those materials instead of the dollars, that is just exactly what we
provide here.

Mr. Munxpr. But your implication here is that unless they have
the oppurtunity to convert those raw materials into dollars, which
many of them may not be able to do, it is then a grant-in-aid.

Secretary SNYper. Oh, no.

Mr. Munpr. Let me read it t6 you, Secretary Snyder:

The eriterion

Secretary SNYDER. I am quite willing to amend the statement to
include that, because that is our intention. Perhaps I oversimplified
it. I am considering that if they furnish us materials, those materials
have a dollar value, and, therefore, it would be a question of dollars,
or so many dollars worth of material. So I simplified it by saying,
“their dollar ability to pay.”

Mr. Munpr. Then, it is the purpose of the Government, insofar as
you speak for it, to consider this third field? '

Secretary SNYDER. It is right in our proposal, on page 49. It is
spelled out. .

Mr. Munpr. 1 know, but, after all, that is your testimony.

Secretary SNYDER. Perhaps I oversimplified it. I was thinking in
terms of the dollar ability to pay, which would be material.

Mr. Mu~npt. Do you agree with me that there is a fourth category
of repayments which they might make, which are repayments in
services? For example, France owns the radio station in the name
of the Government. We want to conduct radio programs to help
the people of Europe realize the motive behind the European recovery
program, and to answer the lies the Communists are spreading against
us. Would there be anything wrong, as you see it, for them to make
certain repayments to us by giving us time on that radio station?

Secretary SNYDER. Those things should all be given consideration
in the negotiating of the individual loan.

Mr. Munpr. Would it not seem to you to be a reasonable way of
making some repayment?
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Secretary SNYDER. Personally, I think that much of that should
be required as part of the program, because it is just as much to their
interest to get this program into effect as to ours.

Mr. Munpr. Very good. 1 agree with you.

Secretary SNYDER. But again you agree with me that if that
service is worth dollars, that it gets back to the dollar ability to pay.

Mr. Mu~npr. That is correct. In this case it is not, of course,
because they are not selling that to the American advertisers for
dollars.

Secretary SNYDER. That is right.

Mr. Muxpr. I agree that if this program is going to work, we have
got to put it on the basis that when we start putting coal in the
locomotives, that the train does not stop dead in its tracks, that we
are going to have to work together with the elimination of customs
duties and so forth. Therefore, will you tell me why the adminis-
tration has discouraged the meeting which was to be héld about now
in Europe by the British and the French, to begin at this time to
work out the cooperative agreements whereby they are gomng to
bring their economies and their customs systems closer together?

Secretary SNYDER. I do not know of any such discouragement. I
am not aware of it. ]

Mr. Munpr. Yes. I realize that you are not in the State Depart-
ment. But I think that is a matter of record, or a matter of fact.
Do you wish to say something on that, Mr. Ness?

Mr. Ness. No comment.

Mr. Muxpr. No denial?

Mr. NEss. I just do not know.

Mr. Muxpr. I think you will find that to be true, and it is very
disappointing to me because I would like to see them get under way
with this program at once, insofar as working out this mutuality and
cooperation is concerned. ;

Have you any thought, Mr. Secretary, as to the amount of these
stabilization loans which are contemplated later in 19487 Is that
going to be a multibillion-dollar proposition, or will that involve just
a few million dolars? What do you envision in that connection?

Secretary SNYDER. I could not possibly make an estimate of that,
at this long range.

Mr. Munpr. But you do feel, however, that this $6,800,000,000 is
not a program to cover 15 months, but an installment payment to
which we are to make further contributions later on during the year?

Secretary Sxyper. Oh, no; not unless Congress elects to do so by
being convinced that it is a proper thing to do.

Mr. Munpr. That is right.

Secretary SNypeER. That is not part of this particular program, no.

Mr. Munpr. But if you run up an amber light or caution signal,
“Do not expect this $6,800,000,000 to be enough, because it will not
do it——"

Secretary SNyper. I want to make myself perfectly clear. In
looking over our experience in the past, in stabilization of exchange,
and maintaining a balance of position with a country, it occurred to
us that there might arrive a time when we would deem it advisable
and proper to consider such a procedure, and I just wanted to flag
it. I do not know whether it will happen or not. It is just some-
thing that has been advanced, something that we have thought of.
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As the participating countries advance, and we see things moving
along in pretty good shape, you folks might, yourselves, say, “It
might be a good idea to set up this stabilization fund.”

Mr. Munor. I appreciate your candor in bringing it up. In your
final paragraph you say:

It would serve no good purpose to ask the European countries to put their
own houses in order if we, ourselves, adopt methods which might accentuate
inflation in the United States * * *

In all honesty, I think we should be candid with the country, and
let them realize that this program, in itself, is accentuating inflation
in the United States, because necessarily we put the impact of a great
purchasing power upon supplies which are short, which is an inflation-
ary measure. I think we should do something along that line. I do
not think we should disguise it as a cloak and as having nothing to do
with the high cost of living, because obviously it does.

Secretary SNYDER. Yet this program calls for less exports than we
exported last year; is that not true, Mr. Ness?

Mr. Ness. That is true.

Mr. MunpT. But the exports made last year, together with other
factors, certainly have precipitated the inflationary rise in the cost
of living?

Mr. Nuss. It may have been one of the factors contributing to the
rise.

Mr. Mu~xpr. Well, that is a fact, is it not? .

Mr. NEss. Yes, but this program, however, does not tend to do
that, because it 1s dropping back in exports.

Mr. Munpr. It may not be intensifying it, but it is certainly
going to contribute, during this coming year, to increasing or main-
taining the high cost of living.

Secretary SNYDER. But it is not adding to the inflationary pressure,
that is the point I make. :

Mr. Munpr. It is adding to the vis-a-vis not doing it. It may no
be adding to the vis-a-vis of 1947.

Mr. JonkmaN. Will the gentleman yield?

Mr. MunpT. Yes.

Mr. JonkmaN. It is not making us sicker than we are.

Mr. Munpt. It might be postponing our convalescence. I think
we have to recognize that factor and move into the program, anyhow,
but I think we should do it with complete honesty to the American
Eublic and say, “This is not only goinz to cost us taxpayers money,

ut it is also going to increase the cost of living while it 1s being done.”
As an economist, you would not deny that, would you?

Secretary SNYDER. I think it is perfectly obvious that if we are
going to put this much of a program through in this country, we are
measuring it in terms of much greater stakes.

Mr. Munpr. That is perfectly right. . _

Secretary SNyper. But I do want to say something about this sick
country here. 1 would, first of all, like to stay as sick as we are,
producing more than we ever produced in our history, and making
greater profits than we ever made. '

Mr. Mavoney. We also have more debt than we ever had, have
we not, Mr. Secretary?

Secretary SNyper. Well, we are getting along with it all right.

Chairman Earox. Mr. Mansfield.
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Mr. Mansrienp. Mr. Secretary, insofar as inflation is concerned,
it seems to me that Marshall plan or no, unless this Congress takes
some action, we are still going to have inflation. That is the nub of
the whole thing.

Now, I have a few questions I would like to ask. Do you think
this country 1s capable of undertaking a project of the magnitude
envisaged in the Marshall proposal?

Secretary SNYDER. I bottom my opinion on the careful study made
by the various groups which approached that problem. I think yes.

Mr. MansrieLp. Do you think we can carry this proposal, and at
the samg time appropriate the funds necessary for universal military
training?

Secretary SxypeRr. I think we have got to measure both this pro-
gram and universal military training program against a greater
problem. It is not purely the economics of it, as apparent today,
but it is the long-range economics taking into consideration some
alternatives that we have to face. -

Mr. MaxsFieLp. You indicate, then, I presume, that we could
carry both?

Secretary SNYDER. If we are able to maintain our present or nearly
our present level of economy, yes.

Mr. MansFieLp. Do you think it reasonable to assume that we can
carry those two proposals, and the tax reduction as contemplated in
the Knudson proposal, which I understand will be before the House
this month, and which will mean a lessening in revenue to the Treasury
of something like 5.8 billion dollars?

Secretary SNYpER. Mr. Congressman, I have stated on a number
of occasions that I do not believe that while we are faced with these
particular problems as we are today, and with the present economic
situation as it is in this country, we should have the lowering of reven-
ues available at this time.

Mr. MansrieLp. You think these funds are necessary for the car-
rying out of this particular program, and the reduction in tho national
debt?

Secretary Sxyper. That is correct.

Mr. MansrieLp. That is all, Mr. Secretary.

Chairman EaTon. Mr. Smith.

Mr. Smira. Mr. Secretary, do you consider it a condition precedent
that we have a balanced budget before this plan is adopted?

Secretary Sxyper. I think we should include any aid in a balanced
budget.

)rlgr. Smita. In other words, if there is a danger that the budget is
not going to be balanced, that we should refrain from embarking on
this program. \

Secretary SNxyprr. Quite the contrary. I think we ought to provide
this and then see that we have a balanced budget.

Mr, Smrra. I notice from your remarks on page 5 you stressed the
fact that countries, by agreement, will concede that they must
stabilize their currency, and their budgets must be balanced, and so
forth. Do you have any information that you can offer for the record
to show that these countries are willing to do that, aside from your own
statement?

Secretary Sxypur. Oh, yes; they proposed it themselves. It was
included in the original proposal, the Paris proposal.
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Mr. SmitH. Do you feel that——

Secretary SNxypER. I quoted from it in my statement, Mr. Congress-
man, as to just what they agreed to undertalke.

Mr. Smita. Where is that, please?

Secretary SNyper. At the top of page 5:

At the Paris meeting the 16 participating countries undertook to apply any
necessary measures leading to the rapid achievement of internal financial, mone-
tary, and economic stability while maintaining in each country a high level of
employment.

That was all spelled out, the balancing of the budget, and stabilizing
of their internal economy. They all agreed to that in the meeting.

Mr. SmitH. Since that meeting, has there been any movement m
that direction that you know of?

Secretary SNyDpER. In a number of countries; yes, sir.

Mr. Smita. Which ones?

Secretary SnypER. Italy, France, several of the other countries
where studies are under way, but the most progressive movements
have been made in those two countries.
~ Mr. Smita. In other words, by these agreements we are going to
Impose certain conditions?

Secretary SNYDER. Definitely.

Mr. Smita. There has been some publicity to statements from
people in Europe to the effect that if the American plan envisages any
demands or any strings, that they are not interested. As a matterfof
fact, in our trip last fall, an official of one of the governments said,
“If you offer us aid, and attach strings to it, we do not want your aid.”
I think there is a growing feeling, in some of those countries, to the
effect that if we restrict this program in any way which does not meet
with their approval, they do not want it. Do you have any infor-
mation to that effect?

Secretary SNypER. No, sir; I have not, presently.

Mr. Muxpr. I think the record should show that that was not one
of these 16 countries.

Mr. Smita. It was not?

Mr. Mu~npt. No.

Mr. Smita. It was.

Chairman EaTon. Mr. Javits.

Mr. Javirs. Mr. Secretary, on your trip to Europe, did you find
that one of the basic things lacking in Europe was confidence by the
people in their own governments and their own currencies?

Secretary Sxyper. That was almost universal.

Mr. Javits. And do you feel that such confidence would be ma-
terially reestablished if there were stable currencies in those countries?

Secretary SNYDER. Definitely.

Mr. Javirs. Therefore, would you not advise considering very
seriously some means by which, as part of this European recovery
program, we could help in the stabilization of those currencies more
promptly perhaps than is indicated in your memorandum?

Secretary Snyper. That is a delicate question of timing. To try
to spell out in legislation how to do it would be a difficult thing to
do. We could provide for the objective, but I doubt if we could say,
“This is the pattern that should be followed.” I think we would have
trouble working that out.

Mr. Javits. What would you think, Mr. Secretary, in view of the
lack of confidence which we both observed, if part of the aid under
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the European recovery program were made available in gold, instead
of in paper dollars or credits? We have a good deal of gold at Fort
Knox. Why not allow some of this aid in gold?

Secretary SNYDER. That would come under the stabilization matter
I talked about. What we are talking about here is getting them in
motion.

Mr. Javirs. But, Mr. Secretary, if the resources of these countries
can be materially enhanced by confidence, would it not seem advis-
able to give serious consideration to allowing them some of the money
in a form which would inspire the greatest confidence? To us 1t
should not be impracticable because we have a good deal of the mone-
tary gold in the world now.

Secretary Sxyper. Well, I do not know. It would be all right. T
suppose. We would advance these funds in gold?

Mr. Javirs. Well, in part.

Secretary SnypeER. I do not think that would make any great
difference. If it was felt that that would create confidence, whether
it was dollars or gold, and if we have any free gold not tied up by
obligations, I am quite sure that that would be just another manner
of payment.

Mr. Javits. Would you say that some serious consideration should
be given to that point?

Secretary SxyDER. The main handicap of the suggestion is that
we do not intend to make big advance payments. We are going
to advance money as the program goes along, watching it to see that
it is meeting the needs for which it is set out. So there never would
be an oceasion where we were going to advance funds that would be
of the size to encourage the sort of thing you are talking about—at
least in the early stages. It is not the intention to make big advance
payments.

Mr. Mansrierp. Why not make it bimetallic, gold and silver,
instead of just gold?

Mr. Javirs. I might say to the gentleman that I do not accept that
amendment.

Mr. Secretary, I notice on page 6 of your statement that you say:

I am sure this eountry does not wish to dictate to these friendly countries
either the particular measures they should take, or the exact manner in which
they should be taken.

Does not the Secretary believe that fiscal measures will figure in
the bilateral agreements between us and the benefited countries?

Secretary SNYpER. By all means; but by my language there 1 mean
we are not going to tell them: “You have to put on a certain type of
taxes,” or “You are going to have to set up a certain arrangement
toward this end.” We will give them the principles, and then we will
have to watch as they go along, and if they are not following those
principles, that is when we can cut aid off.

Mr. Javirs. Suppose we are convinced that their actions are un-
economic, can we turn the stream of aid on or off?

Secretary SNYpER. Always.

Mr. Javirs. Will the Treasury have anything to do with the turning
the aid on or off, or is that solely the decision of the Secretary of
State? As I read this, it is.

Secretary Sxyper. The NAC is in consultation at all times, and
we have found it to be very effective up to date. If you talk to the
Export-Import Bank officials, they will tell you there is a very fine
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working arrangement between the NAC and the bank, and they
welcome the type of consultation we give on the Council as to whether
that is proper or this is proper. I am quite sure the Administrator
will be delighted to have the advice of the Counecil in his work,

Mr. Javits. Is there any reason why there should not be a disclosure
to countries to be benefited under this European recovery program of
those of their citizens who have private investments in our country,
whether or not they are blocked?

Secretary SNYypeER. We are working on that program right now and
I hope to have a proposal on this very shortly.

Mr. Javits. Do you believe that we must have some mechanism
by which American foreign policy should be observed by private
investors in the ERP countries in return for the guaranties of con-
vertibility and ‘withdrawal of the foreign exchange involved, which
are proposed in the administration’s ERP bill?

Secretary SNyper. There is no question about that. '
 Chairman EaTtoN. Mr. Secretary, are you conscious of the fact that,
in going into this enterprise, the United States of America becomes a
European power, along with the other 16 nations?

Secretary SNYDER. Well, tve are certainly taking a great interest in
European affairs.

Chairman EaroN. That evidently has your approval, Mr. Secretary.

Mr. Jonkman will take the chair, as I must go.

Thank you very much for being here, Mr. Secretary.

Mr. JonkmMaN. Mr. Lodge.

Mr. LopGe. Mr. Secretary, in the several pieces of legislation
which we have had before us over the past year, we have substituted
the word ““credits” for ‘“funds,” in connection with the availability
of dollars to other countries, and each time—Dr. Judd brought this
up with Ambassador Douglas, I believe—each time that foreign-aid
legislation comes before this committee, the word “funds” is put back,
and we have to take it out and put in the word “credits.”

I wonder if you would care to tell me whether you feel very strongly
that we should make actual funds available or whether you have any
objection to our substituting the word “credits’’?

Secretary SNYDER. Does that cover your grants-in-aid?

Mr. Lopge. It covers everything except for loans, of course.

Secretary SNYDER. I do not quite get the distinction.

Mr. LopGe. All the legislation we have had up to now has been for
grants-in-aid. I am referring to the grants-in-aid part of this measure,
which 1s, of course, by far the larger part, as it is now constituted.

Secretary SNYDER. The point I wondered about was, if we say
“credits’” and then were grants-in-aid, whether we leave the impression
with people that they were credits to be repaid. That would be
the only question in my mind. I am just wondering whether the gen-
eral public would understand that we were advancing $6,800,000,000.
in repayable credits. :

Mr. Lopce. You would have no objection to making “credits”
rather than “funds’ available for the grant-in-aid part of this legisla-
tion?

Secretary SNyYpER. I think that would be more clearly stated. I
would have to give careful study to that question.

Mr. Lopge. I would be glad to have your view on that, Mr.
Secretary, because_this is a matter which crops up in every foreign-aid
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bill that we have, and we thought that it was better to have the word
“credits” instead of the word ‘‘funds.”

Secretary SNyYDER. Just roughly, I do not see that it makes much
difference, when we follow my interpretation of those two words. 1
am just wondering whether we would be making it clear to the public.

Mr. LopGge. Our object in putting in the word “credits”’ was to
protect the public. We thought we were protecting the public
against the use of these funds in a way which would send up prices
beyond our control. If we established lines of credit, then, we would
have more control over the expenditure of these dollars in the United
States, and, therefore, it seemed to us that from the point of view of
protection of the public it was better to do that. Now, when it
comes to the public’s misunderstanding, I suppose that is a matter of
public relations, and I notice that your Department has always been
very adept at that, so I do not doubt that you can sell that idea along
with a lot of others.

Secretary SNYpeR. If you desire me to, I will make a very careful
study of the use of the two words as applicable to this.

Mr. Lopge. All right, sir. I think that would be very useful.

Now, Mr. Secretary, does it not seem to you that the dollar, rather
than gold, is becoming the medium of exchange throughout the world?

Secretary SNYDER. At present, certainly.

Mr. Lopce. Do you anticipate in those circumstances

Secretary SNypER. There are some gold movements, but they are
principally in terms of dollars.

r. Lopge. Do you anticipate that in that connection it might be
necessary, at sometime, to prevent the export of dollars or to control
the export of dollars, in the same way in which other countries control
the exports of the currency of their country? or do you believe there is
no danger of having to do that?

Secretary SNypER. I would hesitate a long time in making any
recommendation to block dollars, or anything of that sort. I think,
for our world-trade aspirations, we want to bend every effort to keep
the dollar free, if we can.

Mr. Lopce. I was tremendously interested in that part of your
statement to which Mr. Jonkman referred, on page 6. I think it is
an excellent statement. In that connection, I would like to ask you
this: Would you agree that a large part of the load on the American
taxpayer consequent upon this program is due to the demand made
upon us to fill in the gap between the legal and the real value of
foreign currency?

Secretary SNYpER. Noj;I do not quite follow that, Mr. Congressman.

Mr. Lopge. Well, you said that you felt that some of these cur-
rencies were overvalued. Obviously, when they are overvalued—
and you state that yourself—exports become difficult, and exports
are reduced.

Secretary SNyYpER. It is a matter of getting their economy to move
in such a fashion that that can be corrected.

Mr. Lonce. Therefore, to that extent, we are being asked to fill in
the gap between the legal and the real value of their money; is that
not so?

Secretary Snyper. The real ability of the country to meet its
need. I would rather put it that way.
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Mr. Lopge. In other words, you would say that it is not true that
we are being asked to fill in the gap between the legal and real value
of their money?

Secretary SNyprr. Not as such. It is the real need of the country.

Mr. Lopge. If that is true, then, what difference does it make
whether their currencies are overvalued or not? :

Secretary SNypER. In the long run, it makes a great deal of differ-
ence, because what we are doing here is to enable them to reestablish
their economy. :

Mr. Lopce. You mean it makes no difference now? If the real
value of their money was the same as the legal value, it would make no
difference to us right now?

Secretary Sxyper. Now, Mr. Congressman, do not try to get me all
twisted up.

Mr. Lopge. No. I am trying to understand.
~ Secretary SxypER. I just said that there is no desire on our part
to make up the difference between the legal value and the real value
of their currencies. What we are looking at is the objective and at
the ability of those countries to purchase at this time, and we are
trying to make up the difference between the real need and the avail-
able means of payment. The purpose is to get the countries into a
stable area where their currencies can be adjusted to their proper level.
You could get into a rather intricate discussion of that, which gets us
away from what we are trying to do.

Mr. LopGe. I am afraid I do not understand you any better than
you understand me at this point, Mr. Secretary. That doubtless
is my fault. It seems to me that since it was desirable to devalue
these currencies, that one of the reasons it was desirable was the
European recovery program, and since a devaluation of these cur-
rencies would contribute to- European recovery, therefore, it would
also diminish the load on the American taxpayer and, therefore, that
it would be important for us to know now to what extent the difference
between the legal and real value of these currencies constitutes an
additional drain on the American taxpayer by means of this program,

Secretary Snyper. Well, if we required each country, right at this
minute, to revalue its currency, on a dollar basis, we would probably
just wreck a great many of them.

Mr. Lopoce. I am making no suggestion, sir. You know so much
more about this than I do. I am simply asking that question.

Secretary SNYDER. I am not assuming that I do at all. I am just
trying to approach it in the fashion that most of us can understand
better. If we get to talking about a difference between the legal
and real value of a currency, we get to thinking in terms which are
completely foreign to our real objective. We are not just trying to
go into a country and say, “Here is the real value or dollar value of
this currency, and here is the official rate, and, therefore, we are going
to make up the difference in the value of that currency.” No one
would understand what we were trying to do.

Mr. LopGe. I understand that, Mr. Secretary, and I realize that
the question of devaluation is a very delicate matter. I do not feel
competent myself to comment on how this devaluation should take
place. You say it should not be across the board, and I am quite
willing to defer to your estimate of that situation. Nevertheless it
seems to me pertinent to inquire—and the inquiry is not made in
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any spirit of eriticism. I would simply like to know to what extent
the difference between the legal and the real value of foreign currencies
adds to the burden of this program. Just as a matter of estimate.

Mr. Sxyper. That would be a difficult question to try to answer.

Mr. Lopge. The reason I think it 1s important, Mr. Secretary

Secretary Sxyper. If you will permit me again to sit down and try
to think that one through——

Mr. Lopge. Yes, sir; I do not want to embarrass you in any way..

Secretary SNyper. 1 might be able to come up with something.
But I do not want to cloud the thinking here, Mr. Congressman, by
stating that all we are doing is making up the difference between
the actual and legal value of a currency.

Mr. LooGe. I made no such suggestion, Mr. Secretary.

Secretary Sxyper. I know, but you are asking questions, the
answers to which might lead to that thinking, and lose sight of the
basic purpose we have here.

Mr. LopGe. I can only say that the present preoccupation of many
people, including yourself, according to your own excellent statement,
the preoccupation of the Herter committee, was in large part with
this question of stabilization of currencies, and surely the word
““stabilization’’ has something to do with the difference between the
legal and the real value of the currency, has it not? I am not an
economist and I would defer to the Secretary of the Treasury on that
question. _

Secretary SNyper. There is no question about that. On that we
are in full agreement. But when you ask me, Mr. Congressman, if
what we are actually doing here is not furnishing the money to make
up the difference between the real value and the legal value

Mr. Lopge. I said if in part that was not what we were doing.

Secretary SNyper. Will you permit me to sit down and figure that
one out?

Mr. Lopge. I would like to have an answer to that question,
whether in part this legislation is not intended to fill in that gap.
Then we can appreciate the importance of that particular problem.
It has occurred to several of us that a customs union, an economic
foderation of Europe, which some of us believe in, as a worthy objec-
tive, cannot be achieved unless you have stabilization of these cur-
rencies, and stabilization implies devaluation and some uniformity.
Would you agree with that?

Secretary Sxyper. I think that is the objective of stabilization.

Mr. Lopge. Therefore, to that extent, I would be interested in
getting your authoritative view on that.

Secretary Sxyper. 1 will be glad to consider the matter and give
you an answer.

(The information requested is as follows:)

The estimates of the executive branch are based on the assumption that ex-
change rates of the participating countries will not be an obstacle to exports.

Even in those cases where an adjustment of the foreign-exchange rate may be
needed, a change in the rate at.the present time would not substantially increase
the availability of goods for sale in the Western Hemisphere. The secarcity of
goods in Europe is such as to restrict the amount available for sale in the Western
Hemisphere. In addition the volume and nature of imports in many countries
are determined primarily by direct import controls rather than exchange rates.
For these reasong, even if FKuropean exchange rates did in all cases reflect what
we might consider to be the “real” values of the currencies, the European dollar
requirements would not be substantially reduced.
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However, in instances where the exchange rate maintained by a country receiv-
ing European recovery assistance is found to be imposing an unjustifiable burden
upon that country’s balance of payments the Administrator will require that the
country concerned consult with the International Monetary Fund, or with the
United States Government in the case of nonmembers of the fund, with respect
to revision of its rate of exchange.

Mr. Lopce. Now, Mr. Secretary, with regard to these loans which
are to be made by the Export-Import Bank, to what extent will it
be necessary to relax the conditions under which the Export-Import
Bank now operates, in order to allow it to make these loans?

Secretary Snyper. This will have no effect on the Export-Import
Bank’s loan policies. The Administrator, when he decides that a
loan should be made, will allocate funds to the Export-Import Bank to
make the loans under the terms the Administrator works out in con-
sultation with the NAC.

Mr. Lopge. But those terms will be different from the terms under
which the Export-Import Bank is allowed to make loans today?

Secretary SNYDER. They may well be.

Mr. LopGe. In other words, they are not as good loans; from a
banking standpoint they have more latitude?

Secretary SNyYpER. The loans may or may not. Some of them
would approach Export-Import Bank standards. I just would not
want to say whether they would or would not.

Mr. Lopge. But they would not be forced to?

Secretary SNYDER. No, they would not.

Mr. Lopge. In other words, the reason for this exception in the
bill is because we want to be sure that the Administrator has the
power to make loans, even though they do not meet the conditions
under which Export-Import Bank loans are made?

Secretary SNYpER. That is correct.

Mr. Lopge. In other words, in some part we can presume that
these will not be as good loans?

Secretary SnYDER. I certainly do not want to advocate that we
make a lot of loans that we do not think we are going to be able to
collect. We might make some weaker loans, but certainly not loans
that we do not think will be paid back.

Mr. Lopce. But you see, after all, Mr. Secretary, for us who are
asked to give something of a blanket endorsement there, it is just as
well that we understand what that blanket endorsement might entail.
That is why I am interested in having your opinion as to whether the
purpose of this relaxation of conditions is not to enable the Export-
Imporlis Bank to make loans which otherwise it would not be allowed
to make.

Secretary Snyper. The Export-Import Bank is only acting as the
agent for the Administrator. Therefore, its activities would not affect
its loan policy or its operations in any way.

Mr. Lopce. Not with respect to matters outside this legislation?

Secretary SNYDpER. That is right.

Mr. Lopge. I am, naturally, talking only about matters within
this legislation.

Secretary SNYDER. It is using that established agency to administer
the loans rather than create a new agency and having another oper-
ating unit, when we already have the bank working. That is the
purpose of the proposal.
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Mr. Lopge. After all, it would not be necessary to have this legis-
lation in that connection if these countries, which will receive the
loans under this legislation, would be able to satisfy the conditions
under which the Export-Import Bank operates?

Secretary SNYDER. Well, not entirely, because this is a unified
operation, in which the Administrator is dealing in both ways, and he
tries to move as much over into the loan area as he possibly can, and
still take care of the specific situation by not having two agencies work-
ing on the problem. It might accomplish a little more than otherwise.
That is the purpose of it.

Mr. LopGge. Yes; but if these loans were able to satisfy Export-
Import Bank conditions, then, it would not be necessary to have this
legislation at all. These countries could simply go to the Export-
Import Bank and insofar as that bank had credits available, they would
be able to obtain the loans. It is because the conditions are apt to
be less easily met that we have decided to relax these restrictions to
some extent; is that not so?

Secretary SNYDER. There are many loans which do not fall within
the Export-Import Bank field.

Mr. LopGge. Yes.

Mr. SoutaarD. We anticipate the possibility that if the Export-
Import Bank separately were given the authority to make loans, a
situation might arise of a decision by an autonomous agency that a
loan was not appropriate. Then, how would the Administrator make
agrant? Having a total program, estimated to cost a certain amount,
how would you move freely, in view of the circumstances, between
making grants and making loans? After all, if there were separate
responsibilities, you could well envisage that if the loans were not to
be made under the Administrator’s funds, the grants would be inad-
equate.

qu. Lopae. In other words, that would be inadequate because
unless you relaxed these conditions, these items which otherwise
would be loans would have to be grants. Is that what you mean?

Secretary SNYpER. It might well be that.

Mr. Lopge. But it would necessarily remain true that they would
not be as good loans?

Mr. Soursarp. Not necessarily. I think one could apply the most
rigorous capacity to pay test, and then if the country did not meet
that test, the rest of the assistance to it would be grants. But at least
you would have one agency fundamentally responsible for the making
of the decision.

Mr. Lopce. And at least you would have a hope of repayment. Is
that correct?

Mr. Secretary, will the Export-Import Bank, in this connection,
operate largely through the governments of these several countries, or
will they operate also through private banks?

Secretary Sxyper. Largely through governments. Perhaps those
questions could be better answered by the Export-Import Bank. If
they are not, I will attempt to get answers for you.

Mr. LopGge. Very well, sir.

You mentioned the combating of inflation. If you were the Ad-
ministrator of this program, Mr. Secretary, would you recommend to
these countries tactfully, of course, as I am sure you would, that they
use the same means of combating inflation as have been advocated
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by the President of the United States for combating inflation within
the United States?

Secretary Sxyper. I think you would have to approach each
country with its own situation.

Mr. Lopce. But would you operate under those principles laid
down in connection with anti-infiation measures in this country?

Secretary Sxyper. You would have to take each country’s situation
mto consideration.

Mr. Lobee. You would not be prepared to state whether you
would adopt the same principles of combating that inflation?

Secretary SNyper. We would certainly adopt the principles that
were most applicable to the country with which we were dealing, and
would not attempt to set up any over-all program for all the countries,
Each country would be studied carefully, and in the agreement with
that country, the appropriate suggestions and recommendations
would be made.

Mr. Lopge. Insofar as the President’s anti-inflation program in
this country contains—in your opinion well-established economics
principles—would you take those principles and attempt to adapt
them to each individual country?

Secretary SNnyper. If they were adaptable to the particular country
why, that would be proper, yes.

Mr. Lopce. Would you, for instance, be prepared to say whether
you believe that price controls, in these countries in Europe, should
remain in force, or should be diminished, or augmented?

Secretary SNyper. It all depends on the local situation.

Mr. Lopge. Have you any views as to any of those local situtations
with respect to price controls?

Secretary SNypeEr. Not at this time.

Mr. LopGe. Is it possible to get the view of the administration
with respect to price controls in these various countries?

Secretary SNYDER. I think we would have to study each country,
as we approach the agreement with them.

Mr. Lopge. Who in the administration would be willing to give
us a view as to what the Administrator should recommend with respect
to price controls in these several participating countries?

Secretary SnypeEr. I do not know who is equipped:to give any
such answer at this time.

Are you, Mr. Ness?

Mr. Lovge. Well, T would like to have an answer on that, Mr.
Secretary, because as you know better than I, price controls, mone-
tary stabilization, and so on, are all linked up with recovery in one way
or another. Of course, views differ as" to how they are linked up.
But since, after all, I assume that you will agree that this program
cannot be considered independently of our domestic economy, there-
fore, I would like to get the view of the administration as to whether
they will be inclined to recommend the same sort of medicines for the
domestic economies of these countries as have been recommended by
the President with respect to our own domestic economy, bearing in
mind, naturally, variations within the various countries. ' I would
like to get an authoritative view from the administration on that.
I assume that you agree with me, Mr. Secretary, that insofar as foreign
affairs are intimately related to domestic affairs, at this critical
juncture, it is well to approach both from a nonpartisan angle.
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Secretary SnypEer. I think so.

Mr. Lopge. That was the purpose of my question. You mentioned
sound fiscal policy in this country. I do not wish to go into that too
deeply, Mr. Secretary. I assume that you feel that the present
policy, which has existed for some time, of monetizing the public debt,
is sound fiscal policy. 2

Secretary SNyper. That what, sir?

Mr. Lobge. That the policy of monetizing the public debt, I
assume you feel, is a sound fiscal policy.

Secretary Sxyper. I have established, I think, on a number of
occasions my views on the management of the public debt, and the.
approach we should make, and I am prepared to give you an exhaus-
tive statement which I have prepared on the subject.

Mr. LopGs. I regret that 1 am ignorant of that, Mr. Secretary.

Now, with respect to taxes: Do you believe that in these countries
where inflationary conditions exist, the tax structures should be
altered?

ecretary SNYpER. We would certainly have to examine each
country.

Mr. LopGe. I would like to get some recommendations as to taxes
within these countries, because although I am quite appreciative of
the fact that we must be very tactful in dealing with the internal
affairs of these countries, nevertheless, since the conduct of these affairs
bears so directly on the possibilities of recovery, it is important at least
for the Administrator to make tactful suggestions in the beginning, let
us say, on these various matters. Therefore, it is important for this
committee, it seems to me, to know where the Administrator might
possibly stand on such questions as price controls and taxes.

Secretary Sxyper. I think I can state very categorically that the
nationals of every one of these countries should be called upon to
give their full support and aid in the support of their own country.
If it requires adjustment of tax structures, and that sort of thing,
tlhlen, it will be most appropriate to give very careful consideration to
that fact.

Mr. Lopge. You would not suggest a $40 tax credit as an anti-
inflationary measure?

hSecretary Snyper. I do not think it has ever been suggested as
that.

Mr. Lopge. The point of these questions, Mr. Secretary, is that it
would be very interesting to me to obtain your views particularly,
and the views of the administration %eneraﬂy, on what the eriteria
for internal recovery and reciprocal self-help among the 16 participa-
ting nations will be. They will unquestionably look to us for leader-
ship on matters ot that kind, in an attempt to expand the free-trade
area of Europe, as we have ereated our free-trade area in this country.
It is not my desire to put you in a delicate position, but I would like
to know what these criteria for internal recovery will be, and, if it
would be convenient for you to submit to us some memorandum on
that, including the various items which I have brought out, it will be
very helpful to this committee.

Secretaty Sxyper. We will attempt to do it.

Mr. Lopce. We are trying to write legislation, and it is a difficult
piece of legislation to write.

Secretary SNYDER. I know.
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Mr. Lopge. We do not want to handicap the Administrator, but
we would like to have some guidance as to what his criteria will be in
this connection.

Secretary SNYDER. I frankly want to be just as helpful as I can;
and if we can get up something that will be helpful, we will try to do it.

(The information‘requested is as follows:)

While the Administrator will have a real interest in the goals to be laid down
by each country for the achievement of internal stability, he will leave to each
government the determination of the most effective means possible for the at-
tainment of its objectives. At frequent intervals, the Administrator will consult
with the governments of these countries on the relative success achieved in
accomplishing the proposed aims.

Obviously, it is impossible at present to foretell what the Administrator will
find it necessary to do in each specific case, and, consequently, it would not be
wise to express at this time any views which might bind his actions. While all
of the ERP countries have suffered from internal price distortions which are
inevitable results of a long war, the forms and extent of inflation and the probable
effectiveness of alternative remedial measures differ very widely.

Most ERP countries have experienced a large expansion in their money supply
as a result of military or reconstruction expenditures which were not covered by
taxes or savings. However, the domestic price levels of a number of these eoun-
tries have not risen in the same proportion; this is mainly due to reasonably effec-
tive price and wage controls offsetting the shortages of goods and services. As a
result, there have accumulated in such countries large backlogs of more or less
involuntary savings. Confronted with this situation, several countries resorted
to the partial blocking of liquid assets. This action, reenforced by capital levies,
initially served to restore a measure of equilibrium, but most of these countries
have continued to suffer from budgetary deficits. Other countries have main-
tained the effectiveness of their wartime price controls while restoring approxi-
mate equilibrium in the public budget. Although these countries have avoided
the disruptive effects of open inflation, the impact of ‘‘suppressed inflation”
arising from a shortage of goods while current and accumulated purchasing power
remains high is nontheless real.

Still other countries have experienced disproportionate price increases that,
far from restoring equilibrium between prices and the money supply, have set
off a cumulative process of inflation that has been fed by budget deficits, private
credit expansion, and the wage-price spiral.

While there is large scope for direct and financial controls to stem inflation and
to prevent the dissipation of resources for nonessential purposes, an increase in
the flow of goods, stimulated by the ERP, can provide the most effective and
lasting assurance of price stability. Such a recovery of production would permit
the progressive relaxation and elimination of price controls at an earlier date
than would otherwise be possible.

As in the case of prices, the Administrator will expect each country receiving
assistance to adopt the tax measures necessary to internal stability but the par-
ticular measures will be left to the discretion of the government in each country.
In the event that the goal of internal stability is not achieved in a particular
country within a reasonable period of time the Administrator will be concerned
with the éxtent to which the tax system in that country is impeding achievement
of internal stability.

The willingness of recipient countries to undertake necessary tax reforms is
implicit in the statements which the several European governments issued at
Paris on the subject of internal financial and economic reforms. The Adminis-
trator will, of course, wish to render every possible technical assistance when
requested by the European countries in improving the administration of the tax
program adopted by the foreign government. Naturally the amount and nature
of the technical assistance which will be requested from the Administrator will
vary from country to country since there is a wide diversity in the tax structures
and the efficiency of the tax systems among the participating countries.

The administration’s approach to the problem of European recovery has been
based from its very beginning on the fundamental principle that European self-
help and cooperation are prerequisites for United States assistance. In reply to
questions by Senator Vandenberg, administration witnesses have declared the
administration’s readiness to accept a clause for insertion into the proposed bill
which would specifically tie the continuation of American assistance to a continu-
ation and development of European self-help and cooperation.
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In evaluating whether satisfactory progress has been achieved by a European
country over a given period the Administrator will have to appraise—

(1) With respect to self-help, results in— _
(a) increasing industrial and agricultural output; and
(b) achieving and maintaining monetary and financial stability.

(2) With respeet to cooperation, results in—
(a) developing intra-European exchange of goods and services; and
(b) developing its economy along lines that assist in integrating and

unifying the economy of western Europe as a whole.

Such an appraisal will call for the highest kind of political and economic judge-
ment. It will take as its point of departure such objective criteria as industrial
and agricultural output, data on the fiscal position of the participating countries,
on price developments, on the volume of intra-European trade, ete. But such
data may be highly misleading unless they are interpreted in the light of many
less definite factors. :

Thus, a 10-percent increase in industrial output of a country that received
additional coal during the period and whose production was previously held
back only by a fuel bottleneck would be a much smaller achievement than a similar
increase on the part of a country that has to contend with labor shortages and a
series of strikes fomented by political opposition. The importance of taking
varying weather conditions into consideration when appraising any progress in
agricultural output need hardly be mentioned. The same percentage of public
expenditures uncovered by tax receipts would have varying significance depending
upon the purpose of the expenditures, the country’s current rates of savings and
of private investment, and similar factors. A given increase of prices over the
period may mean either the tapering off or the start of an inflationary spiral.

With respect to cooperation, the same reduction in the level of tariff protection
between two countries is far more significant if they are countries with competitive
industries than if they are countries whose economies are largely complementary.
Also the achievement of an above-average increase of exports to other participat-
ing countries may be far easier for a country that has abandoned an overvalued
rate of exchange than for a country that has already been forcing exports through
allocations or incentives to exporters.

Even more complex questions arise in trying to appraise the progress of a
country in the face of contrasting developments in different fields. There is
obviously no mechanical criterion for offsetting the progress achieved in stepping
up production against a simultaneous worsening of the inflation or, alternatively
the success in stopping inflation against a concomitant reduction in economic
activity. Furthermore, many elements which enter importantly into the deter-
mination whether satisfactory progress has taken place do not lend themselves
to any quantitative determination. This is particularly true with respect to the
progress toward greater intra-European cooperation.

It would certainly be convenient to be able to rely on an objective test which
would automatically gage the progress made by the participating countries toward
the goals of the European recovery program. Unfortunately, no such test is
available. Quantitative indexes on production, budgets, prices, trade, ete., have
important functions as indicators. But, like laboratory tests in medicine, they
do not do away with the necessity of balanced judgment by an experienced
diagnostician. This judgment will have to be exercised from time to time, in
the light of all the relevant evidence, by the Administrator.

Mr. Lopge. Thank you very much, Mr. Secretary. 1 am much
obliged.

I\%r. Vorys. Mr. Secretary, we appreciate your coming here. You
have been very helpful, and we thank you for your contribution,
which has been very wvaluable.

Secretary SNYper. Thank you, Mr. Chairman. I appreciate the
courteous approach that each of these gentlemen has had.

Mr. Vorys. We will adjourn until 2 o’clock, at which time we will
hear Secretary Harriman.

(Whereupon, at 12:30 p. m., the committee recessed, to reconvene
at 2 p. m.)
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AFTERNOON SESSION

The CuairmaN. The committee will come to order.
We have with us our very distinguished Secretary of Commerce,
who will make a statement, and then subject him to the inquisition.

STATEMENT OF SECRETARY OF COMMERCE W. AVERELL
HARRIMAN

Secretary HaArrimaN, Thank you, Mr. Chairman.

If I may, I would like to run through some material I have prepared
as Secretary of Commerce.

Before doing so, I would like your permission to give a personal
view on the program as a whole.

I firmly believe that the recovery program for Europe of the size
and nature proposed by the President is an essential step in building
a stable peace.

We are proposing to assist the people of western Europe to regain
their economic stability, without which political stability cannot be
obtained.

It is certainly abundantly clear that there are forces in Europe
which wish to take advantage of the economic chaos and hunger to
estal lish a totalitarian dictatorship. I must say that I am com-
pletely convinced that that process can be checked by stable economic
conditions; and from my experience, I have found the people of Europe
are as wedded to their historic freedoms as ever.

At the same time, it is clear that there is economic political warfare
publicly declared by those that are under the control of the Kremlin
who are attempting to prevent recovery and who maintain the present
conditions under which they are hopeful of expanding their influence
and power,

In addition, it is also abundantly clear that the overwhelming
majority of the people of these countries are struggling to overcome
the destruction and disruptions caused by the war and to rebuild
their lives under democratic institutions. ‘

With the help that we have given, real progress is being made in
spite of the efforts that have been made, both from within and with-
out, to prevent recovery. These countries, including western Ger-
many, number 270,000,000 people who are among the most talented
industrial and freedom-loving people in the world.

They are largely the people from whom our traditions and way of
life stems.

If western civilization in these areas collapses we shall face world
conditions quite different from anything that we have ever before
known. J

We know that wherever governments are under the control of the
people, and wherever the people are free to make the ultimate de-
cisions, the cause of peace is furthered; but historically we find no
such assurances in dictatorships.

This program contemplates helping these countries to help them-
selves and, by working together, to help each other. _

The cooperative relationships which the participating countries
have undertaken to develop during the recovery period may well lead
to permanent relationships and help break down the nationalistic
barriers which have caused so much economic difficulty in the past.
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I, for one, have no doubt that if we embark on this program with
determination it will be successful in the reestablishment of western
Europe on a firm foundation so that it can go forward in its traditions
of democracy, freedom, and expanding human values.

Not to have such faith is to deny the vitality of the free institutions
to which we so firmly adhere.

I believe that this program is one of the most far-reaching under-
takings for peace and for human progress ever undertaken by this
or any other country. It is noble in concept and at the same time is
based on considerations of our own seli-interest and, in my opinion,
of our own self-preservation.

I would prefer to discuss only the constructive aspects of the pro-
gram, but I feel that I should also state my judgment as to the effects
of the alternative—if we should fail to take this step.

The President last summer appointed a committee of 19 distin-
guished private citizens to give its judgment on a foreign-aid program.
I served as chairman of this committee.

A section of their report deals with the interest of the United States
in Buropean recovery. They emphasize our humanitarian and eco-
nomic interest and then conclude with their views on the strategic
and political aspects.

I commend to this committee their full statement on this subject.
I will quote, however, only the concluding sentences. This statement
was written by the members of the committee and not by myself,
but I fully concur in their conclusions:

The domestic consequences are such as no American could easily tolerate: The
swift and complete conversion to a military footing which national security
would require; the abrupt but necessary change in our relations with the rest of
the Western Hemisphere; the immediate and sweeping limitation of our economic
and political life, perhaps extending even to our very form of government.

In such prodigious terms is the interest of the United States in Kuropean
recovery defined. The committee is convinced that a sound program for western
European recovery should be formulated and adopted by the United States
with the same boldness and determination, and the same confidence in the worthi-
ness of the demoeratic cause, which characterized our action in World War II.

I want to make it clear that a program of the contemplated magni-
tude will be costly and will mean sacrifice by the American people.
The benefits to be gained, however, far outweigh the immediate
sacrifices. As you know, we cannot expect to obtain direct repay-
ment for a substantial part of the aid given. Our returns will be in
furthering peace and in world stability, and I believe we will get an
indirect return over the years from expanding world trade.

Up to now I have been speaking as an American who has had the
opportunity during recent years to observe at first hand developments
in Europe. I shall now turn to certain aspects of the problems that
are associated with my “present responsibilities as Secretary of
Commerce.

UNITED STATES ECONOMIC INTEREST IN EUROTE

The area we are concerned with is a great industrial workshop, even
now comparable in the world only to our own country. It is also a
great world trade center. Its economy in modern times has rested
in large measure upon buying raw materials, converting them into
manufactured articles through use of its own fuel, skilled labor, and
industrial resources, and selling the finished articles in the world
market.
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Much of its grain, feeds, fats and oils, tobacco, cotton and other
fibres, and petroleum have been bought abroad with the proceeds of
these sales. To an important extent, also, western Europe’s income
from sales of manufactured products was augmented by income from
tourist, shipping and financial services to the outside world, and from
overseas investments.

Its ability to sustain a dense population is dependent upon the
existence of world conditions under which it can buy its needed ma-
terials, manufacture and sell finished products in volume.

These conditions have not existed since the war. You have heard
in detail, in previous testimony, the ways in which they were disrupted
by the war and the extent of this disruption.

It is unnecessary for me to repeat those details. Suffice it to say
here that western Europe is, under present conditions, unable to pro-
duce and trade in the volume necessary to play its prewar role in the
flow of world trade, or even to rebuild and expand its productive
equipment, employ its population fully and effectively, and support
itself.

This indicates the seriousness of the situation for Europe itself. I
wish rather to indicate our economic interest in the restoration of
Europe to its earlier role in the world’s economy.

We clearly have such an interest in the restoration of Europe as a
paying market for United States goods. Prewar western Europe
bought and paid for United States commodities far in excess of their
sales to the United States.

This was part of the great triangular trade in which western Europe
sold its goods and services to Latin America, the latter to the United
States, and the United States to Europe.

Similarly, part of our exports to western Europe were paid for from
the proceeds of its excess exports to the Far East, which, in turn, had
an export surplus with the United States.

This is a very general, rough indication of the type of multilateral
trade with which we are involved directly and indirectly in Europe.

The war and its aftermath, including the delay in European recov-
ery, has disrupted these multilateral trading relationships and seri-
ously affected the economies of the other trading nations of the world.

With too little production and a resulting low level of exports,
Europe has since the war been able, only with difficulty and with
much outside assistance, to provide its most pressing import needs.

Contrary to the general impression, and in spite of our financial
ald, we sent in 1947 a smaller proportion of our exports to Europe
than in 1946 or before the war. And, while our total exports have to
date been sustained by an abnormal demand backed up in other areas
of the world during the war years, definite signs have appeared of a
dollar shortage in other parts of the world as well, foreshadowing an
mnevitable steep decline in our exports.

It is to our interest, therefore, purely from a business standpoint,
that this world network of trade be restored and sustained on a paying
basis, not necessarily on the identical lines as prewar Europe’s indus-
trial productivity, so that she may be able to sell abroad in payment
for what she needs to buy abroad.

To be sure, there will be more competition for certain of our prod-
ucts. There will, however, be bigger and sounder markets in Europe
and elsewhere.
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I am not suggesting that the United States could not endure the
loss of European markets. However, our output of many industrial
and agricultural products and that of other countries has been devel-
oped on the basis of European participation in international multi-
lateral trade. The decline of Europe would require far-reaching read-
justments of agricultural and industrial production and distribution
in this eountry and in other areas. :

It would also affect our ability to obtain needed imports and,
particularly, essential raw materials.

That is not only within Europe but among the dependencies of
European nations.

Such readjustments would be costly in terms of employment and
standards of living to our people and to the people of other countries.
The cost of such a change is, of course, not calculable in dollar terms,
or easily related to the cost of the program before you.

It is clear, however, that the cost would be very great in both
economic and human terms. -

PROGRESS TO DATE

We have already furnished substantial aid to western Europe—
nearly $3,000,000,000 in grants and over $7,000,000,000 in loans and
credits since the end of the war. It is fitting and desirable at this
point to inquire into the results achieved thus far.

We find that in 9 out of the 16 countries involved, industrial produc-
tion is now at or above prewar levels.

I am speaking of the current level, that would not go for the year
as a whole.

These are the Netherlands, France, Denmark, Luxemburg, Norway,
Sweden, Switzerland, Ireland, and the United Kingdom.

Belgium is below prewar level by about 10 percent; and Italy’s pro-
duction is at about two-thirds of prewar; Germany and Austria, how-
over, are operating at less than half of prewar.

Except for the latter two countries, the average level of industrial
production in the other participating countries is now close to prewar,

To be sure, consumption levels are considerably below prewar for
large groups of the population, but this is so in large measure because
so much of the production has had to go into replacement of what
was lost through wartime destruction and deterioration.

Then, too, these countries have been trying to maximize their
exports.

At the same time, they have had to take care of an increased
population. The hard winter of 1946, the 1947 drought, and the
rapid depletion of foreign exchange resources also increased their
difficulties most substantially.

The point should also be made, in the light of these facts, that the
Europeans are not sitting down on the job. The urban populations
have largely a most inadequate diet; in addition, there is a widespread
lack of consumer and incentive goods.

It is not easy to work on a half-empty stomach; and it is not en-
couraging to work for wages that cannot be used fully to satisfy
family needs.

Nevertheless, they have worked hard to achieve the substantial
progress that has been made.
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More than that, it promises well for what can be accomplished with
further adequate help. Our assistance thus far has certainly produced
results. I believe, therefore, we have a reasonable basis for going
ahead.

PROCUREMENT AND SUPPLY FROM OTHER SOURCES

It is important to understand that Europe will have to get many of
the materials she needs from countries outside of the United States.

Only about one-third ot the things needed by the sixteen countries of
western Europe will be obtained from the United States.

The European countries will not be able, at first, to finance all of
these so-called offshore purchases with exports of their own products.
For the first 15 months of the proposed program, only about two-
thirds of the materials to be imported from sources other than the
United States can be paid for by exports from Europe.

The other third will have to be paid for either by dollars from the
United States or by credits extended to Europe by the supplying
counfries.

There are several reasons why we should assist European countries
to acquire goods from other countries. The strains on our economy
will be lessened if other nations can supply part of the materials that
are in short supply here. This will also provide the widest possible
opportunity for other countries, particularly in the Western Hemi-
sphere, to send to Europe the goods which they have customarily
supplied.

South America can supply various food items and fertilizers; Canada
can supply some manufactured goods as well as grain. And these
Western Hemisphere countries are thus enabled to buy the goods
which we have usually sent them.

This triangular trade will have a healthy effect on the internal
economy of these other countries and assist in the reestablishment on
a firm base of the structure of international trade.

There will also result a broader diversification of purchases in this
country over a wider area of our productive capacity which can be more
readily sustained and which will be healthier for our economy both
now and in the long run.

At the same time, it will be possible through the wise use of the
export control powers, which the Congress has recently extended, to
protect our economy from undue drains in any particular items.

There is a further aspect of this matter.

Several of the most important supplying countries will be unable
to produce sufficient of the materials that Europe needs unless they
receive some outside assistance.

In this connection, the Congress has just recently, during the special
session, authorized the Commodity Credit Corporation to engage in
broad projects “to stimulate and increase the production of foods,
agricultural commodities and products thereof, in non-European for-
eign countries.”

This farsighted legislation is bound to make our task easier.

To sum up—other exporting nations are expected to supply to a
great extent the needs of western Europe. That will not only lessen
the impact of the program on the United States; it will aid tremen-
dously in rebuilding the trade of the world on a sounder base, and at
a higher level. '
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In general, it will help the development of world reconstruction
and prosperity.
THE DOMESTIC IMPACT

When we try to determine the effect of European aid on our econ-
omy, it is not enough to consider the amount of financial aid we plan
to extend. More important than the amount of money involved is
the volume of goods we will ship. High prices in this country result
from the short supply of goods in relation to heavy demand.

The impact of current and expected exports cannot be appraised
without recognizing that imports help to relieve many important
commodity shortages.

It is, therefore, the difference between the exports of goods and
offsetting imports which is significant.

My figures relate only to export and import of goods. They do not
include services.

This export-trade surplus, which was approximately $10,000,000,000
during the past year, represented about 4 percent of our gross national
product. This rate compares to about 5 percent for 1943 and 1944,

-the peak war years, and is comparable to the postwar years of 1919
and 1920.

While exports have increased from prewar, the volume of our
production has also increased, to a level more than half again as high
as before the war. This large increase in our production has made it
possible to assist in postwar reconstruction abroad, and at the same
time to provide impressive increases in our standard of living.

I believe that we have probably passed the export peak, and to the
extent that exports contribute to our inflationary problems they will
play a lesser role.

Assuming the appropriation of 6.8 billion dollars recommended for
the European program is made, our exports will be somewhat less
in 1948 than in 1947, and our imports are expected to increase.

In making this statement, account has been taken of all known
resources available for the purchase of our products, including remain-
ing credit balances, gold, dollar assets, likely private investment, and
funds which may be made available by the International Bank and
Monetary Fund.

1 do not mean to suggest that our exports of short-supply com-
modities do not play a part in the current inflationary situation.
To ship products abroad for which there is a market here at home
calls for sacrifice. ;

It would, of course, be easier for us to win our battle against in-
flation if we could use the goods we are exporting to help meet the
heavy demands at home.

We must face the fact that the European recovery program will add
to our difficulties in trying to control inflation. But we must remem-
ber that inflation is caused in large part by many other factors of
domestic origin. >

In general, therefore, the answer to the question as to the infla-
tionary aspects of the program is that they are real but are not
controlling.

We should have to treat with them even in the absence of this
program, and in either event the same measures would be necessary
and should be used.
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SPECIFIC IMPACT, INDUSTRIAL ITEMB

To complete this analysis, the drain on our economy should also be
appraised in terms of the particular items involved. I shall touch on
the major industrial items, since I understand Secretary Anderson will
discuss with you the food and agricultural items; and Secretary Krug,
coal and petroleum.

I should then like to refer briefly to the findings of the Preeldent’s
Committee on Foreign Aid, and relate them to the recommendations
of the executive branch.

AGRICULTURAL MACHINERY

The CEEC stated import requirement for tractors and other farm
machinery, of which the United States would be called on to supply
some 85 percent, amounted to $932,000,000 at July 1, 1947 prices.

Of this total, $353,000,000, or 38 percent was requ1red for the first
year of the program.

This request was judged to be far in excess of United States capa-
bilities to supply and probably a good deal greater than could be used
effectively in the time involved.

The estimate here presented is that the United States would supply
$136,000,000 of farm machinery during the first 15 months and a total
of $545 000 000 during the entire period of the recovery program.

Mr. Vorys. Would you mind an interruption?

Secretary HArriman. Not at all.

Mr. Vorys. I am trying to tie this in to a recapitulation table that
we have been handed. On that recapitulation table I find 133.2
million United States funds for agricultural machinery out of a total of
1mports of 158.7.

I just wondered if you are familiar with this recapitulation or if
somebody here is?

Secretary HArRrIMAN. My figures indicate that our suggested
supply in this program for 15 months is $136,000,000.

Mr. Vorys. I wondered whether that is the Harriman report
recommendation.

Secretary Harriman. I am talking about the executive branch
recommendation. This shows $136,000,000.

Mr. Vorys. I thought we mlght. be coming to a whole string of
similar items and we might get the thing geared in together at this
time, so that we could follow 1t.

Secretary HarriMaN. This shows a couple of million dollars
difference only.

Mr. Vorys. Could we find out where this mimeographed sheet
comes from? I am informed that Ambassador Douglas brought this
in yesterday.

Secret.a.ry HarrivMaN. T will check my figures with that. In this
case it is only a fractional difference. It is 133 instead of 136.

Mr. Vorys. That caused me to wonder whether these figures you
are now giving were the ones you intended.

They are not merely the Harriman report figures?

Secretary Harrmman. No. We will touch on them later. I am
discussing the executive branch recommendation. It may be a
misprint. I will check that.
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The necessity of insuring that Europe has available sufficient means
of production to maximize food output has been discussed in detailed
evidence previously submitted to your committee; and will, T am
sure, be emphasized in the course of Secretary Anderson’s testimony.

Our particular concern has been the development of an export
program which will not endanger the achievement of food production
goals in the United States.

Normally, Europe has taken about 5 percent of our farm-machinery
production. The program recommended would about double that

ercentage, but because of our increased production it would still
eave more of this equipment for the American farmer than he had in
1946, and at the same time, take care of our other regular customers
abroad.

Although many American farmers have had machinery on order
for some time, they are in better shape in this respect than prewar.

The volume of farm power, machinery and equipment is calculated
to be more than 20 percent higher than prewar. The recommended
increase in exports to Europe should not result in any decrease in our
food production, but only cause a short deferment in the replacement
of some older equipment.

COAL-MINING MACHINERY

The proposed program for the export of coal-mining machinery
calls for the shipment of $82,000,000 worth of this equipment during
the first period of the program.

The estimated total for the entire period is approximately $207,-
000,000. It will be noted that the program here recommended
approximates the level of the CEEC request but it should also be
noted that these recommendations involve a redistribution of the
exports envisaged in the Paris report.

In particular, the requirements for certain of the participating
countries have been revised downward while those for western
Germany have been increased.

Exports under this program will involve a wide variety of equip-
ment, the most important items being conveyor belting, hose, wire
rope, and some specialized machinery such as cutters and loaders.

The CEEC requirements have been carefully reviewed by American
manufacturers and it is their judgment that they can be met. Our
productive capacity has increased since the war, and our own accu-
mulated demand has been substantially overtaken.

Fairly accurate forecasting of future demand was possible, because
of the large volume of orders now held by our manufacturers for
delivery 2 years ahead.

Only conveyor belting offers a major supply problem but this is
proposed to be met in great part through alteration of the original
specifications to enable United States producers to operate their
presses at maximum capacity.

The effect of imports of these items on Kurope’s production and
export potential is great. The shipment of relatively small amounts
of these critical items will make possible the rapid completion of
programs for repair, modernization and expansion of Europe’s coal
mines which will in turn progressively reduce and ultimately eliminate
the currently high and uneconomical movement of United States coal
to Europe.
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ELECTRICAL EQUIPMENT

The power program calls for the furnishing of equipment and sup-
plies to the total value of $345,000,000. It comprises generating
equipment, motors, and other types of electrical machinery, apparatus
and supplies, and also such items as machine tools, small construction
machinery, boilers, valves, and castings.

Of the $345,000,000, $70,000,000 is destined for the power genera-
tion industry; the remainder will be equipment for use in fertilizer
production, mining operations, and other industries. b by

During the first period, $95,000,000 is involved, consisting mainly
of the smaller items, such as motors and electrical supplies. No
large generating equipment, of which we are now extremely short,
1s contemplated to be supplied until toward the end of the program.

Our annual production of these items now exceeds $4,000,000,000
and we have usually exported 6 percent of our production.

There is contemplated a relativley large increase over our regular
exports to Europe, which is normally self-sufficient in these items,
but our total exports to all destinations are not expected to exceed
8 percent of production.

The electric-power program is a vital phase of the general economic
rehabilitation of western Europe. The importance of the program to
the CEEC countries is shown by their plans for expansion.

The participating countries are undertaking to expand their power
industry to an extent requiring the use of $5,000,000,000 of eq uipment,
of which we propose to supply the aforementioned $70,000,000, or
1.4 percent.

While our contribution in electrical equipment generally is relatively
small, it involves many items of specialized character available at
this time only from the United States.

IRON AND STEEL

We propose to supply 3.1 million tons of iron and steel valued at
$290,000,000 during the first 15 months of the program: that is just
over half the amount estimated in the Paris Conference report.

Included are 2.1 million tons of finished and about 1 million of
crude and semifinished.

During the same period, the participating countries will produce
about 35 million tons; our production will be about 80 million tons.

Our contributions will fill a eritical need to reconstruet damaged and
destroyed plant and transportation facilities and take care of a large
volume of essential replacement and maintenance deferred during the
war.

That will be particularly important to certain countries.

Imported steel in the next year or two is also essential to the success
of many vital production programs in Europe. In the latter years of
the program our contribution will be much less.

Mr. Vorys. I hate to interrupt you, but we are going through a
detailed thing, and we might as well try to keep track of the items.

If this is Mr. Douglas’ summary sheet, every item so far has been
different from what you are giving. There is in here $2,000,000 for
scrap iron. I do not know what that is. I think that is the same.
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Secretary Harriman. That $2,000,000 for secrap iron, I think, is
the sale of scrap in Austria. It is not coming from the United States.
I am dealing with the commodities coming from the United States.

Mr. Vorys. All I wanted to find out was whether yours was correct,
and I understand yours was supposed to be the executive branch
statement, and so far out of four items there is a difference between
your items and those that I have, and understand to be the executive
branch items, which total up at the bottom, $6,860,600,000.

Chairman EaTon. Is that 6 billion?

Mr. Vorys. Yes. It is $6,860,600,000.

Each item you mentioned so far, including agricultural machinery,
electrical equipment, mining machinery, and one item that you have
given on iron and steel, are each different. I thought you were talking
about the same thing as this list.

Secretary HArrimaN. I am. This is calculated in a different way.

I can explain that. That scrap iron is Austrian and serap which is
to be financed by dollars, but it is not coming from the United States.
That is the explanation.

I can take this and reconcile it. I have given general figures. The
figures can be reconciled.

Mr. Vorys. This is supposed to be the composition of imports of
commodities and services from the Western Hemisphere and possible
sources in distribution of financing, April 1, 1948, to June 30, 1949. It
18 July 1, 1947, priees in millions of dollars.

I thought the way to follow this was in this manner.

Mr. JarmAN. That is the Western Hemisphere?

Mr. Vorys. It is Western Hemisphere. You all have this.

Mr. Ricaarps. 1 do not have it.
thMI“?. JARMAN. Are there any South American or Canadian figures in

ere?

Mr. Vorys. The columns are, “Total imports from the Western
Hemisphere,” ‘“Possible sources in distribution of financing,” “Own
;'es%urces,” “Sources other than United States funds,” “United States
unds.”

I thought that probably the last column would correspond with
your figures. : :

Secretary Harriman. This table includes purchases made in this
country as well as in other countries.

I have to reconcile the two, which I will be glad to do. What I
am giving you is the totals that are expected to be furnished from
the United States proper, whereas this is how they are to be financed.

Mr. Vorys. What you have given so far for agricultural machinery,
let us say, of $136,000,000, is the amount of machinery at July 1, 1947,
prices, that is to come from the United States? ;

Mr. Bissern. This is a break-down by financing. The figures
the Secretary has given refer to physical sources of supply. Take
agricultural machinery, for instance. The program provides for
$136,000,000 physically to be shipped from the United States, but
this suggested break-down implies a small portion of that would be
financed with funds other than recovery-program funds. .

None of these estimates will precisely reconcile, except by accident.
The total for Western Hemisphere shown on the sheet agrees with the
totals for Western Hemisphere by physical source.
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Secretary HaArriman. T am dealing with the impact on our economy,
which is what has to be shipped from this country.

I have explained the program contemplates shipping 2,100,000
tons of finished and 1,000,000 of crude.

The request for scrap has been rejected entirely, because scrap so
directly affects our crude-steel production. Similarly, the estimates
for crude and semifinished steel have been substantially revised down-
ward, because of their effect on our output of finished steel and because
shipments of such products reduce the availability of scrap generated
in their further finishing, and thus affect our domestic production.

In making these reductions, account was also taken of the fact that
available fabricating facilities and manpower in Europe are considered
inadequate fully to utilize the originally requested tonnages.

I should mention at this point that we have just sent a technical
mission to Germany to survey the possibilities of exporting scrap to
the United States.

In the case of steel-making equipment, also, it was found necessa,rg
to scale down the CEEC requests. We propose to furnish suc
equipment to the extent of $48,000,000 during the period ending
June 30, 1949, as compared with a request of $100,000,000.

Substantial orders amounting to between $60,000,000 and $80,-
000,000 are already placed in the United States, and much of the equip-
ment which it is proposed to be made available should come out of
these orders. The reduced amounts will, nevertheless, make a sub-
stantial contribution to the CEEC program for expanding steel-
making plants.

Mention should also be made here of the secondary demand on our
steel supply involved in the furnishing of products made from steel.

Taking this in account, the exports during the first 15 months are
estimated to be 5.5 million tons of ingot equivalent. This represents
5 percent of our ingot production.

Moreover, there should be subtracted therefrom the volume of
scrap generated within the steel industry proper and in the fabricating
industries involved, which is estimated to be 1% million tons.

In other words, the actual weight of steel in all forms, including
machinery, which will be exported under the program during this
period will be about 4,000,000 tons.

FREIGHT CARS AND TRUCKS

While we fully recognized the critical need for rehabilitating rail
transport in Europe, the requests of CEEC for freight cars were
considerably reduced. The request for 47,000 cars in 1948-49 did
not adequately take account of the substantial contribution that
could be made by repair of war-damaged equipment and by the
reorganization of transport facilities.

In view of these considerations and of the great needs within the
United States, we propose to permit exports of only 20,000 cars, all
to western Germany, during that period.

Incidentally, I might point out that 20,000 cars built to European
specifications are about the weight of 10,000 United States cars.

Provision has also been made for about 65,000 motortrucks durin
the 15-month period. While the CEEC report assumed that Unite
States parts would be imported and assembled in Europe, it is our
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view that Europe will, in part, continue to find it necessary to follow
the traditional practice of importing complete units.

The recommended total of 65,000 motortrucks for the first 15
months is not relatively large.

In the first place, normal prewar United States export of motor-
trucks to these countries averaged 30,000 units yearly. Moreover,
65,000 motortrucks probably will not increase the over-all inventory
of motor vehicles in these countries.

In all likelihood, the units supplied by the United States will be used
only to replace worn-out units and will, therefore, also not increase
petroleum consumption in these countries.

RELATION TO PRESIDENT'S COMMITTEE ON FOREIGN AID

The President, in appointing under my chairmanship a nonpartisan
committee of distinguished private citizens to study the problem of
foreign aid, emphasized the necessity for an appraisal which would
determine the limits within which United States could ““safely and
wisely”’ undertake a program of foreign assistance.

While there are certain differences between the conclusions of the
President’s Committee on Foreign Aid and the program recom-
mended by the executive branch, a comparison of the foregoing analy-
sis with the recommendations of the committee reveals a broad area of
agreement in the two sets of estimates.

In setting forth the reasons for an assistance program, the report of
the committee stressed the vital importance of European recovery on
political and strategic grounds and also pointed out the great im-
portance of the European market to the American economy, both for
direct trading with the United States and as a vital element in the
restoration of those multilateral trading relationships which are a
prime objective of United States economic foreign policy.

The committee estimated that for the first year of the program the
United States Treasury should provide 5.75 billion dollars to finance
the European deficit, including western Germany. This may be
compared with the figure of 5.90 billion dollars for the fiscal year 1949,
in the executive branch program.

The committee further estimated that undertaking a program of
this magnitude would result in a total volume of United States
exports and an export surplus over imports smaller than in recent
experience. \

Of equal importance, however, with such over-all magnitude is the
probab?e impact of a foreign-aid program on specific commodities
required from the United States.

It is significant, therefore, to note that in the cases of those com-
modities which I have discussed, the program here recommended for
the first year of the recovery effort contemplates exports within the
range of United States capabilities as estimated by the President’s
Committee on Foreign aid.

Thus, in the case of agricultural machinery, the administration’s
program contemplates exports from the United States amounting to
136 million dollars as against the committee’s estimated range 75-125
million dollars.

For coal-mining machinery, the figures are 82 million dollars in the
executive-branch program as compared with the committee’s range
of 80-105 million dollars.
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In the field of electrical equipment, the administration’s recom-
mendation is 95 million dollars as compared with a range of 100 to 125
million dollars.

While the committee estimated the furnishing of a larger proportion
of finished steel products, the contemplated total exports of steel-mill
products and raw materials amount to 232 million dollars as compared
with the committee’s range of 175 to 300 million dollars.

The administration’s recommendation in the case of steel-mill
equipment amounts to 48 million dollars as compared with the com-
mittee’s range of 50 to 100 million dollars.

Finally, the program for the export of freight cars is identical with
the estimates of the committee.

THE ROLE OF THE DEPARTMENT OF COMMERCE

In concluding, I should like to explain briefly the role of the Depart-
ment of Commerce in relation to this program.

We are at this time administering certain export control, allocation,
and priorities functions, the necessity for which would undoubtedly
continue with the European recovery program.

I believe that such functions should be performed in an agency of
Government other than the one established to administer the ERP.

Decisions in respect to the exercise of these powers are now made on
an interdepartmental basis under the supervision of the Secretary of
Commerce in the manner prescribed in the Second Decontrol Act.

In that way, the technical counsel and assistance of all agencies
concerned are brought to bear on the many difficult and complex
problems involved, including the evaluation of our own needs and
those of the rest of the world.

It is my feeling that a new organization established to administer
the ERP should be authorized to appraise the needs of the European
countries, but not to decide what the total amount of our exports of
any commodity should be, or what share should go to western Europe.
" I'I(‘lhe new agency would have a vital responsibility but in a limited

eld.

Its primary assignment in this respect should be rather as the
advocate for the participating countries—to initiate, approve, and
present their programs—but not to make the final decisions as between
their claims, and those of the United States and the rest of the world.

That is the brief statement, sir, that I have prepared for the con-
sideration of the committee.

Chairman Earon. Mr. Secretary, thank you for your very compre-
hensive statement.

What is your idea of the proper organization for the administration
of this great enterprise?

Secretary Harrivan. I am a firm believer that it should be in the
hands of one administrator, appointed by the President, with the
advice and consent of the Senate, and that he should be in charge of
the operating responsibilities of this great task.

He must, of course, work under the direction, in regard to foreign
policies, of the Secretary of State, which policies, of course, in the last
analysis are made by the President.

I am impressed with the fact that he will have to have relationships
with other members of the Cabinet and the heads of the other agencies
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of the Government, and that he should be in a position to deal with
us and should have access to us.

In other words, in vital deecisions it will be a matter of how much
grain can be made available from the United States, and he must have
the full cooperation of the Secretary of Agriculture who is charged
with the responsibility of our domestic agriculture, and responsibili-
ties in seeing that our people get enough to eat.

Those relationships were established during the war, and we are
now working under them, in spite of the fact that I have the ultimate
responsibility for export controls.

We have worked together with the Department of Agriculture and
the staff, and the Secretary of Agriculture and I get together and
talk on questions of major policy.

There should be an administrator of this program who bas the
same relationships that a member of the Cabinet has.

He would have to have relationships with the Department of Com-
merce in the industrial equipment end, with Interior on questions of
coal, and certain of the other agencies, such as those providing trans-
portation as required.

He would consult with the Maritime Commission on shipment
abroad. '

It sounds complicated, and is complicated.

This is a very vital program. I think the administrator should be
charged with those operating duties and should have a competent
staff here and abroad to make the necessary analyses of the require-
ments of these countries.

I went through in England much the same type of study that is
now required.

I went there early in 1941 and with a small staff we got to know
pretty well what the British economic requirements were and how
they were operating, the needs for the war, and also the civilian popu-
lation needs.

We worked very closely with the Supply Ministry in England, the
Agricultural and Food Ministries and those relationships are outside
of our normal diplomatic relationships.

But anyone abroad must be under the supervision of our Ambas-
sador. We cannot have two representatives, in addition to which
many of the decisions are beyond the purview of the particular supply
ministers and must go to the Cabinet and must be dealt with by the
Prime Minister.

In those respects those men will only work with our Ambassador,
who is our senior representative.

Therefore, our Ambassadors in each country will be brought into
the recovery program and must cooperate with those who administer
the program abroad.

On the over-all policy decisions that will oceur, the current day-to-
day flow goes through channels of communication of the State Depart-
ment, and directly to the Administrator here.

It i1s & great convenience.

Chaitman Earon. You would give the Administrator Cabinet
rank?

Secretary Harrivan. I think that is a detail. I don’t know that
it is necessary to do so. There are plenty of men in administrative
positions that are accepted by the members of the Cabinet as their
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equal, and I would¥certainly accept him as such, and I think all the
other members should.

I have never heard of a special agency having Cabinet rank, and
I am not suggesting that. I am only speaking about his status within
the councils of the Government. After all, he is much the same in
certain respects as the Lend-Lease Administrator, Mr. Stettinius,
who had access to members of the Cabinet on matters of policy, and
I am only trying to indicate the need for the relationship with the
other agencies and departments of the Government.

Chairman EatoN. You are in full accord with the general purposes
of this proposal and the expenditures of these billions for the purpose
of recovery in Europe? _

Secretary HArRrIMAN. It is my judgment that this is the minimum
safe amount to undertake this enterprise., I think the enterprise, as
I have said, is noble in its concept, but I cannot overemphasize my
feeling that it is in our self-interest, and our own preservation. X

I believe that the humanitarian interests are to some extent im-
portant, but I think in time our economic interests will repay our own
investment when we get the money back indirectly in terms of sta-
bility of our own economy. I think the very fact of being able to get
an increase of the raw materials we need, and a stable supply, will be
important. Over-all, I just cannot contemplate a world in which
western Kuropean civilization has declined and is under aggressive
domination. The change in the balance of power would be such that
it would have a drastic effect on the rest of the world.

I think we can avoid war. In fact, I am satisfied that we can avoid
war, if we recognize this is the time to work and lay foundations for
peace. 1 would have no such confidence if we did not take the step
contemplated by this program.

Chairman Earon. This committee has a very difficult and im-
portant responsibility to prepare a bill authorizing this expenditure
and giving the ground for our faith in it, and also to create an organi-
zation for its administration. That is why I was asking you for some
light on that particular subject.

This Administrator would have to be two men. He would have to
represent in some way, at least, the foreign policy of this Nation,
which involves our becoming a European power along with the other
16 countries which would cooperate. On the other hand, he would
have to be skillful, even as skillful and able a financial administrator
as your are, to handle this situation.,

ng are you going to reconcile those two great functions in one
man’

Secretary HaArrimAN. He must take the lead of the Secretary
of State in foreign policies. Most of his activities will be within those
policies, and that will require a very detailed knowledge of the eco-
nomic requirements of these countries and the progress that is being
made in recovery and how funds can best be used in each country
and in the recovery of Europe as a whole.

Most of his activities will be in the economic field, but they must
be considered with our foreign policy. We cannot have, of course,
two foreign policies, but having worked in that field I see no basic
difficulty in coordinating our economic assistance with our foreign

policy.
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Chairman EaTon. This is the last question I have: Supposing
the State Department takes one view of this proposed action and the
Department of Commerce takes another view. Which department
will prevail?

Secretary HArRriMAN., Well, we have those differences today.
For instance, we have a Cabinet Food Committee, of which Mr.
Anderson is the chairman, and Secretary Marshall and 1 are mem-
bers of that committee. Mr. Lovett usually attends instead of Secre-
tary Marshall, because he has been away so much and otherwise
occupied. We thresh out these programs, weigh the values, and
between us, we have always been able to come to conclusions.

On matters of basic policy we have on occasion gone to the
President to explain what we are contemplating doing because, after
all, he has the ultimate responsibility.

We have not found it impossible to come to an agreement. This is
really carrying on much of the same type of work as we did during the
war, and which has been continuing since the war. It would be more
concentrated in its attention. But I do not see any grave difficulties.

Of course, if there is a situation where there are fundamental differ-
ences of opinion they must go to the President for his ultimate de-
eision.

I presume the Congress would follow the program from time to
time, and would give an expression of its views. After all, if the people
of the country and Congress are not satisfied with the work as ad-
ministered and progress being made there will be questions raised in
connection with appropriations for the future.

Chairman Earon. Failure is the last court of appeal in your point
of view, but there is a further appeal from the President to the
Congress.

Secretary Harriman. Certainly.

Chairman Earon. Thank you very much.

Secretary HarrimaN. May I say this. You have asked a question
on administration, and I want to emphasize that I would not shoulder
this administrator with responsibility for decisions as to how much
we should eat at home, and what our policy at home should be, and
our relation to other countries. You would be putting on an admin-
istrator’s shoulder a burden which would be impossible for one organi-
zation or man to fulfill. They must remain with agencies outside of
this organization.

Chairman Earon. He would have to spend most of his time up here.

Secretary HarriMan, Defending the interests of the communities
that each of you represent, sir.

Chairman Earon. Mr. Richards.

Mr. Ricuarps. 1 want to congratulate you and your very fine
committee, and the other members of your very fine committee, who
have made such a comprehensive report of your study of the European
situation,

As 1 understand it, the recent war cost the United States between
$200,000,000,000 and $300,000,000,000. The national debt of the
United States now is about $265,000,000,000, and for that reason I
am very glad indeed that you went into very fully the question of
the alternative, if we do not do this thing, because I think we can only
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justify a position in support of this program in the full light of what
may happen if we do not do it.

You mentioned here that the United States has already spent in
Europe, since the war, about $3,000,000,000 in grants, about $7,000,-
000,000 in loans and cr edlt $10, 000 000 000 in all. This bill proposes
to furnish something over $6,000, 000 OOO of which from 20 to 40
percent will be in the form of loans and eredit.

In view of the fact that Europe is already obligated to us to the
extent of $7,000,000,000, not to mention normal ‘commercial debts,
that they are further oblwatcd to the International Bank for certain
loans, do you think that it could be expected that 20 to 40 percent
of this money could be repaid in the future without endangering
the European economic program?

Secretary Harriman, 1 believe 20 percent is a sound minimum.
You see, each country is in a different position, and certain of these
countries are in a position to pay considerable sums of money, not
all are obligated. We are dealing with 16 different nations with
different conditions. Therefore, I believe that we may get repay-
ments on 20 percent. The amount above that I think will require
a detailed analysis of the position of each country, the amount that
is going to each country, what their programs are, and to some
extent it would depend upon one of the objectives which we have
contemplated in this program, to get these countries to expand the
production of their raw mater Lals particularly in their colonies or
dependencies, and then be able to take back for our current needs
and stock-piling such of that increased production as is necessary.

It is most important for us in connection with being assured of a
source of supply. As you know, we are much more dependent for
our raw materials abroad than we were prewar, both because of our
depleted national resources here and because of our expanding needs
with this very much larger economy we now have.

Now, I speak of that as being one of the variables which we do not
know until our negotiations are made with each country. If the
can expand their ploductlon of these raw materials it may we
mncrease their income over what now appears to be evident. There-
fore, I think that the administrator should have flexibility in the
decisions.

I certainly agree with the thought which I gather is back of your
question, that it would be most unwise to saddle any country with a
debt which it could not pay. Our object is to get back to sound eredit,
and if we follow the pattern of former experience, such as after the
last war, private credit begins to take the place of Government credit,
private investment in place of Government investment, and when you
get a period of confidence and stable currencies we find that to follow.

To get back to healthy conditions will also follow. If you saddle
countries with a debt it hinders a return to normalcy.

Mr. Ricaarps. It would also discourage our people if they expected
{;0 g‘if;o 20 to 40 percent repayment on this money and get none of it

ack?

Secretary HarriMan. It would certainly be most unfortunate.

Mr. Ricuarps. You mentioned in your very admirable statement
here that these people over there requested a certain amount of serap,
and that you had turned them down flat in your recommendation.
Is that the only instance in which they have been turned down flat
on anything they have asked?
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Secretary HArriman, I think that is the only instance where they
have been turned down particularly. The reason for that, Mr.
Congressman, is that the one limiting factor, or the one bottleneck in
our steel production in this country is the shortage of scrap. We
would be more closely operating on a 100 percent capacity basis if
we had more serap in this country. If we shipped scrap out of this
country it would reduce our steel production and reduce our ability to
carry other programs. We also feel that the European countries,
and we, ourselves, have not made as energetic an effort to organize
scrap collection in Europe, and particularly Germany, as was possible.
hMr‘; RicuArDs. Is it not a fact that scrap is all over the place over
there!

Secretary HARRIMAN. That is correct. There is no question of
the need for more scrap in Italy, Britain and other countries, to some
extent. In Germany they can collect more scrap than is now being
collected. It was not turned down from the standpoint that they did
not need scrap, but the place to get it is in Europe, rather than in this
country.

Mzr. Ricearps. I saw one plant there covering about 5 square miles
with nothing but scrap. None of it has been utilized.

Secretary HarriMaN. That is correct.

Mr. RicaAarps. It seems to me that some plan could have been
worked out to use this scrap where it is needed most.

Secretary HarrimanN. These problems have been growing, and with
all of the problems we have been having the problem of collection
of scrap is now receiving the attention which it deserves. That is
being organized some.

Mr. Ricaarps. There is one other material that is very essential
to steel production, as I understand it, and that is chromite.

Secretary HarriMAN. Manganese is the most important for our
production.

Mr. Ricaarps. They both are in short supply in the United States,
are they not?

Secretary HarrimaN. We are importing chrome. There is no
shortage of manganese and chrome to keep our present production
going. There is a desire on our part to stockpile some of those
critical materials, both chrome and manganese, in order to see us
through in emergency if it should come.

Mr. Ricaarps. Domestic production does not meet the need for
those two materials?

Secretary, HArrimaN. No. We import most of our manganese and
a large part of the chrome.

Mr. Ricaarps. A great deal of it comes from Russia?

Secretary Harriman. I think 20 or 25 percent of our manganese
and chrome comes from the Soviet Union.

Mr. Ricaarps. The fact that we need those materials is good
ground for trading with Russia, is it not?

Secretary Harriman. Well, we are trading with Russia now on an
open basis. We are buying what we can in Russia and they are
buying what they can here, subject to export controls,

Mr. Ricuarps. Are those two materials produced to any extent in
this 16-nation group?

Secretary Harriman. Well, not directly in those nations, but their
dependencies, West Africa, for instance, one of the colonies of Britain,
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produces a very substantial amount in the Gold Coast. They produce
manganese. Of course India is now a free dominion. We get a large
quantity of manganese from India and also get a substantial quantity
from Brazil.

Now, part of this program would contemplate the expansion of the
production of raw materials so that that should be considered.

Mr. Ricaarps. Do you think we would have a right to insist,
through a provision in this bill, or otherwise, that part payment for
the money we are letting these nations have, be delivery to the United
States of these commodities when they are surplus to the needs of
Europe?

Secretary HarriMaN. I am glad you say ‘“over and above their
normal transactions,” because I think we would be destroying future
trade if we did not permit our purchases for our current requirements
to be paid for in cash, which, again, gives them in those countries the
dollars to buy from us the needed commodities. It is the program,
&p{)roved by Congress, to stockpile those critical materials.

hope that program can be fulfilled. It has not been possible since
the war to make much progress. But I would hope that as a result of
this program these countries can properly be asked, and, if satisfied,
be willing to do it and expand their natural resources in colonies and
dependencies to increase production, to be sure of what is very touchy
in many items, for instance, tin, which we are very short of, and to
increase it for current requirements and protect our expanding econ-
omy, and then over and above that to ship to us tonnages which we
can stockpile and keep as a reserve. :

It is in that area in which we can expect to get repayment. You
can handle it two ways. It has been proposed one way. The
Congress, of course, could appropriate more money, bearing in mind
what we would get back for nothing in the way of stockpiling, or in
accordance with what the administration has recommended, that
certain sums be granted as loans, and then we purchase out of the
appropriations the Congress has made, or may in the future make,
for stockpiling, which funds would be used to repay us.

It seems to me the one that has been recommended is the more
practical method of dealing with it. So indirectly we get repaid
through the goods we get here later, which we take in repayment and
add to our stock pile.

Mr. Ricaarps. The bill here suggests that we be allowed the
privileges of purchasing.

ow, 1 was just wondering whether it should be written in the bill
that certain critical materials should be furnished us in part pay-
ment for this aid.

Secretary Harriman. Well, sir, then you would have to reduce the
amount of loans that you would expect to make because it is contem-
plated on this recommendation that we will get repaid with dollars
that are appropriated for the stock pile. You could handle it either
way. Then you would have to increase the appropriations for the
European aid program to take account of the material which we would
get for nothing for stock-piling.

I am not sure I make myself plain. I will put it another way: You
would have to increase the amount of grants-in-aid. Then you would
get back some of the grants-in-aid not in the form of dollars but in
the form of material or as is recommended you could make more
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loans which they would repay out of dollars through our purchase of
these raw materials for stock piling.

Mr. Ricaarps. To put it another way, you start to run in a circle
and meet yourself coming back?

Secretary HARRIMAN. Yes. Thisis a method, and I think the most
practical method, of doing it.

Mr. Ricaarps. I was trying to get out of that vicious circle.

Secretary Harriman. Well, sir, at the moment, the reason why we
are not buying for stock pile is that these materials are not being
produced in sufficient volume over and above current needs of ours,
and other nations. This will require additional facilities which will
require capital expenditures, which will have to be made, and it will be
a period of time before they can afford to make those expenditures.
It will take steel and other equipment which they first need to rebuild
their own facilities at home. But I certainly believe it should be the
objective of the program to divert at the proper time the energies of
the European countries to expand these productive facilities, and it is
only through exploration and development and exploitation of these
natural resources that we can hope to be assured of a supply of these
eritical materials with an additional amount for stock piling.

Mr. Ricaarps. I have one more observation. The United States
has taken over many additional military obligations for the protection
of Europe. These additional obligations cost us one billion annually,
which is another reason why this aid should not be a one-way street.

Secretary HArrimaN. I agree with you, sir.

Chairman Earon. Mr. Mundt.

Mr. Mu~npr. Talking on the subject of manganese, I wanted to point
out that it was pretty hard to justify exports of war potentials to
Russia which make her strong enough to jeopardize the peace of the
world and to cause 16 countries to come to us for assistance on the
basis that we were short of manganese, because we have in one State
of the Union alone, South Dakota, the world’s largest deposits of
manganese. You can get them from us without building up a for-
midable aggressor by making exports for those things in return for
peace of the world.

Chairman Earon. Will the gentleman yield?

Mr. RicEARDS. Yes.

: Chairman Earon. Why have we not discovered South Dakota
efore?

Mr. Munpr. They have been discovered, sir, but they have not been
exploited and developed, and I do not think that probably is an appro-
priate question for the Secretary of Commerce. That is not his
particular field. That is handled by the Bureau of Mines.

Secretary Harriman. Thank you, sir. That is correct.

Mr. Ricaarps. I might add that the gentleman’s State has the finest
pheasants in the world. You cannot beat them.

Mr. Munor. If we were going to encourage all these superlatives, it
would occupy the rest of the afternoon.

Chairman EaToN. They certainly have very fine representatives in
Corgress, too.

Mr. Vorys suggests that we make a 5-minute rule, and he sets a very
beautiful example thereby. Then we will go around after that.

Mr. Vorys. I know everybody wants to ask something, and I
realize I have more than 5 minutes’ worth here.
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Who got up this so-called Harriman report, Mr. Secretary?

Secretary HaArrimaN. The committee organized itself into subeom-
mittees on the different basic categories of commodities that were re-
quired. For instance, on capital durable goods, Hiland Batcheller;
consumer goods, John L. Collyer; development and administration
and drafting, Robert M. La Follette; economic and financial analysis,
Owen D. Young; food resources, Chester C. Davis; manpower, Paul
G. Hoffman; mineral resources, Robert Koenig; transportation,
Granville Conway.

The committee, as a-whole, had a staff, although a small staff.
Mr. Bissell was the executive secretary. He is here, if you want
to ask some detailed questions.

Each of the subcommittees had a small staff. They had available
to them the information in Government, and they went outside of
Government to industry or to the background of the individual
experience of the men. The subcommittees’ reports were finally
approved by the committee as a whole.

That, roughly, is the manner in which they went to work. They
worked very strenuously and energetically for the brief time they
were ab 1t.

Mzr. Vorys. Here is why I ask: I find that when Cabinet officers
come up here often the most valuable detailed information comes from
the second line of defense that sits behind them, because, of course, a
Cabinet officer is a very busy man and he must have much of his
studying and assembling of figures done by subordinates.

" Secretary HArRrRIMAN. We are also not always as competent as
our staff.

Mr. Vorys. What I am thinking about is this: That the data
that is compiled in a particular foreign country is what is ultimately
controlling, or at least very important, and I wondered where this
committee got its data on the needs in, let us say, Germany?

Secretary HArrimaN. Well, some of the men had been to Germany,
and the information in particular I can explain. Mr. Koenig was
over there on the matter of coal, one of the important items; such
information was made available as they may have required. I
think some of the food committees in Germany were studying re-
quirements in Germany. That was from their own experience and
was available in the Government. They also went to the industries
who had been doing business, or had plants over there, not only in
Germany but some of the other countries, and machinery people
who had plants over there, and got from them the estimates of their
requirements as they saw them. They had the benefit of their
experience.

Of course, fundamentally, they tried to take and seek reports and
analyze them in the light of these various other sources of information,
which I speak of.

Mr. Vorys. For instance, when I was in Germany as a member of
the Economic Aid Committee, we would see things and talk to people,
but then when we would ask about coal production, or something like
that—we did not go around and check all the mines—but we would
ask for statistics. Our information was just as good as these statistics
that were handed to us.

I am wondering whether your committee —1I see it is the President’s
committee; but colloquially it is known as the Harriman committee,
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and a very fine committee it is—whether you finally got down to
where you had to rely on the same statistics that the CEEC fellows
1(;llild Eﬁd‘?our officials did, or whether there was any double-check down

e line?

Secretary HArriman. Mr. Vorys, there was not time to send any-
body abroad. You speak of coal. Mr. Koenig had been in Europe a
good many months. He was on the SHAEF staff and he had to do
with opening up the mines as we advanced. He also made a special
report of conditions in Germany prior to that time, and also a report
on the coal production in England, so that he drew on his previous
experience in order to analyze the features which were before him. If
the committee members were not particularly familiar, they brought in
as advisers men that they thought were competent from industry who
had been abroad recently, and in almost every case I think that is
true. These committees had outside advice from men who had been
on the spot; but I do not want to give the inference that we had a year
to make & detailed examination. These are estimates, based upon
the independent judgment of these men.

Mr. Vorys. For instance, on steel, the CEEC report came up with
a proposal for production by the 16 nations of roughly two-thirds
more than the steel exports to nonparticipating countries in 1938.
As you mentioned in your report, you have cut the steel requests
about in half, and yet the total is still very large, in view of the great
needs of our economy.

I wondered whether your committee has any suggestions or recom-
mendations about reexporting of this steel, as to where it should go?
The amount, you remember, is still very high, compared with any
previous production of these countries, as I understand it.

Secretary HaArrimaN. That is right.

Mr. Vorys. The proposition is, roughly, that we shall furnish the
crude steel. They shall process it and then sell it. Is that not right?

Secretary Harriman. Well, of course it goes into the pool. Some
of the steel products are used for reconstruction and the domestic
needs. Some of it is planned for exports. It goes into the flow of
their economy, and exactly what use was made of the individual bar,
or something, or the ingots, is a difficult question. That is something
we have not followed through on. Some will go to reestablish their
economy out of domestic use of the exports.

Mr. Vorys. Would you think that they should be exporting—
these 16 participating countries—to the East; let us say to Russia—
the finished steel products?

Secretary Harriman. I certainly think so. One of the great ques-
tion boxes about Europe’s food in the future is their eastern Kuro-

ean trade. They are obtaining a large amount of food from eastern
urope and Russia has also exported food.

To get the economy of western Europe going trade with eastern
Europe must be reestablished.

The only way it can be done is by trade.

Mr. Vorys. So that you feel that it would be all right for us to
allocate and control and thus reduce our use of steel in this country
30 that these countries could take the crude or semifinished steel and
process it and reexport it to Russia, for instance?

i Séacretary Harrivan. Assuming they get in turn the vitally needed
ood.
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Chairman Earon. The time of the gentleman has expired.

Secretary HarrimMan. May I just say this: I do not believe in
trying to build an iron curtain to the west of the iron curtain. I
believe in attempting to break it down. That can be done by trade.

Mr. Vorys. I hate to see us furnish iron for the iron curtain,
though.

Chairman EaTon. I would hate to see both sides of the iron curtain
come down at the same time.

Mr. Lopge. Mr. Chairman, may I suggest that since the gentleman
was In the middle of questioning, he be given more time.

Mr. Vorys. I gladly yield at this time.

Mr. JaArmAN. Mr. Chairman, following up that question about ex-
port of steel or any commodity to Russia or anywhere behind the
iron curtain, in view of the fact that the gist of this thing is a shortage
of dollars, would not any food or other material that even Germany
we will say, would gain in return for the steel reduce what we have to
do to help the situation to that extent? ) ’

Secretary HaArriMaAN. Yes; if eastern Europe can increase its food
production to anything approaching prewar, it will do two things:
It will release the strain on dollars; but what is even more important,
it will relieve the strain on our agriculture here and the sacrifice that
we have to make in straining ourselves to help those countries.
Wheat is a tough item.

Mr. Jarman. This will no doubt sound like a foolish question,
Mr. Secretary. It would be foolish but for the fact, in the discussion
of the interim-aid bill, despite your testimony before us at that time,
the statement was repeatedly made on the floor even after members
of our committee refuted it, that we had had no testimony whatever
as to the availability of these materials in the United States and as I
say, that is the basis for this apparently foolish question that I am
going to ask you.

You spoke of eliminating the scrap requests and the reduction of
steel by those reductions. I suppose you spoke of the Paris request?

Secretary HARRIMAN. Yes.

Mr. JaArmaN. That was gone into very carefully by your committee,
I take it, resulting in the throwing out of the serap and the fact that
we would need this reduction and that reduction, and when you had
reached your final conclusion, I judge it is your opinion and the
opinion of your committee that while some of these goods are in
short supply and although it is going to be necessary for us to sacrifice
and tighten our belts in instances, by and large this material is avail-
able in this country and can be supplied without wrecking it.

Secretary Harriman. That is correct, sir. To cover some of the
other aspects, there are a number of commodities such as coal and
cotton and certain others where the full requests have been included
in the estimates.

The requests were analyzed from two angles: one, the availability
in this country or in other parts of the world—the question of avail-
ability.

There was not any use of embarking on a program if the goods
were not available. The second was whether the estimates at Paris
were overambitious in terms of use and they were scaled down with
that in mind as well.

The net conclusion, I think, was that the program of capital
expenditures which would be required for some of this steel and
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other machinery was rather greater than the 16 countries could
absorb during this 4-year period.

It would take more like 6 years to expand that production to the
degree which they had contemplated in this report. At the same
time, we believe that this assistance will be of a nature to let these
countries get back to a self-sustaining basis.

Mr. JArmaN. There is no use in getting them back on a self-sustain-
ing basis, is there, if in doing so we should put requirements in this
bill that they pay back a great deal of this in strategic materials 5 or
10 years from now?

In other words, if we create a situation which would endanger them
falling immediately back into the slough of despondency, the situ-
ation in which they now find themselves, immediately after we
p};ﬂleg them out—there would not be much system to that; would
there!

Secretary Harriman. No, sir.

Mr. Jarman. Now, considering this $6,800,000,000 that is proposed
under this bill, 20 to 40 percent of which is expected to be loaned.

Now, the erux of the situation being the dollar shortage, if we put in
any stipulations about requirements of payment in strategic materials
which would increase those loans to a larger amount than 20 to 40,
would it not be necessary to add that much to the six-million-eight?

Secretary HArriman. It would be.

Mr. JarmaN. And therefore we would be just taking out of one
pocket and putting into the other; would we not?

Secretary HarriMan. We would; that is correct.

Mr. Jarman. Now, shbrt supply: Of course, many of these goods
are in short supply. We had several amendments on the floor
offered by well-intentioned young gentlemen, I am sure, from my
part of the country, to eliminate the shipment of anything that was
in short, supply.

Is it the opinion of your excellent committee that we can supply
these goods? A sufficient number of them are in short supply, are
they not—that an amendment to prevent shipping anything in short
supply would ruin the program; would it not?

Secretary Harriman. It would. I do not mean to say that some
quantities are not in adequate supply. Dried fruits, for instance, we
cansend. We may even have some wheat in surplus. I think we have
enough cotton and coal, but it is taxing our transportation. But in
other areas, even though we have some in surplus, we have not enough
and we must realize that this cannot be undertaken unless the Ameri-
can people are prepared to make an immediate sacrifice for the ultimate

ain.

i Mr. Jarman. Speaking of sacrifice, can you compare quickly the
tax that the Englishman pays as compared with our tax? I mean,
which pays the most? _

Secretary Harriman. Oh, they pay very much more. I have
forgotten what it is now, but during the war a single man paid a 50-
percent tax on his income over a hundred pounds, over $400, and that
went up to nineteen and six to the pound.

That is 19% cents out of every 20 cents.

Mr. JarmaN. A great deal more?

Secretary HarriMaN. A great deal more, and corporations paid 100
percent excess-profits tax.
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Incidentally, they paid a larger percentage of their war expenditures
out of taxes than we did, I think—about 10 percent more.

Mr. Jarman. I wonder, how wrong I have been in making the
statement, which I have made promiscuously in my district to the
effect that while our taxes are high in this country and we want to
reduce them when that can reasonably oceur, that if this plan does not
become law and assuming the worst, that is, a domination of the rest
of the world by communism and the necessity to fortify this continent
and maintain the necessary standing army, that this period of ours
would during the years to come probably be reflected upon as a low-tax
period.

Was I very far wrong in that?

Secretary Harrimawn. I think you are very right, sir.

Mzr. Jarman. That is all, Mr. Secretary.

Chairman Earon. The gentleman from the manganese section of
the country, Mr. Mundt.

Mr. Munpr. Mr. Chairman and Secretary Harriman, on page 13
you mentioned that the calculated production’of farm machinery
next year is going to be 20 percent higher than it was last year.

Of the calculated farm machinery production for next year, what
percentage is it expected you will ship overseas under this program?

Secretary HArriMaN. I do not think we estimate 20 percent above.
I think I said that the machinery on the farms was 20 percent above
prewar.

Farm machinery production for next year I have not included.
Unless we can do something to help increase the amount of iron and
steel available, I doubt if it is very much gredter. It would be slightly
greater, I think. It would be about 10 percent greater.

Mr. Munpr. And what percentage of that greater production is
calculated to be shipped overseas?

Secretary Harriman, I think that the total exports of farm ma-
chinery from this country, it is contemplated, will be about 10 percent
to Europe and the over-all would be about 15 percent.

It would be about 15 or 16 percent of our agricultural machinery
for export and about 10 percent would go to Europe.

Mr. Muxpr. Does that mean we are going to have 5 percent less
farm machinery available domestically next year than we are this

ear?
y Secretary Harriman. No, we would have roughly 5 percent more.
Your expansion in production amounts to more than the increased
shipments to Europe would.

Mr. Munpr. That is what I was speaking of. Now, we come to
something a little more vital. On page 17, in view of these consider-
ations about freight cars and of the great need for them in the United
States, we propose to permit exports of only 20,000 cars to all of
western Germany. 1 think that is very commendable, that you are
going to maintain the transportation system of the United States
and limit exports to 20,000.

In that connection, I would like to find out what is going to be the
policy of this administration about exporting freight cars to Russia,
which was done through 19477

Secretary HARrRIMAN. I do not think there will be any shipped to
Russia next year.

Mr. Munpr. I know about some that were shipped this year but
there may be a lot more than that.
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Secretary HarriMan. I will submit the figures to you. They are
a very small number.

(The information is as follows:)

During the eleven months ending November 30, 1947, 281 cars valued at
$1,616,254 were shipped.

Mr. Muo~xpr. That to me is the crux of a very difficult problem
that you are going to have to face up to, and I think you realize it.
It is a realistic approach to this program now in which we are sort of
engaging in economic strife or ideological warfare, or something. I
agree with you this is not just a humanitarian gesture, but it is a very
essential part of our program if it is anything at all, and I think it is.

I think we are going to have to have some kind of modification to
what you said was an open trade program with the Soviets whereby
they would buy in this country what they could get and we would
buy in their country what we could get without screening it, apparently
from the standpoint of effectiveness of what they buy here upon this
European situation which we are trying to help alleviate.

Certainly freight cars and locomotives and trucks and tractors are
something which, in the hands of the Soviets, regardless of where they
get them, help them increase the pressure and develop a formidable
attack economically upon the 16 western countries they do not want
to have successfully functioning in the ERP.

1f we are going to, through congressional action, give $6,000,000,000
or any major portion thereof in trying to make this program work in
those 16 countries, I think it is an axiom, I think it is just naturally
part of the program, and we might as well announce to the world that
we are not going to, during that period, ship to the Soviet the type of
things they need in order to succeed with their program of crippling
our venture in Europe.

Now, what is wrong with that suggestion?

Secretary Harriman. Well, Mr. Congressman, I would like to put
it this way. We have the problem that we have only been controlling
about 25 percent of our exports. We got down from controlling
pretty nearly everything during the war to the natural fact that we
did not have to control so much and then we were under considerable
pressure from our appropriations standpoint and we had to reduce
it to that amount.

When you control exports you have to have enough staff to make
quick decisions or else you cripple all trade. We have additional funds
now and we have recently, in the last week, placed all of the exports
to Europe under control.

We felt that was a desirable thing to do.

Mr. Munpr. May I ask a question for information here: By that,
do you mean that before an American exporter can ship something he
has to get some kind of clearance.

Secretary Harriman. He has to get a license and that would
include Russia and its satellites, as well as all western Europe.

Now, we believe that is desirable. That is a recovery area in which
consideration of everthing they buy here is important to make
sure they are using their dollars for the most useful things and also
to protect our economy.

We are finding that we should control more than we have in order
to protect ourselves at home.

George C. Marshall Foundation, Lexington, Virginia




488 FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

Now, that policy will make it most important for us to review what
we had not been able to review,; the major part of the trade to the
Soviet Union and eastern Europe.

We will be developing policies in that respect. I want to say this,
though, that in approaching that I think that we must consider definite
questions on shipments to all countries regardless of what equipment
goes out. I do want to emphasize the fact that we could not
bhave world recovery as rapidly as we otherwise could if we attempted
to shut-off trade from eastern Europe.

The food is most important of all, but then there is a great shortage
of timber, coal from Poland also being a vital factor, and the trade
between western and eastern Europe and trade between those coun-
tries and this country is important in recovery.

Now, as I say, I am not in sympathy with the idea of building up
an ‘“‘iron curtain’”’ to the west of the “iron curtain.” I am a firm
baliever that if we can get recovery in western Europe the pressures
of the better living in western Europe will force a reduction of the
rigidity of their controls which we say they have over certain countries
in eastern Europe and that we can hope for a peaceful world only if
we pursue that policy.

As far as such things as tractors are concerned, if they are avail-
able, I think we want to encourage that type of thing to increase
agricultural production.

Now, you can play it two ways. We can accept the fact that a
conflict is inevitable—and I do not accept that—or we can pursue
the policy of trading with those countries, but in all cases we must
see that they do export the things that we need, not only for ourselves
but for the recovery of the countries that are interested in those things.

Mr. Munpr. May I summarize that to be sure that I have it
clearly in mind, because I think that this is one of the big vital issues
around which the success of the program is going to revolve when it
passes through Congress and the country must understand it clearly.

Am I correct, then, in my understanding that as of today and
henceforth, all exports to European countries, which includes those
behind the ““iron curtain” and those this side of 1t, now must receive
official approval by your control board before they are shipped?

Secretary Harriman. That is correct. I beg your pardon. I am
corrected. I must say we have announced it. The effective date is
Maroh 1.

Mr. Munpr. Yes, and certainly that is a very commendable con-
structive step because we are going to be impelled by the realities, I
am sure, to restrict certain types of exports to certain areas, Other-
wise you are going to be accessory in trying to defeat the program
and you do not want to do that. If it 1s going to succeed, do you
agree with me that you must have in these bilateral agreements some
kind of understanding with these 16 countries that they, in turn,
exercise some kind of discretion in the type of things which they are
shipping to the other side of the iron curtain? If we build up 16
European economies which, in turn, ship over into the Soviet area
war potentials, because of their desire to get wheat or coal, then, we
are engaging in a very vicious circle which comes back to jeopardize
our security at some future date.

Secretary Harriman. Well, I think, very frankly, that the less at-
tempt we make to dominate other countries in this program, the better
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off we are and the better results we will obtain. T think we had better
leave it to those countries to decicde on how they should develop their
trade. It is absolutely impossible to define this war potential. In
total war, as you said, even machinery for the farm in practice in-
creases the war potential. Food is the really basic commodity on
which a nation fights a war. 1 feel very strongly that trade must be
encouraged, that we should not interfere with the bilateral arrange-
ments. I know of the leading statesmen of these different countries,
that they have the same thoughts and objectives in mind that we have.
It may not satisfy any one individual. He might disagree on the kind
of trade that is desirable oris not. I might disagree with him. In the
last analysis, I think the time is going to come of more prosperous
conditions in western Europe and the pressures of people for a better
life will tend to make for a change in the objectives of the present
rulers of those countries. I believe if we embark on a program of
trying to hold them down, it will lead to disaster and lead to develop-
ments in the wrong direction. The standard of living in the Soviet
Union is very low, as you know, and as the standard of living is in-
creased, people begin to realize they can have a better life and when
the Soviet Union begins to pay more attention to the improvement of
the standard of life of their people, then, you are going to begin to
have a more peaceful outlook.

Mr. Vorys. Mr. Jonkman?

Mr. Munpr. A parliamentary inquiry. May I have the record
show that silence does not mean consent, but simply that my 5 min-
utes have run out?

Mr. Vorys. Yes Mr. Jonkman.

Mr. Jonkman. Mr. Secretary, Chairman Eaton has already asked
a few questions about the function of the Administrator. Are there
not more significant differences in the form of organization proposed
by the President’s bill, on the one hand, and, for instance, the com-
mittee which you headed and the Herter committee, on the other
hand. By that I mean, to put it briefly, in my estimation the Presi-
dent’s bill appoints only another Assistant Secretary of State while,
on the other hand, your committee, if I may call it that, and the
Herter committee propose a corporate form of organization of a Board
of Directors in which the Secretary of State will be one of the directors
and in that way it will integrate our foreign policy. Would you care
to comment on that?

Secretary Harriman, I would prefer to have the exact recom-
mendations of the so-called Harriman committee presented to you
by Mr, Bissell who is here, or by Senator La Follette, who wrote it. I
do not find myself in full agreement with that proposal. On almost
all of that report I agree, and the only thing I disagree with is the
question of administration. It is not far afield. I cannot see how
this can funection in much of any other way than the one I have
attempted to describe.

Mr. Jonkman., When you say the one you attempted to describe,
you mean in the Harriman report?

Secretary HarriMaN. No. .

Mr. Jongman. Do you mean the President’s bill?

Secretary Harriman. I have not discussed it in detail with Secre-
tary Marshall, but I know generally what it does. I would not be
surprised if it did not operate much in the way I outlined it in answer
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to Chairman Eaton’s question. Of course, the Herter commiftee’s
report is quite a different set-up from the so-called Harriman com-
mittee’s recommendations. The Harriman committee report sug-
gested the possibility of a form with a council attached to it which
included largely the members of the Cabinet which this administrative
group would have to function in. The Herter committee proposes, as
I understand it, an independent Board of Directors of part-time
individuals with export controls within the function of that corpora-
tion. I find myself not in agreement with that proposal. I want to
say I have tremendous respect for the work of Mr. Herter and his
committee. It has been very constructive and I cannot believe they
entirely considered what would happen if this Administrator had such
an independent authority and they put in an independent group of
part-time men who had not been through, and were not responsible for,
certain parts of it.

Mr. JonkMaN. At the present time, do you not think this will
involve a big business administration? As I said to Secretary Snyder
this morning, we are going to spend more on this program annuall
than our average annual budget for the 10 years in the 1930’s. Will
you give us an illustration? There has been considerable discussion
here about stock piling of materials, whether we could not ask some of
these 16 nations to bind themselves, not during the life of this program,
but in the future, after the program has been consummated and they
are back on their feet, to repay some of this money with stock piling
materials. There has been quite a little discussion as to whether that
would be in loans or in grants. Well, now, in loans, I cannot see any
question there at all unless you want such things as uranium or ex-
ceedingly strategic and scarce materials, because any nation would be
glad to pay its bills in commodities. In fact, that is one of the
troubles we have with European countries, they want us to take more
imports. But if we are going to take that from the grants, I can
see 1t 1s going to be mostdifficult for a foreign policy-making organiza-
tion to put itself in that position of the Shylock that says, “Just as
soon as you get on your feet we are going to have a mortgage on you
and then you are going to have to repay some of this stuff,”” while, on
the other hand, if you had an independent auxiliary administration or
a corporate organization, they would look at the business aspect more.
After all, this is not relief any more, it is not helping the person for
relief. We are putting them back on their feet in business and often-
times furnishing the capital. Do you not think that the form of
organization proposed in the so-called Harriman report or the Herter
committee would give us a far better business administration than the
State Department, which, from the very nature of its functioning, is
under a difficult situation along this line? I am not eriticizing them
except for that.

Secretary HArrimaN. Well, as I have said in answer to the question
of Chairman Eaton, I believe that there should be an independent
administrator to handle the operating functions. Now, on the
question of the positions as to foreign policies, they must be under the
Secretary of State. I do not know how you are going to define in
advance what each of the countries can do in the way of developing
natural resources. I have had certain discussions with certain people.
There are potential sources of raw materials which are not entirely
explored yet.
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Mr. Jonkman. I am not interested in taking the time on that.
I would like to have you answer the question whether or not, for
mstance, if the State Department handles it, it would be far more
difficult to lay down those conditions than if you have an independent
corporate organization.

Secretary Harrmvan. I would not have felt so; no. I think that
those programs have got to be worked out with the full analysis of
all of the administration, the Department of the Interior and the
Department of Commerce, in terms of our knowledge of what we need
and in terms of what can be expected in the way of future trade
relationships. I think the Herter committee puts too much responsi-
bility on a group of men who are entirely outside the Government.
I think you will get & much better and more satisfactory arrangement
if it 18 within the Government.

Mr. Vorys. Mrs. Bolton.

And again it is understood that the time schedule suggested by the
Chair does not mean that silence gives consent to the last statement
of the witness.

Mrs. Bouron. Mr. Seeretary, in the matter of the strategic materials
and the method by which we might set up the agreements in the
matter, if it would be feasible, it does seem as if it would be forward-
looking on our part to do something about it. Would you feel that it
would be wise to include such a condition wherever practicable?

Secretary HarriMAN. I think much as it has been proposed is the
richt way. Itisan objective and the Administrator should be charged
with the responsibility to negotiate on what can be done in the way of
expanding the production of these strategic materials and the amounts
that can be obtained over a period of years, and those programs should
be borne in mind in connection with what proportion of our assistance
should be in the form of the grants-in-aid and what percentage should
be in the form of loans. I think one has to bear in mind that to be
effective this must be a continuing program and what-might be decided
in the way of percentage this year might be changed in another year
and any new conceptions can be adjusted. The future question of
grants-in-aid can be adjusted by what has been found out in the
meantime.

Mrs. Bouron. The strategic things would be in the Loan Division,
however.

Secretary HARRIMAN. Yes, because they would be in terms of
dollars, but actually what they could supply would be taken into
consideration on those grounds.

Mrs. Borron. I have been informed that there is a difference
between the State Department method and the other bill before us,
which is the Herter bill, that in the State Department it is put in more
or less as a condition and in the Herter bill it definitely negotiates
toward that end. Does there seem to be very much difference to you?

Secretary HArrimAN. I have not studied the language. I thought
the State Department proposal made it perfectly clear that it was one
of our objectives to get the maximum increase in production that
was within reason and within our requirements. I do want to impress
on your the fact that I am concerned over the availability of the raw
materials we need, not alone for our strategic stock piling, but for
our current use. I would think that the Administrator should have
made clear to him that one of his responsibilities to this nation is to
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see that these developments are undertaken. I do want to say that
to my knowledge it is impossible to lay it down now because in some
areas there are indications that minerals are there but they have not
been explored sufficiently even to say what can be developed
from them.

Mrs. Borron. Of course, the other countries would have to have
machinery to develop and also they would have to have engineers to
do the work.

Secretary Harriman. They would have to have the machinery for
their own production and there is also the question as to whether in
certain cases American corporations might not be able to undertake
these developments. And they might. It should all be left to the
Administrator to work out and I would hope that at the proper time
he would give it his attention.

Mrs. Bouron. And in some of the considerations given we would
have to consider, I suppose, what the ultimate goal is in this whole
matter, whether it is for a controlled economy or whether it is for the
thing which we always feel is American, the free-enterprise method,
so that private capital would be developing these materials in different
countries rather than just a Government-controlled economy.

Secretary Harriman. Well, I must confess that I feel in these
European countries that remain under what we call a democratic
system, where the people express their own opinions as to the form
of their economic development, that it is none of our affair, but when
it comes to a totalitarian dictatorship, where a few people dominate,
then, you have a potential difference. After all, we have in our own
experience had the Government make certain regulations and if a
country in western Europe felt that it would better develop its
resources by a Government-controlled enterprise, I do not think that
is any of our affair. At this time I think we ought to create oppor-
tunities for American private investment because that will get back
to normal trade and business relationships.

Mrs. Bouron. Could a further condition be inserted into the law
that would provide that no alteration in the terms of agreements on
businesses conducted by American concessionaires may be made
without the approval of the United States Government?

Secretary HArriMAN. I must confess that I hate to see that type
of condition written into the law. Conditions change from period to
period, and it should be our national policy to protect investments
abroad in an appropriate manner, but conditions do change and I do
not think you could give a concessionaire that authority if a country
of its own free will wants to take over those assets. It is its right to
do it, but we must insist, of course, that the investors be properly
compensated for it. I would not favor writing in such a condition.
I think it must be left to future development, although I firmly believe
that American investments abroad should be protected. I do recog-
nize the right of any nation to nationalize its resources if it finds it is
necessary to do so, but American investors should be properly com-
pensated for that.

Mrs. Borron. My 5 minutes is up, so I cannot go on.

Mr. Lopge. I would be glad to yield.

Mrs. Bouron. Thank you very much Mr. Lodge.

Mr. Vorys. Mr. Lodge.

Mr. Lopce. Mr. Secretary, in connection with the strategic mate-
rials which have been holding our attention for some time, my under-
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standing 1s that our stock-piling-development program runs over a
period of 25 or 30 years; is that correct?

Secretary HArriMaN. I have forgotten. I think it is 20 years. It
is a long term.

Mr. LopGe. Do I understand you correctly that the administra-
tion’s attitude means that these countries can never produce enough
to repay something above the balance needed to support those
countries?

Secretary Harrimax. I am not sure I understand your question.
Would you mind repeating it?

Mr. Lopce. In other words, if they should reach a point where
there 1s no dollar deficit, could we then receive some of these stock-
piling materials in the future by way of quid pro quo for sums turned
over under this program?

Secretary Harriman. What was contemplated, as 1 understand it,
was that the possibilities of supplying our stock pile would be taken
into consideration in connection with the long-term loans which we
would be making to these different countries and that that is a long-
term repayment as far as our stock-piling program is concerned. The
ability to repay. the production of these foreign countries would be
taken into account in connection with the size of the loans that are
included in the program.

Mr. Lopge. I misunderstood you, Mr. Secretary. I understood
you to say to the gentleman from Alabama that you felt that it
would be a mistake to make long-term commitments providing for
repayment, of any part of these sums in the long-term future.

Secretary Harriman. If I made an incorrect answer, I want to
correct myself, because I firmly believe that we should expect these
countries to repay all that they reasonably can without interfering
with their coming back to a normal relationship and get back to the
time when private capital will take care of the future investments
that will be required.

Mr. Lopge. Then, in that case there would be no reason not to
increase the amount of these loans to more than the 20 percent now
contemplated and provide for repayment of these loans in strate-
gie materials in the long-term future? i : | B

Secretary Harriman., Well, I believe that within this range it is a
fair topic to set up. I think it would be unwise to set up any longer
time of repayment at this time. After all, in the future, we may
find that our guess as to the amount of strategic material has increased
as a result of experience. This is a 4-year program, and adjustments
can be made. I would think it would be unwise for Congress to
insist on more than this range at the present time and have any real
contemplation of getting the money back.

Mr. Lopae. Supposing it were expressed in such a way that the
payments would not be made unless there was something above the
balance needed to support these countries—in other words, something
beyond these terms? _

Secretary Harriman., I would rather see the program stimulated
as best it can be and set those goals. In your case there would not
be the same incentive to meet those adjustments which are necessary.
I think you would get about as much as we can fairly contemplate
recelving in time. - .

Mr. Lopae. Is that not a pretty hard thing to stimulate?
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Secretary HARRIMAN. Most of these developments are pretty long
range developments—10 to 20 years. The loans will run for at least
that period of time, and I would think you would have to make them
about as precise as possible, and I think it would leave the future open.
I think we ought to make these arrangements so. Otherwise, if there
are contingencies hanging over the heads of different countries, it
will affect their credit and their position, and I believe it would be
wiser to set them in advance rather than leave them open.

Mr. Lopau. After all, is not credit a question of dollar balance?
And if it were provided that that would first have to be satisfactorily
handled, it seems to me that it would not affect their credit.

Secretary HArrIMAN. Well, it 1s such a variable factor. We well
know the kind of restricted conditions which people are living under
now, and if you had contingencies over their heads so that they could
not program their balance of payments, there would always be the
%uestion as to whether they shoufd increase the food rationing of the

ritish people or pay us a little more. I think it would be far better
in our relations with each of these countries if we made a fixed agree-
ment. I think we would get more incentive and there would be more
recovery and it would work out better in the long run. If you leave
that contingency open, then you get into every aspect of the life of each
of these countries, because they are so restricted today. When you
say that they ought to pay us more or less, causing a decision as to
whether they should have a little more gasoline rationing or a little
more food rationing, I would not think we would want to keep such a
continual decision hanging over their heads.

Mr. Vorys. Mr. Mansfield. :

Mr. MansFieLp. Mr. Secretary, on the basis of the report made
by your committee, and other committees which have looked at it
from a domestic angle, is it your contention that the United States
is well able to undertake the cost of the proposal now before us?

Secretary HArrIMAN. I believe that it was the conclusion of this
committee that this country should embark on this program and
should undertake this program and pursue it, as I have quoted, with
boldness and determination; but, by the same token, it is recognized
that it cannot be done out of our surpluses—that there will have to
be a definite sacrifice in terms of consumption at home during this
period. So when I agree that we are well able to do it, I must qualify
it by saying, “With certain sacrifices, we are.”

Mr. MansFieLp. But, in your opinion, the sacrifices are well worth
the achievement of the goals which have been set and which are, as
I see them, a certain amount of humanitarian relief for a distressed
people, the economic rehabilitation of western Europe, and we hope
eventually all of Europe and the world, and, finally, as a hold-back
of the spread of communism; is that correct?

Secretary HarriMAN. Yes. I would put it in a slightly different
way, but that is substantially correct. I think you can put it another
way. I think we would be repaid economically, although that is very
hard to prove, in terms of our world trade over the years. But in
terms of the main objective of peace, the investment is tiny as com-
pared to what we would face if we did not embark on it.

Mr. MansrieLp. Mr. Secretary, would you give this committee
the benefit of your views as to what would be the result here if this
proposal were defeated?
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Secretary Harriman. I read from the statement of the so-called
Harriman committee and I can read it again very rapidly. Or if you
prefer, I shall give it to you to read.

Mzr. MansrFienp. If you have already given it to the committee, 1
will read it later.

Secretary HArRrRIMAN. I am handing you the part I read.

Mzr. MansrieLp. One more question, Mr. Secretary, and maybe two.
Would you think it advisable to attach conditions to this legislation
if it 1s reported out of this committee by means of which we would be
able to get back from countries which have materials, minerals and
products which are critical and in short supply in this country?

Secretary HArRrRIMAN. I do not think I would express it that way.
It is the objective that these countries should expand their natural
resources at home and in their colonial possessions, not only to assure
us a normal supply for our economy but also to help us build up our
stock pile. I think it should be expressed as an objective, not in terms
of a condition, because it is very hard to define a condition and in the
last analysis it is the general skill of the Administrator and wisdom of
the administration in this program and the energy and good will of
the people. I think we can best get that by stating objectives rather
than conditions.

Mr. MansFiELD. I see. Thank you, Mr. Secretary.

That is all, Mr. Chairman.

Mr, JonkMAN. Any further questions?

Mr. Lopge. Yes, I have some more questions.

Mr. Jongman. Mr. Lodge.

Mr. Lopge. With respect to the petroleum situation, Mr. Secretary,
I understand that England, France, and Holland have big oil holdings,
possibly as large as our domestic reserves. Why could we not cup
some of our fields in from 5 to 10 years and repay the owners by deliv-
eries from European-held oil reserves abroad? 1 am informed that
the estimates of those reserves permit commercial use along these lines.
Could we not keep these cupped fields for naval reserves and be repaid
several hundred million gallons a year from foreign assets?

Secretary HARRIMAN. You mean with our domestic consumption
held down?

Mr. LobGe. Yes.

Secretary HarriMaN, I think in answer to that we would have to
consider the whole world petroleum situation, our own requirements
and the requirements of other countries, and I think the administra-
tion should consider that question. As you know, we have under
control of our own companies very large reserves in the Middle East
which in some ways are larger even in potentialities than those of any
other country.

1 think that a study should be made. I feel very strongly, as your
question indicates, that we should conserve our petroleum resources
in this country and should embark upon a program of expanding
production abroad and increasing our imports. Generally speaking,
at the present time, known reserves in the United States are about
a third of the known reserves in the world and I imagine we probably
know more about our reserves than at least certain other areas. We
are now producing about two-thirds of the world’s petroleum. That
certainly is a reckless thing to continue to do and I certainly agree
with what I gather is the background of your question. We are in
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a very difficult shortage of petroleum products in this country this
winter, and as Secretary Krug has testified before other committees
of Congress, it looks as though next year is going to be serious also.
We are expanding and have expanded fantastically our use of petro-
leum products in this country, approaching double what we used
before the war. That is not the exact figure. Now, it would be
reckless for us to go ahead and drain our own resources to take care
of our immediate requirements. Now, Europe at the present time
gives as per capita use of petroleum something less than 10 percent
of petroleum products that we use in this country and it is contem-
plated under this plan, if the plan goes through as it is planned, that
they will get up to about 10 percent per capita by the end of this
program.

They use 10 percent per capita as compared to us. In other words,
they use 1 barrel per capita compared to 10. One-tenth as much.
Not 10 percent less, one-tenth as much. I do not think we can have
European recovery if we deny Europe the value that comes from the
use of petroleum produects in internal combustion and so forth. What
I am getting to, I think we should consider in expansion of world
production our own resources and European resources under the
control of the European countries. I think it would be perfectly
appropriate to consider what part of their production they could,
over a period of years, contribute to us, but I do not think anybody
can be in the position of answering now what part of the available
resources in the Middle East and Far East and the Caribbean, and so
forth, we can now count on their contributing to us from their re-
sources. I think it requires a very exhaustive study and I think that
will be made, and I certainly agree with you that that study should
consider what contribution 'they can make to our increasing require-
ments of petroleum products. I, for one, would like very much to
see us conserve our supplies.

Mr. Lopge. I am in full agreement that without petroleum the
European recovery program cannot work. I presume you will agree
with me, Mr. Secretary, that unless we have adequate petroleum in
this country to enable us to fill our vital needs with respect to heat
and transportation and what not, this country cannot back up the
European recovery program.

Secretary Harriman. I agree fully. All I was trying to say, sir,
was that it takes machinery and steel and capital and so forth to
develop petroleum resources held by other countries. I think we
should consider them in the requirements along with our requirements
before we arrive at a figure at which it might be fair to ask them to
contribute to our needs. :

Mrs. BorToN. Mr. Secretary, as I understand it, the European
recovery plan from the standpoint of fuel counts upon a very definite
amount, a very large amount, of oil from the Near and Middle East.

Secretary Harriman. That is correct. They are pretty nearly
dependent upon that.

Mrs. Borron. As I have gone into the figures, my information
indicates that the oil production in the Western Hemisphere just
about takes care of the Western Hemisphere and that the Near Kast
could take care of the European situation as well as its own require-
ments as they increase?

Secretary HArriMAN. Potentially.
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Mrs. Bouton. Now, if the Near East production is stopped, as it
now has, as far as deliveries to the Western World are concerned,
what will that do to the whole plan of the European recovery program?

Secretary Harriman. Well, if there is a recession of petroleum from
the Middle East it would be extremely serious to Europe as well as
ourselves.

Mrs. BorroN. And it would be a major difficulty, would it not?

Secretary Harriman. A major difficulty to us and to the world.

Mrs. Bouron. Especially to western civilization?

Secretary Harriman. It would be, yes.

Mrs. Boruron. Thank you.

Mr. Lopce. Would you have any objection, Mr. Secretary, to our
cupping certain wells within 5 or 10 years?

I did not mean as of today. I mean within 5 or 10 years.

Secretary Harriman. Well, T would like to see us establish a
national policy. I would rather not say exactly what we should do.
I would like to see us embark upon a full study in connection with this
program of the long-range fulfillment of our requirements as well as
the requirements of the other nations of the world and in that connec-
tion how it should be properly handled I do not know.

I am not familiar with what means should be adopted to see that
we do not overdrain our present resources.

Mr. Lopge. Is there any present project toward such a solution?

Secretary HaArrimaN. 1 think Mr. Krug can best answer that.

Mr. LopgE. Is he going to testify before us, Mr. Chairman?

Mr. Vorys. Tomorrow alternoon.

Mr. Lobpge. Mr. Secretary, in the Harriman report that it is
stated—

The committee feels strongly that top priority should be given to provision of
steel and equipment to repair war-damaged nitrogen fertilizer plants as rapidly
as possible and the allocation of adequate supplies of coal to operate these at
capacity.

Now, that brings me to the question as to how you feel about the
dismantling of sheet steel and steel-rolling mill plants in Germany,
and the second part of my question is, How do you feel about the
dismantling of the huge nitrogen multiple plants in the French zone?

Secretary Harriman, Well, I am not familiar with the details. I
fully agree with that statement in the committee’s report. As you
know, the whole question of the plants in Germany has been reviewed
and I think it is an established policy of all concerned that we must
get Germany’s coal production and industrial steel production up
from its present low.

I think we have got to recognize, and we do recognize, as far as the
administration is concerned, that there are fears of our western allies
that Germany is not only a military threat but lest Germany should
become the predominant industrial nation of Kurope again. This
European recovery program contemplates expanding steel production
as well as bringing the German steel production back up to a sub-
stantial level.

I am getting off the nitrogen end but it is very clear that Germany
must always play its part in the recovery of Kurope and our plans
should, and 1 believe do, accomplish that objective.
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I am not familiar with the particular plants that you speak of.
But nitrogen production for fertilizer is a very important element in
the whole program.

As I have said, food is the most critical item of all and nitrogen
fertilizer is needed in great quantities.

Priority should be given in coal, in my opinion, and in getting their
plants back in full production.

Now, what exact amount of nitrogen fertilizer is needed, I cannot
say.
Mr. Lopcge. It is, however, interesting to note that the amount of
nitrogen production lost in Germany because of dismantling is approx-
imately 500,000 tons, according to the figure that I have, which
amounts to 300,000,000 bushels a year, which is three times the amount
that the American consumer was called upon to save in the Luckman
food conservation program.

Bearing in mind the importance of nitrogen as mentioned in your
report, I hope that you have considered this problem.

Secretary HarrimMaN. The existing nitrogen plants are not operat-
ing at full capacity, and this recommendation was directed to the
supply of coal in order to assure a maximum production of the plants
that are available, which we are not obtaining at the present time, as
you know.

Mr. Lopge. When it comes to the question of coal, if we had not
dismantled some of these steel mills in Germany we would be able to
conserve a good deal of our steel and manufacture more freight cars
and we could have transported more coal.

Secretary Harriman. Well, this year, as you know, Germany
has produced less than 3,000,000 tons of steel.

The program contemplates expanding that production to about
- 10% million tons, so there is 7% million tons more capacity there
that they can expand.

That i1s the contemplation of this program.

Mr. Lopge. Mr. Secretary, in connection with your answer on
this dismantling, and taking that in relation with your position with
respect to the shipment of finished goods to Russia, do I take it, then,
that you feel that Germany is more of an immediate threat to our
national security than Russia is?

Secretary HArriMaAN. No, I have never testified to that.

Mr. Lopoge, I was just asking the question.

Secretary HarriMAaN. No, I do not think so, but I do believe we
should carry out the program of the recovery of Germany along the
lines that are indicated. That is a vast task and steel is going to be
required in more quantities than before the war and we should help
the other countries come back.

I think we can assist in developing a healthy economy in Germany
without making her a potential threat in the future.

She is not a threat at the present time. But I do think we must be,
may I say, vigilant in our objectives in Germany for a long period of
time, the principal aspect of which is the political side, namely, the
encouragement of a real democracy in Germany.

I believe that can be done. I am satisfied that can be done of we
stick to it because there was enough of a development of a democracy
in Germany in the prewar period to make a decent economie life in
Germany.
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It is the opinion of those who are dedicated to those concepts that the
opportunity can be extended to Germany to help form a peaceful
western Europe.

Mr. Lopge. I am inclined to bear in mind, Mr. Secretary, your
very wise statement that war potential is a very difficult thing to
define. The problem is to see that Germany is playing her part and
that is a bigger threat to the peace of Europe than to try to draw a
distinction between a plant which manufactures one thing and a plant
which manufactures another.

These plants can all be converted one way or the other, I imagine;
do you not?

Secretary HArrRiMAN. There are certain direct war production
plants which are in the program to dismantle.

Seven and a half million tons of steel production in the Ruhr will
provide enough steel for Germany to rebuild and I fully agree with
you that we must bend our efforts in encouraging the increased pro-
duction in Germany.

It has lagged way behind, as you know.

Mr. Lopge. Could we not more easily afford to ship coal to Ger-
many than we could steel and would it not be wiser to ship more coal
and get more steel production in order to rehabilitate these nitrogen
plants and thereby increase the production of wheat in Europe and
diminish the drain on American wheat and thereby reduce the cost
of living in America?

Secretary HarrimanN. I would think our interests ought to be di-
rected toward an increase in the production of coal. When you begin
to transport coal in ships 3,000 miles or more and bring back ballast,
it is a very expensive operation.

I think our energy should be directed toward increasing the coal
production and getting the steel production. I think the program
there outlined is a pretty ambitious program for the immediate future
and the important thing is to get coal as fast as possible.

Mr, Lopee, Can you not get more coal if you have more steel to
improve the coal mines with?

Secretary Harriman. Well, you can get some improvement in the
production of coal by shipping steel for repair parts, some of which
have been contemplated, and this 20,000 cars is one of the items in
order to help transport the coal, but coal is the one great natural
resource of Europe and we ought to do everything we can to stimulate
that production.

I must confess that I have been gratified by the progress which has
been made in the last 6 months in increasing the production of coal
in Germany.

That is the most rapid way to get a dividend, I believe, and get
recovery, is to bend efforts toward increasing coal production.

Mr. JonkmaN. Mr. Secretary, on page 12 under the section of
agricultural machinery, you state:

The estimate here presented is that the United States would supply a hundred
thirty-six million dollars for farm machinery during the first 15 months.

Now, is that what the final figure is for farm machinery?

Secretary Harriman. That is the round figure, the estimate for
the 15-month period.

Mr. Jonkman. That goes into the bill for whatever you ask?
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Secretary HARRIMAN. Yes; that is correct.

Mr. JonkmaN. Because the CEEC report, the general report, calls
for $370,000,000.

Secretary HarrimaN. That is right; it was cut back for two reasons;
one, the question of our own needs here and also a very serious ques-
tion as to whether Europe could use that amount of additional farm
machinery that quickly.

Mr. Jonkman. That was your first shot, of course, and that pleased
me very much. Your mining machinery you left about the same
and your electrical machinery you left about the same.

You handle only the items that come within the cognizance of the
Department of Commerce.

That is why you confined yourself to these articles here? That is
the only serious cut that you have made, is it not?

Secretary Harriman. That is what?

Mr. Jonkman. That is the only serious cut that you have made,
is on farm machiery. I think you cut steel plants down from a
hundred million to 48,000,000.

Secretary HArriMAN. Steel is about half.

Mr. JonkmaN. That is the steel plants?

Secretary HarrimaN. No, also steel. It includes semifinished
steels.

Mr. JongmaN. Well, the CEEC general report had $370,000,000
for iron and steel products. How much did you cut that?

Secretary HArriMAN. About in two, I think.

Mr. JonkmaN. You cut that $370,000,000 in two also. I want
to say you have done a very good job.

That is all, Mr. Chairman.

Chairman EaTon. Well, that has been a cooperative job with the
State Department.

Mr. JonkmaN. But you still get a larger amount than the five
billion-nine that the CEEC general report calls for, I mean not you,
but the general result.

Secretary Harrmman. No, I do not want to give the idea that we
have any made contribution there. As I said, cotton is available and
has not been cut and coal is available and has not been cut.

Mr. Vorys. Could I say a word?

Secretary Harriman. May I just say this: I do not take any pride
in anybody’s cutting these estimates because I am interested in seeing
the maximum recovery in Europe as quickly as possible.

It is a question of availabilities and its effect on our domestic
economy.

Mr. Jonkman. Of course, you are certainly not going to give them
a hundred million when 48 million will do the job?

Secretary Harriman. That is what I mean by cut.

Mr. Vorys. Could I say this: You and the executive departments
have scaled down certain CEEC requests and have made adjustments
between them. Have there been any bad diplomatic repercussions
from that, that you know of?

Secretary HarrimaN. No. When the committee adjourned some
of t.l*io. working committees came over here and consufted with our

eople. _
. The members of the so-called Harriman committee consulted with
them and also the members of the State Department, and our people
consulted with them.
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We considered their estimates and requirements and their more
detailed information in the CEEC report as to the justification.

I do want to make that plain, that these figures are really all
estimates and from my experience in the war, we will never really get
down to a bill of materials until you sit across a table withieach
country and estimate exactly what they are going to use this material
for and when, so that at best these are, in my judgment, intelligent
“oness estimates’” of what will come out. In the final analysis they
will take this general form but they will inevitably have certain in-
ereases and certain deductions.

Mr. Vorys. But the fact that this has changed considerably from
the 29 billion that was the first collective product of the CEEC' com-
mittee has not ruined the chances for recovery; that is true, is it not?

Secretary Harriman. Well, 1 believe that the figure that is now
requested 1s a ficure which can attain the results that we are after.

Mr. Vorys. What I am getting at is that if the Congress, which
has an over-all responsibility fully as extensive as that of the executive
department, in its collective wisdom should review and adjust this
program that would not necessarily mean its collapse or failure; is
that not true?

Secretary HarriMan. Well, I think that if this program were—I
say substantially cut—it would be dangerous to the effect we all
wanted when we embarked on this program.

Mr. Vorys. There is a straw man that is being fought with great
success around here. That is the alternative of backing out and
doing nothing.

In my judgment the chances of our doing that are extremely slight.
On the other hand, there is also a tendency of all the cabinet officers
who have come up here to say, “Now, we have gone over and back
and forth on this and we have disagreed with each other and made
adjustments up and down, and that is all right, but if anybody up
on the Hill attempts to do that, then the whole thing i1s gone and the
world 1s sunk.”

Now, I do not think that is true, and I do not think that is the way
to win friends and influence people up here. But that has been the
attitude through 10 days of hearings here.

Secretary Harriman. Well, how do you want me to express it?
I will try to put it this way: now, these estimates that have been made
are probably about as good estimates as you can have before you to
consider,

Another group of people working on it would have come out with
a somewhat different figure, perhaps larger and perhaps slightly
smaller.

Now, you are asking us for our honest opinions. Now, I must
frankly say that if you cut this figure substantially, from the studies
that we have made I think that there would be a risk what we would
not attain the objectives that we were after.

As far as I am concerned, as a taxpayer and an American citizen,
I would rather see us appropriate a larger sum than this. I think in
{;)he.l long run the recovery would be faster and the over-all cost would

e less.

I accept this figure because I think it will do the job. When you
say, if you cut a hundred million dollars off it. should we stop the
program, of course I would say, go ahead with it, no matter what is
appropriated, but I am satisfied in my own mind that insofar as one
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can analyze these various problems that if the Congress cuts it sub-
stantially it will be taking a risk of not attaining the objectives that we
are after and that if we see it through it will cost us more in the long
run.

I want to just explain this a little further. I went to Germany last
summer, and I think if we spent more money in Germany, I figured
roughly a third more between the British and ourselves, we would
have more recovery.

The food is so low there although the situation now may be different,
I do believe, that if you under-finance we will have to come back for
more money.

I could not honestly say that a deep cut in this program would not
be a dangerous thing to make.

Mr. Vorys. You are talking language which the Members of Con-
gress understand and I wish we had heard more of that point of view.
I think others have questions.

Mr. Lopge. Mr. Secretary, in connection with the shipments to
Soviet Russia, could you inform this committee whether during the
past year there have been any shipments of electrical equipment,
mcluding generators, for us in the development and manufacture of
the atom bomb to Soviet Russia?

Secretary Harriman. I have no knowledge, and nobody has that
I know of, of the Russian program for the development of the atom
bomb. There has been electrical machinery shipped. We know that
power is necessary and I do not know where it is being used. There
were substantial shippings of machinery.

I have not got it with me, but I will be glad to give you the full list
of shipments to Russia this year by categories.

They were not under control and were not reviewed and from now
on we do expect to have more information about it.

Mr. Lopge. What I had particular reference to was the report that
duplications of the electrical equipment which the General Electric
go. in Chicago supplies to Oak Ridge, have been shipped to Soviet

ussia.

Secretary HarriMaN. I am not familiar with that.

Mr. LoboGe. That would go through the Treasury Department,
would it not? -

Secretary HArriMaN. The shipments of machinery have not been
under control and we have not reviewed the individual shipments.

We get the totals from the Bureau of the Census, who tabulate by
categories the shipments to different countries.

I could only give you totals. We would have to go back to the
companies to know exactly what each item was.

Mr. Lonae. Would it be possible to find that out?

Secretary HArriman. It would be very difficult. It would require
a very considerable [staff to go back to each of these items. In the
future we can review machinery.

Mr. Lopcge. Would it be much of a job to get a list from the General
Electric Co. as to what items which they sent to Oak Ridge they also
sent to Soviet Russia?

Secretary HaArrimaN. That would be available.

Mr. Lopce. That is what I had reference to. Now, would you
say, in the light of your remarks earlier in the afternoon, that it was
justifiable, to send such equipment?
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Secretary HarrimAN, I certainly think we should not send ma-
chinery that is specialized or directly used only for atomic energy
production.

- Mr. Lopge. I agree with you.

Secretary HarrimaN. We are in consultation with the appropriate
authorities on that question and will continue to be.

Mr. LopGe. I had an idea that we might be sending such equip-
ment and I would be very much interested in knowing about this,
Mr. Secretary, just one question in connection with the general
purpose of this legislation, which constantly refers back to 1938
ficures. 1 suppose this is done as a convenient measure.

Secretary Harriman. That is correct.

Mr. LopGge. Would you say that the purpose of this program was,
so to speak, “put Humpty-Dumpty together again’’?

Secretary HARRIMAN. One of the objectives stated is to continue
the cooperation in Europe. I feel very strongly that the continued
economic cooperation in Europe should be an important objective of
the program and I think we should encourage in every way that we
can the fulfillment of the undertakings of the European countries in
the closest economic cooperation.

I do not think you can get a satisfactory recovery in Europe and a
firm prosperity there unless these trade barriers that I touched on are
permanently broken down and they would get more of the economie
mtegration or certain conveniences in breaking down trade barriers
and then the freer exchange of goods.

Mr. LopGe. In other words, you believe that we should look
toward an economic federation of Europe rather than toward the
restoration of the crazy-quilt pattern of Europe with all its conflicting
sovereignties?

Secretary HArriMAN. There are many people who have tried to
attain economic federation of Europe through conquest and there has
never been the opportunity such as we have now to encourage it with
peaceful objectives.

Therefore, I would hope that the administration would give that
very high consideration.

As far as I know, all of the European countries in principle aceept
that. I think they would welcome cooperation from us and the right
kind of pressures from us in encouraging the permanent development
of those relationships.

It is a difficult thing to do, as you well know, and I think we would
be remiss if we did not use all of our ingenuity and the right type of
encouragement to accomplish that.

It would be tragic.

Mr. Vorys. Will the gentleman yield?

Mr. Lopge. Certainly.

Mr. Vorys. A change is difficult, to something new, but restoration
of what existed in 1938 would create a difficult situation which Lord
Lothian deseribed as “the 26 nations that constitute the anarchy that
is Europe;”’ and certainly our objective is not to restore that situation.

Mr. Lopge. That is the point I was trying to get at.

Mrs. Bouron. Well, is it not true, if I may be permitted, that any-
thing we do that merely rolls things backward is against the whole
law that is functioning today to set up a new world? If we are trying
to go backward we will find we are not progressing.
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Secretary Harriman. The reference to 1938 was purely a conveni-
ence 1n judging the size of expansion and the standards of living that
existed at that time.

Mr. Lopce. It-seemed to be important to stress the orientation of
the program, Mr. Secretary, and perhaps you would agree, that the
challenge is that either these nations can get together with the
impetus of the European recovery program on a voluntary federated
basis or they will succumb to an mvoluntary federation imposed by a
Moloch state.

Would you agree with that?

Secretary Harriman. Well, all you need do is to go back in history
and see what has happened. :

Mr. Lopge. Well, would you agree with that as a statement of the
issue?

Secretary HArriMAN. Well, I would rather put it affirmatively that
I do not see a permanent recovery in Europe and an expanded economy
unless there is the type of economic cooperation which is contemplated.

Mr. Lopgs. I thought I had put it affirmatively and stated a choice.

I am just anxious to find out, Mr. Secretary, whether the adminis-
tration 1s still going on tiptoe on this measure.

Secretary HarriMaN. I am not trying to quibble words, but I did
not hear your question very carefully. I think you are going to have
continued difficulties in Europe on one account or another unless the
objectives of the undertakings that the European countries have been
spelled out are fulfilled, not just for this period, but permanently.

Mr. Lopce. But it would be hard to justify this measure if there
were not the threat which we are all familiar with.

In other words, it is a strategical measure. Is it not?

Secretary HarrIMAN. Yes. That is certainly one of the controlling
aspects of it.

Mr. Lopge. Thank you very much.

Secretary HarrimaN. And I think if we could attain the objectives
which you hold out the money we spent would be cheap at the price
if that is the only thing we got out of it.

Mr. Lopae. I quite agree with you.

Mr. Vorys. Thank you very much.

(Thereupon at 5 p. m., the committee adjourned.)
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THURSDAY, JANUARY 22, 1948

HousE or REPRESENTATIVES,
ComMmITTEE ON FOREIGN AFFAIRS,
Washington, D. C.
The committee met, pursuant to adjournment, Hon. Charles A.
Eaton (chairman) presiding.
Chairman EatoN. Mr. Secretary, you may ‘proceed.

STATEMENT OF HON. CLINTON P. ANDERSON SECRETARY OF
AGRICULTURE

Secretary ANDERSON. The success of the European recovery pro-
gram depends to a large extent on food. Without adequate food
there is little chance of real industrial recovery. A great amount of
careful work has gone into the preparation of the food aspects of the
program which is before you. These estimates represent our best
thinking, and I am glad to have this opportunity to discuss them with
you.
I understand that this committee has already had opportunity to
study the testimony which I presented to the Senate Foreign Relations
Committee. Therefore, I will only briefly summarize some of the
most important points in that statement in my discussion here, and
then present some additional information.

One point of which I am keenly conscious as Secretary of Agriculture
is the importance to American farmers of a strong European market.
All of us have taken pride in the tremendous increase in this country’s
food production in recent years. Our farmers have produced enough
to feed our own people better than they bave ever eaten before and
at the same time enable us to respond to the needs of other countries
with record-breaking shipments.

This record production has been achieved through increased use of
fertilizers, a great expansion of mechanization, improved varieties
such as our new hybrids, improved insecticides and fungicides, and
general improvements in farming practices. Weather helped, too.
But last year the weather was unfavorable over a wide area. Though
ideal for winter grains, which helped in our record wheat crop, it
was adverse for some spring-sown erops and particularly bad for our
corn crop. But in spite of the weather our total crop production was
about up to the best 5 years of our history and within 5 percent of the
all-time record set in 1946.

Come bad weather or good, our farmers are not going to give up
the new tools which science and industry have given them. This
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means assurance of greater total produection than we have known in
the past. It is fortunate that we are going to have an over-all abun-
dance of food and fiber in the years to come. This prospect should be
in the forefront of the thinking of all of us when we face decisions re-
garding American agriculture. _

The many groups that have testified before the House and Senate
Agricultural Committees on long-range agricultural programs have
been practically unanimous in stressing the needs for substantial
foreign markets for our agricultural products now and in the future.
We all recognize that in the interest of conservation we need adjust-
ments in the acreage of some of the erops which now bulk abnormally
large in our exports. This is particularly true of grain. But even
after we have achieved a well-balanced pattern of land use we shall
still need good markets for cotton, wheat, tobacco, lard, rice, and
certain fruits and vegetables. We have always needed good outlets
for these crops, and in the past Europe has been a major market.
For most of these crops we shall need a considerably larger foreign
market than we had in the years immediately before the war. Our
farmers also have a big stake in foreign markets for our manufactured
goods, for such markets make jobs and food buying power in this
country.

Western Europe is the world’s biggest market for food exports.
Since the turn of the century from 60 to 75 percent of our food exports
have gone to the nations of western Europe. Unless the economy of
that area can be restored to a strong, self-supporting basis the pro-
ducers of our export crops will suffer directly, and all our farmers will
suffer indirectly.

Conditions in western Europe affect our agricultural exports in
many diverse ways. I have for some time been concerned about the
need for expanded markets for our citrus fruits. As you may know,
citrus products are now selling at extremely unfavorable prices to
growers. Canada traditionally has been our best foreign citrus
market. Before the war it took about one-half of our citrus exports.
The United Kingdom was the next best market, taking about one-third
of our citrus exports. Britain’s dollar shortage has now caused most
of the British market to disappear. But the effects have gone further
than that. It is a sort of chain reaction proposition. Canada has
been doing all she could to help in the rehabilitation of western
Europe. In so doing she has shipped to Europe a large portion of the
goods which would normally have come to the United States. This
has resulted in an acute dollar shortage in €anada. Hence, beginning
last November, the Canadian Government limited citrus imports from
this7country to not more than half the amount imported in fiscaljyear
1947.

I cite this situation as one illustration of how the break-down of
European economy affects not only our trade with Europe, but with
other countries of the world.

In one way or another this situation in Europe adversely affects our
market for apples, pears, and other fresh fruits; prunes, raisins, and
other dried fruits; cotton, tobacco, lard, and other agricultural
products.

The implications of the program which you are considering, of
course, go much further than agriculture; they involve the future of
democracy in Europe, the strength of our allies on that continent, and
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in fact, the very peace of the world. Nevertheless, thinking from
merely the limited vision of our own agriculture, when you consider
what the outlook would be without healthy, stable customers in
western Europe, the prospects are not pleasant to contemplate.

In order to get a clear picture of Europe’s food problem today and
what is involved in her recovery—insofar as food is concerned—I
have two maps which I would like to show you. I have big ones here
from which I will talk. Smaller copies are included in my prepared
statement.

These maps show the international movement of grains and soy-
beans, prewar and last year. The reason soybeans are included is
that before the war Manchuria exported large quantities of them, and
the virtual disappearance of those exports is an important factor in
the present food deficit in the Far East. The inclusion of soybeans
prevents these figures from being comparable with those which we
pormally use regarding grain movements. The width of the bands
reflect the actual amounts of exports and imports, and they are
carefully drawn to scale.

I would like to point out a number of aspects of this picture which
explain the present European food problem, and then I want to come
back and discuss the prospects for improvement in some of these areas,

First, notice the situation in South America. The country pri-
marily involved here is Argentina which, before the war, was by all
odds the world’s largest grain exporter. Last year her grain exports
were only about two-fifths of what they were before the war.

If the question is, Why are the Argentine exports down? the best
answer is that Argentina has reduced acreages of grain and flax, and
in addition had low yields in 1945 and 1946.

Secondly, they have had some change in their agricultural procure-
ment program so the farmer has obtained a relatively small share of
the price.

Mr. Broom. Is that also because the Government took control of
the wheat market and other markets?

Secretary ANpERrsoN. The effect of the Government taking control
of the market has been to change the price received by the farmers
against the price received in world trade. I think that it is not the
fact so much that the Government controls the export because this
Government controls the export of grain from this country. It is
the fact that the Government has not reflected the export price in
the price paid to farmers, whereas we do reflect that.

Mr. Broom. The Government pays them $2.35 and they sell it
for §5.

Secretary ANpursoN. Sometimes the Government spends a little
bit less than that. The average price for the new crop is nearer $1.70
than $2. I am not inclined to critize the Government’s reason for that.
We do things in this country that we do not always take the trouble to
explain to t%m other countries. It is a fact which has had an influence
on the amount of crops that have been available. I might say that
the present wheat crop in the Argentine looks very promising, and
may be due to a very substantial change in the Government’s policy.
I hope that is the reason. At least, whether that has helped there,
as it has here, they do have a wheat crop coming on now that is sub-
stantial in proportion, and may be very useful in world trade.

v
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Second, you will note that Canada’s exports have increased sizably.
Canada always exported a large quantity of her grain and she has
done all she could to increase these amounts.

Third, you will notice some decrease in exports from Australia,
That was due to a bad wheat crop in 1946. They are now harvesting
a very large crop and their exports this year will be above prewar,
though not likely to set a new record. Australia, too, has cooperated
fully in meeting the world food erisis.

Fourth, notice the shipments from eastern to western Europe.
Eastern Europe was normally a major source of grain supplies for
western Europe. In 1946-47 this source had dried up, and eastern
Europe was in fact a net importer.

Fifth, you will notice that the I'ar East has changed from a sizeable
exporter before the war to a net importer since the war. In terms of
total food her prewar exports averaged about 4% million tons. Last
year she imported 6% million tons. This has required the United
States and Australia to send to the Far East food which might other-
wise be available for Europe.

Finally, you will notice the tremendous increase in exports from the
United States. Before the war the United States exported some 4.6
percent of all grains moving into world trade. Last year, with almost
exactly the same total world movement of grains, we exported 52.4
percent. Those are figures on grain only and so do not exactly corre-
spond with the ones on the map.

You will notice also that prewar western Europe imported 24,000,000
long tons of grain and soybeans. In 1946-47, in spite of the increased
shipments from this country and Canada, western Europe’s total
imports were only 17,400,000 long tons. That is 28 percent less than
- prewar.,

To appreciate what that decrease in imports meant to the diets of
the people you have to remember that western Europe’s own grain
production in 1946-47 was still substantially below prewar, whereas
her population had grown by about 8 percent. You also have to re-
member that the reduction in supplies of meat and milk and eggs and
most of the other major food items was even greater than for grain
supplies. The Kuropeans have been able to stretch their grain
supplies by cutting down on their livestock feeding and using portions
of their coarse grain for human food. But that, of course, has cut
their supplies of meat and milk and eggs still further. It adds up to a
distressingly poor diet.

As you know, people in the Department of Agriculture, working
with technicians from the Departments of State and Commerce,
have spent a great deal of time in recent months working out the
food aspects of the European recovery program which has been pre-
sented to you. This study has included several aspects: The mini-
mum food requirements of the participating nations over the next 4
years, the portion which could be supplied from indigenous produe-
tion, the amount which could be supplied from other nations, and the
part which the United States might supply. We had to consider the
needs of other food deficit areas, as well as those of Europe.

As 1 pointed out vo the Senate Foreign Relations Commiftee this
study led us to scale down considerably the estimates of the partici-
pating nations as to the quantities of grain and some other foodstuffs
which they might expect to import during this program. It was not
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because these nations were asking for more than they needed—to the
contrary their figures were exceedingly conservative from the stand-
point of need—it was merely that we do not think the exporting coun-
tries physically could furnish the quantities of food requested—
particularly in the first 2 years of the program.

I have here a table—table 1—which compares our estimates of grain
imports available to the participating countries from all sources, with
the estimates of grain needs worked out by the European countries.
You will notice that for the current year, 1947-48, import require-
ments are estimated at 29.9 million tons as compared with our estimate
of an availability of 19.5 million. For next year they requested 27.7
million and we estimate 19.9 million avaiable. For 1949-50 the
figures are 27.6 as compared with 22.8, and for 1950-51 they are 27.4
and 22.8.

In the following lines we indicate how our estimates of grain avail-
ability break down between the various exporting regions. These
figures involve a number of assumptions which you should know
about. They are based on our knowledge of the prewar production
and exporting patterns of the nations involved, the current trends in
production and exports from these countries and the background of
mformation and experience gathered through our participation in
what is now the International Emergency Food Committee. After
we had worked up our figures through this method we had an oppor-
tunity to check our estimates for Canadian exports with representa-
tives of that government. It was gratifying to find that our estimates
checked very closely with theirs.

Turning to the specific figures, you will note that the estimates on
Canadian exports increase through next year but then begin a slight
decline as Canada starts adjusting to a somewhat more normal wheat
acreage.

The next line “other Western Hemisphere,” consists primarily of
exports from Argentina. We estimate over the next 4 years that
Argentina will increase her grain exports considerably above the
present low level. As I pointed out earlier, that Nation was at one
time the world’s largest grain exporter. The biggest portion of those
exports were corn, but Argentina also exported substantial quantities
of wheat. One of the commonly discussed needs in Argentina is
some adjustment in the price paid farmers for their grain so as to
offer greater incentive for increased production. Another often
expressed need is for certain items of farm and transportation equip-
ment and supplies. A program designed to restore Europe’s industrial
economy will unquestionably help establish a desirable pattern of
trade around the traditional United States, Latin America, and Euro-
pean triangle.

The “other nonparticipating countries’” primarily involve eastern
Europe and Australia. Australia will this year export about as much
grain as could be expected from her in the next 4 years.

We have assumed a gradual increase in exports from eastern to
western Europe. Any time you set down figures on expected exports
from eastern Europe you have an assumption which you can’t prove.
But we had to make estimates and we did have pretty good figures on
the prewar exports, the land resources, and the conditions of the
agriculture of these nations. So we can estimate with some con-
fidence the approximate amount of grain which these countries
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should produce under normal weather. The amount which will be
actually offered for sale in the western European countries is, of
course, a question involving many ramifications. However, we do
expect a substantial increase in grain movement from eastern to
western Europe.

There are several reasons for this: In the first place, the lack of
exports for 194647 shown on the map before you was not due pri-
marily to political considerations. The best grain-producing areas of
eastern Europe—the plains of Poland, the Danube Basin, and the
Ukraine—were seriously affected by either actual destruction of war
or the political upheaval that followed. For example, a large portion
of the ex-German territory now occupied by Poland is still not under
cultivation. Turthermore, eastern as well as western Europe suffered
from considerable bad weather up until 1947.

In the second place, this past year there was considerable improve-
ment in the crops of eastern Europe and already some grain is begin-
ning to move out. The USSR has recently agreed to ship Britain
750,000 tons of coarse grain between now and September in return for
British-manufactured goods.

In the third place, supplies of manufactured goods would provide
an incentive for other eastern European countries to export grain to
western Kurope. Eastern Europe has never been self-sufficient in
manufactured goods, and there is little likelihood that she will become
self-sufficient for many years. Her normal source of those manu-
factured goods is western Europe, just as western Europe depends on
that area for food. As the agriculture of eastern Europe is revived
on the one hand and the industry of western Europe on the other,
there will be a very strong incentive to the revival of this trade.
~ All this adds up to the fact that although we have assumed some
increases in grain exports from the various parts of the world which 1
have mentioned, the assumptions do seem to be reasonable. I call
your attention also to the fact that the countries of western Europe
themselves expect to have their grain production up to slightly above
prewar levels by 1951. - We have studied their estimates country by
country, and believe that in most cases their goals can be achieved,
and possibly in some cases surpassed.

Now we come to the last line on table 1, the estimates of grain

which will be available from the United States.
_ Since these figures are of particular importance, I shall discuss them
m some detail and indicate what effect the estimated exports of grain
and other agricultural commodities would have on the economy of the
United States.

The estimates of grain available from this country anticipate that
for the next 2 years we will continue our acreage of wheat and corn
at approximately the present levels. During the current year our
wheat exports are proceeding at a planned rate of 450,000,000 bushels.
However, if present conservation efforts are successful, our exports
might run as high as 500,000,000 bushels. Such record-breaking quan-
tities are made possible in part because of the exceptionally high yields
which we had last year. Since we can only figure on the basis of nor-
mal weather and normal yields, we have dropped that figure down for
next year and the year after. I might say that in the estimate of
300,000,000 bushels of wheat export to all countries, including western
Europe, for next year, we have made adequate allowance foxl-l%ood used
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by our own population as well as for other domestic uses, such as feed
and seed. So, exports in this amount not only should constitute no
strain on food grain supplies in this country, but probably represent
a fairly good estimate of the amounts which we want to export with
our present high level of production.

For the last 2 years of the program we have dropped our proposed
wheat shipments down to 250,000,000 bushels so as to begin gradually
decreasing our wheat acreage to more desirable levels.

As to feed grains, we estimate exports of about 100,000,000 bushels
to Europe and elsewhere for each year of the program. Roughly
about half of this amount is expected to be corn. With a normal
yield of some 3,000,000,000 bushels from the anticipated corn acreage
this would be an exceedingly small amount and would obviously have
little effect on the amount of meat available for our consumers.

Turning from gramn to other items in tight supply, let me say a
further word about meat. We do not plan during the first 2 years
of the program to export from this country to western Europe any
of the types of meat which we consume. Whether we send any meat
to western Europe during the last 2 years will have to depend entirely
on the situation at that time.

I think your table will show a small amount of meat going to
Europe. It is not beef or pork or mutton. It is horse meat, and
therefore we are not worried about it in our own supplies.

The other two major food items which have been in short supply
are sugar and fats and oils. We are a big sugar importer, and do
not plan any sugar exports. However, world sugar supplies should
be adequate to meet the needs of the participating countries.

I should be glad if you go into that in detail because it does present
an opportunity for low-cost calories although not the most satisfactory
food.

As to fats and oils, though some exports from this country are
planned, they are more than offset by Philippine copra and other
forms of oil which we will import. We have been a net exporter of
fats and oils in recent years. But for the next 4 years we expect to
be a net importer of these items.

I think it ought to be said we were a substantial net importer and
it is planned to return to a more normal position.

Those, as I say, are the major food items involved in this program
which now are in tight supply in this country, and I say to you frankly
that I do not anticipate that exports in these amounts would add to
the inflationary pressure in this country or call for any undue sacrifice
on the part of our consumers. The reason I make that statement is
that exports in the volume estimated represent considerable reduc-
tion from the present level at a time when we are continuing all-out
production.

The other agricultural products covered in the proposed exports
from this country are items which we have in relatively ample, if not
abundant, supply.

This includes small dried egg shipments—much smaller than we
have been making in recent years—a gradual decrease in our exports
of cheese and dry skim milk, some increase in our exports of fresh
and processed fruits, and increased shipments of cotton and tobacco.
I discussed the picture regarding these items, as well as timber,
fertilizer, and farm machinery, at some length before the Senate
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committee. Though I will not cover that material again in this
statement, I shall be glad to answer any questions which you might
care to ask.

Now a word about the administrative machinery for carrying out
this program. I am sure that others in the executive branch who
have been working directly on this question would make more valuable
witnesses on this aspect of the program than I. I do, however, have a
general acquaintance with various proposals which have been made,
and I would say that the organization recommended by General
Marshall and Ambassador Douglas appears to be by far the best I have
seen. |

In this connection there is one point on which I have strong con-
victions. I believe the Department of Agriculture should continue to
perform those functions for which its organization and personnel are
best fitted and in which they have had long years of experience.
This is provided for in the administration’s proposals, and I do not
believe my emphasis of it involves any undue pride of agency.

The job of buying large quantities of needed foods, when such
purchase tends to have considerable effect on market prices and the
normal flow of supplies, is at best a delicate operation. Through the
Commodity Credit Corporation we not only have an agency which
has had years of experience in handling much larger guantities of
food and fiber than will be involved in this program, but we also have
field personnel located at strategic points over the Nation which is
experienced in dealing with food and fiber trade. Its people are also
familiar with the problems of transporting, storing, and scheduling for
ocean shipping, which will be involved in this program. CCC has also
worked with most of the governments participating in this program,
both in buying for them and in helping them locate supplies in this
country which they desired to buy for themselves.

Closely related to the administration of this program is another
phase of CCC activity which I should like to speak to you about,
Section 7 of Public Law 395 passed by the recent speciaF session of
Congress authorizes CCC to engage in projects in non-European
countries which would increase exportable supplies of food through
purchase arrangements, or by furnishing technical assistance, seed,
fertilizer, machinery, and other requirements of a similar nature. We
now have under study specific areas and crops for which this author-
ization might be used. However, I feel it only fair to point out to
this committee that we cannot expect too much in the way of results
through this legislation during the 194849 crop year. The reason
for that is simple. To be effective, this type of action must be taken
before planting time. Planting time in most of the world begins in
the next couple of months and, as all of you know, international
negotiations take time,

This brings me to another factor which makes fast action difficult,
if not impossible. Before we can act under this legislation we must
first negotiate and get a firm commitment out of the country involved.
Then we must present the proposal to Congress and wait 60 days to
sce if it is disapproved, Now even if Congress did not disapprove
the project it would very likely be too late to take action after waiting
60 days. Congress, of course, might require some change in the
agreement which the other country would find unacceptable, w}}qre-
upon the circle of negotiation—submission to Congress, and waiting
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60 days—must start all over again. Even for future years this
60-day requirement puts us at a distinet disadvantage since it requires
a firm commitment out of the other country at a time when we are
not able to give such a commitment ourselves. In short, the hands
of administrative officials who will be responsible for carrying out
negotiations are tied before they start.

Believing as I do that this authority could be very valuable to us in
lightening the burden which the European recovery program places
on our grain resources, as well as increasing the chances of the pro-
gram’s success, I urge the Congress to reexamine this 60-day waiting
period provision so that changes can be made in order to expedite
negotiations.

n closing, I would like to give you my conclusions about the food
aspect of this European recovery program.

First, let me emphasize that the quantities of food which would be
available to the people of western Europe under the estimates worked
out by the executive branch are much less than those people had before
the war. The plans envision a gradual increase above the present
Spartan levels, but even at the end of the 4-year period the people of
Europe would still have little more than a subsistence diet. Com-
paring per capita amounts with prewar, they would have less of most
of the principal foods, including meat, sugar, fats and oils, milk, eggs,
fresh fruits, coffee, even less bread grain. They would have some
increase in potatoes, fish, cheese, cocoa, dried fruits, and fresh vege-
tables. We have cut the figures presented by the European nations
very drastically, and should [the diets fall below the general level
which we have indicated, it will endanger the success of the entire
undertaking.

My second conclusion is that the United States can furnish the
quantities of food indicated as available from this country without
adding any extra strain on either our food supplies or on food prices.
The fact to keep in mind on this point is that the total food exports
which we are recommending from this country—not only for western
Europe but for the entire world—are less than we have been export-
ing in the last 2 years. In the items which are in tight supply, such
as grain and fats and oils, this reduction is particularly significant.

Third, the chief unfavorable aspect of this program on our agri-
culture will be this: It will delay the time when we can begin reduc-
ing our grain acreage, particularly wheat, to more desirable levels.
It will necessitate increasing conservation efforts if we are to prevent
further reduction in our soil resources.

Fourth, this program, as I pointed out in the beginning, will con-
stitute an investment in the future prosperity of American agriculture
which should continue to bring returns for many years to come.

Finally, viewing the outlook in terms of our need for strong, demo-
eratic friends in Europe, in terms of the impetus which Kuropean
recovery will give to world-wide recovery and in terms of improving
the chances for world peace, I feel that we have no alternative but to
undertake this program.

Chairman Eaton. Mr. Secretary, we thank you for this very
illuminating discussion.

We have adopted a system here in questioning of starting around
on a 5-minute basis with each member being allowed his time. After
we go around once then we start the open discussion.

George C. Marshall Foundation, Lexington, Virginia




514 FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

I have one question. In the export of American food to Europe
under this plan, they will be paid out of money furnished by the
American taxpayers of whom they are a portion; is that correct?

Secretary ANpeErsoN. The farmer? -

Chairman Earon. Yes. If we buy a bushel of wheat under the
Marshall plan, the money comes from the American taxpayer?

Secretary ANpErsoN. That would depend upon the particular
method of financing worked out with each country. :

Chairman Earon. Will that lift our economic structure to any
appreciable degree and greater prosperity, do you think?

Secretary ANDERsON. No; I think that if we did not require some
of these foods, we would merely be turning back to conservation
practices in many of the farming areas of the country, and thereby
perhaps reduce the amount of national income and farm income.

Mr. BrooMm. It would reduce the price, too, would it not?

Chairman EAToN. You would not consider this farm subsidy to
American agriculture?

Secretary ANpERrRsoN. No, indeed.

The prices that the farmer will get for this will not be too greatly
above the prices which he would get if he were merely dropping
production to more normal figures.

I do not think that a program of this size, particularly in the last
2 years when we are talking about exporting 200,000,000 bushels of
wheat, would not make too much difference to him because under
the wheat agreements which have been under way for many years,
we have been talking about export of 180,000,000 bushels of wheat
in a'longer period of time to come—20 years or more. This figure
is not greatly above that figure.

Chairman Earon. I was thinking of the general impact on our
economy. In the old days when the farmers sold a million bushels
of wheat for export, they received pay for it from the country to
which it was exported. Under the Marshall plan, when we ship a
million bushels of wheat, they are paid out of money paid forth by
theil g?eneral taxpayers, of which they are a general portion; is that
right

gSecreta.ry ANDERSON. I think that is right, but it is only the same
story that they had always in the creation of foreign credits. Some-
times they were paid by these countries from foreign loans which
were paid for by the American taxpayer.

Chairman EAToN. Sooner or later the American taxpayer has to
increase his crop some way.

Mr. Bloom is an expert on agriculture.

Mr. Broom. Mr. Secretary, a further inquiry with reference to
the question that the chairman asked you: Is it the intention of

iving away all of this grain, or are you going to sell some of it?
ﬁre you going to be paid for some of it?

Secretary ANpDERSON. Mr. Bloom, I think the best answer is that
in all of the transactions that we have had with European countries,
the matter of who makes the final payment has chiefly been a matter
for determination by the State Department. We do not attempt to
say how much will be loaned, how much will be cash payments. We
get, our money from the State Department and it has the problem of
international finance before it. 1 cannot tell you how much of this
program would be paid for by loans, how much would be paid for by
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the export of goods, how much might be paid for by transfer to this
country of products we might want in our economy, such as olive oil.
We have to leave that to the State Department. It is completely
out of our field. I would like to answer your question, and I am not
trying to avoid it, but I must say we do not in our department reach
the final decision as to how payment shall be made. We turn it over
to the State Department and they reach that decision, which is
properly within their province.

Mr. BrooMm. Your answer to the chairman’s question was a positive
statement that this amount of grain that was going to be exported
would be coming out of the taxpayer’s pocket. According to the
last statement that you just made, that is not quite so, is it?

Secretary ANpErsoN. I think as to the entire program the State
Department will know there will be certain recoveries that may come
back to them. I do feel that for the first year or two of the program,
a good deal of the money that will be put into the program will come
from the American dollar. That money is eventually repaid; whether
it is immediately repaid on the basis of goods, I am not in a position
to say, but at the beginning of it, it will probably be a matter of paying
us in American dollars at least.

Mr. Broom. If you send them bread grains, and they make the
bread, do they sell that bread or give it away? In other words, if
we give them the material to make the bread and these countries sell
the bread, then we are not altogether achieving the desire that we
want to achieve to feed these people. If they are going to sell that
bread, they get money for it. Do you not think we ought to be paid
for the grain?

Secretary ANpERSON. I do not know that I can answer that question
except to say that the primary purpose of the program is not relief.
The primary purpose is recovery. If they sell that for some type of
exchange and use that for their recovery, and hasten it thereby, then
we were primarily interested in whether or not it comes back to us in
some form of payment, and we increase our commitments, or whether
they use that in their recovery program. I think it is a decision that
should be made by the administrator and not by the Department
of Agriculture.

Our function is to see that they have grain available for these needs
and ship it when requested, to do what the administrator decides, or
administration, or whatever, may be set up for the operation of the
program. What it decides the receiving country should do with its
money 1s not a question with which the Department of Agriculture
would become involved. I do think that he would have to decide
whether he wanted immediate repayment of so much for grain, or
whether he would regard those grain shipments as instruments by
which the economy might be more rapidly restored. It might, for
example, as we found last year, be that there were quantities of olive
oil available in certain European arcas which they were anxious to
trade or sell for goods made in Germany. The reason they wanted
to sell for goods made in Germany in preference to the United States
was that they had tractors of German manufacture. They wanted
the repair parts to fit into those tractors. It was far more desirable
for the quick recovery of both countries that the surplus quantities
of olive oil in Italy be traded directly in the German economy and
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repair parts be traded to Italy. We did supply, in the meantime,
grain to both countries.

Mr. Broowm. Is there any difference in giving grain to any of these
participating countries and their making bread and selling the bread,
is there any. difference in that procedure than if we were to give them
leather, and they were to make the leather into shoes, sell the shoes?
Do you not think we ought to be paid for the leather as long as they
are making a profit out of it, and getting the price of the leather
besides the price of manufacture? Would that same thing not apply
to foodstuffs?

Secretary ANDERsON. Yes; it is a question of what coin you want
when you are repaid.

Mr. Broom. We have got to be repaid, or should be repaid some
way if they sell it. If they give it away, if it is to feed the starving
people over. there, and give them food to eat, shoes to wear, and
clothes to wear, and they put that on the market and sell it for a
price, make a profit out of it, do you not think there should be some
accounting of that?

Secretary ANpERsON. Yes; but I think that the accounting can be in
terms of what the money is used for in the restoration of their economy.
I do not think it always needs to be returned to us directly.

Chairman EaTon. The gentleman’s time has expired.

Mr. Jonkman.

Mr. Jonkman. Mr. Secretary, on page 10 you say:

We do not plan during the first 2 years of the program to export from this country
to western Europe any of the types of meat which we consume. Whether we send
any meat to western Europe during the last 2 years will have to depend entirely
on the situation at that time.

Are the figures available as to the amount of those types of meat we
exported up to that program for 2 years in dollar value and in volume?
Secretary ANDERSON. Yes, they are available. For which years?
Mr. JonkMAaN. Only 1946 and 1947. We are starting with 1948.

Secretary AnpErsonN. During 194647, out of our total exports of
499,000,000 pounds, 235,000,000 pounds went to European recovery
program countries.

Mr. Jonkman. That is for 1 or 2 years?

Secretary ANpErsoN. For the 1 year, 1946-47.

Mr. Jonkman. Half a billion pounds a year.

Secretary ANpERSON. Out of this country; yes.

Mr. JonkmaNn. Do I understand that we will export during the next
2 years that much less?

Secretary ANpErsoN. This year we were not shipping meat to these
European countries.

Mr. JonkmaN. This year or next year?

Secretary ANDERsoN. Next year we are shipping no meat to the
European countries except horse meat, and the year following.

Mr. JonkmaN. That should ease up the meat situation in the
country. What is the annual consumption of meat? o

Secretary AnxpersoN. In calendar 1947 it was about 22% billion
pounds.

Mr. Jonkman. It would be at least an easing up of 2 percent.

Secretary ANDERsON. Yes. KEven that amount was not going fo
these countries. Only 235,000,000 pounds. About 1 percent.

Mr. JonkmaN. Since when have you not been shipping any?
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Secretary AnpeErsoN. I imagine the last meat went in the spring of
1946 in any sizable quantities. We shipped some small quantities
that previously had been contracted for in the summer of 1946, but
they were relatively small quantities. Starting the 1st of July 1947 no
meat went to Europe. Some small quantities have gone to neighbor-
ing Western Hemisphere countries. Some small quantities went to
Cuba because we had contracts. We shipped them so much rice and
wheat in exchange for sugar. Our transactions with Cuba were almost
entirely on a trade basis. They sold us 1 year about $450,000,000
worth of goods. We sold them wheat and meat.

Mr. JonkmaN. The policy of not shipping the types of meat con-
sumed by the American people has already been in effect for a year.

Secretary ANDERSON. Yes; starting July 1, 1947, no meat whatever
has been going into Europe.

Mr. JonkmaN. With reference to wheat, has the Government
already bought the wheat for the interim-aid program?

Secretary AnpersoN. I think it would be safe to say that we have
not bought all the wheat for the interim-aid program. There was a
statement made yesterday as to the totals. We have acquired suffi-
cient wheat as grain and sufficient flour to cover the period through
March 1948. We have not acquired much flour or wheat for April
which is still in the interim-aid program. Most of the interim-aid
program requirements are covered, however, since a good deal is in
pipe lines.

Mr. JonkmaN. It is considered the pipe line that you run from the
interim aid into the Marshall plan, if 1t 1s adopted?

Secretary ANpERrsoN. The pipe-line stock is the working stock neces-
sary to keep the export programs operating without interruption.

Mr. Jonkman. How much wheat have you on hand for that pro-
gram now, do you know?

Secretary ANDERsSON. Not exactly because our purchases are not
broken down separately for each program. There have been acquired,
however, by the Commodity Credit Corporation and by commercial
interests, 435,000,000 bushels of a 520,000,000-bushel goal for grain
and grain products.

Mr. Jonkman. That covers you through the April pipe line? That
is, you calculate that it will?

Secretary ANpersoN. No; it covers through March, the tentative
March allocations. I am concerned with the shipments we have
made and the shipments we are going to make during January, Febru-
ary, and March on our present allocations as they are all covered by
the supplies of grain we now have.

Mr. JonkmaN. I agree with it on the basis of shipments. 1 was
not interested in allocations, but I like to know what is shipped.

Chairman Earon, Mr. Jarman.

Mr. Jarman. Mr, Secretary, when the interim-aid program was
before the House, there was a determined effort to amend it to prevent
the shipment of anything in short supply in the United States. You
stated that you expressed the opinion that the quantities of food
indicated as available from this country could be supplied without
any extra strain on the food prices. Even so, what effect, as far as
food is concerned, would an amendment like that have?

Secretary ANpErRsON. Any amendment which says that you cannot
ship items in short supply makes you stop and test what the use of
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that commodity would be if you allowed everything to run unre-
strained. For example, under it, I would have to use an illustration
to show you what I mean. Under the price decontrol bill, if you
recall that was passed inAugust of 1946, it became my duty to certify
those things which were in short supply month by month. I con-
tinued to say that cereals were in short supply to the very last day
of the legislation, and I mean they were still in short supply as far as
we were concerned, and in June of 1947, when people were talking
of this terrific billion four hundred million wheat crop and the possi-
bilities of another large corn erop, the corn crop failed and cereals
did show up in extremely short supply over all. If you allowed every-
body to use everything, if you did not discourage in any way the
consumption of grain, you would shortly find yourself in a situation
where they were extremely short, and you would have price dif-
ficulties.

Right now, if people continue to conserve on the supplies of grains,
if they do not feed hogs beyond reasonable weights, if they do not
fatten cattle to top finished grades, if you do not allow unlimited
amounts to distillers and brewers, and others, we have a sufficient
supply. What the demand would be if you took off all restrictions
and all suggestions, and all attempts to bring about conservation,
I do not know. Therefore, I hate to have legislation that says I
must stop and find which things are in short supply. They are all
interrelated, a great many of them are, and you might have a bountiful
supply of cottonseed oil, and great shortage of lard, but that shortage
of lard would have its effect on the cottonseed-oil supply very quickly.
If you cut off the imports of copra, it would see its effect on the
cottonseed oil supply shortly. Therefore, would I be justified in
saying when we have the greatest supply of cottonseed o1l that it is
in short supply? People would say I was doing something absolutely
contrary to Congress, intent. It is not in short supply. It is in
relation to other world demands and substitution of other products.

Mr. JarMAN. You do not think it would be beneficial to the program
or the country for such an amendment to pass?

Secretary ANDERsSON. I never tried to tell the Congress what I think
it ought to do. But I would be glad to say it is a bad amendment to
pass just as I thought an amendment restricting the amount of carry-
over was a bad amendment. It had to be considered in connection
with what the next crop was. The amount of carry-over does not
mean a thing; 150,000,000 bushels, with an absolute failure of the
wheat crop, does not mean a thing; 150,000,000 bushels, with a whale
of a wheat crop, is a huge supply; 80,000,000 bushels, with a big wheat
crop, is ample; 150,000,000 bushels, with a small wheat crop, is far
too small.

Mr. JarmaN. Another amendment vigorously pursued when that
was under consideration was to prevent the shipment of fertilizer and
machinery, farm machinery as long as they were in short supply,
something of that kind. The burden of the argument was, as I recaﬁ,
that our farmers could not produce the food because they did not have
the fertilizer and the machinery. Of course, the argument on the
other side was that it would be better to let them produce a little over
these than for our farmers to continue to have to do it. What do yon
think about an amendment like that as to the program?

Secretary ANpERsoN. I think that is an amendment where the
matter of individual judgment comes in very heavily. You can
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argue both sides of that, and we do argue both sides of it in the Depart-
ment. It is pretty persuasive on both sides. I opposed, for example,
the shipment of large quantities of tractors by UNRRA on the ground
I did not think those tractors were going into the hands of people who
had the know-how to operate them. It seems to be a simple thing to
operate a tractor in these United States where youngsters are brought
up with a kit of tools in one hand and learn what to do with a model T
Ford early in life. It is something else to people who happen to
use animals for their motive power for a long time. They do not
understand what a magneto is supposed to do. Some of those trac-
tors were wasted, and that has been amply proved. Unless you have
the skilled people who can start off those tractors and see that they
are serviced properly, utilized, that the fields are large enough to use
the type of tractors shipped, then, it is a waste to send that tractor
there, and we in the Department have vigorously opposed large
wholesale exportation of American tractors in the present program.
The number of tractors will be substantially limited. Therefore,I
say to you that wholesale permission to export large quantities of
tractors would be a very bad thing. A limitation on how many
tractors you can send is something that would require a tremendous
lot of knowledge of the situation by the persons putting on the limita-
tion. I doubt if it could be easily done. I mean to say that I doubt
that the information is quickly available to the Members of Congress.

For instance, it is pretty hard to say how many tractors you can
put into France that will be well used or how many can be put into
Italy and be well used. I questioned the other day tractors going into
Norway. I did not think it possible for those tractors to be used. I
have an explanation back as to why they are being used. I am not
completely satisfied as to that. We fight those things as vigorously
as they need to be fought out. I say it is a doubtful area and, as to
fertilizers, I am on a little better ground. We are not shipping large
quantities of fertilizer. Something like 8 percent of the commercial
nitrogen and small quantities of phosphate. When you ship a ton of
fertilizer, vou eliminate the necessity of shipping 6 or 7 tons of food.
To the extent weé need that fertilizer, it can be well used and we ought
to ship limited quantities of it. We are providing for the shipment of
limited quantities of it. I do not think that the shipment of all ferti-
lizers could with wisdom be barred by the Congress because the
immense amount of food to be shipped would need to be even larger.
All of the economy is on the side of a small shipment of food and of a
large amount of fertilizer.

Mr. Jarman. That is the position I took against those amendments,
and there was one fertilizer, only 1.7 percent of the supply of which
was contemplated in the program. I believe it was nitrate.

Secretary ANpersoN. 1 testified so much, but I believe 8 percent is
about right. ]

Mr. Jagman. I say that was the other program, not UNRRA. As
to the interim aid, I further took the position that while the farmers of
our country might, by being required to continue to produce this food
at high prices, might profit somewhat by it, I did not believe they were
that selfish. What prompted this question was a statement you made
awhile ago, which I am not sure I got, to the effect that, but for this
program, what would happen to the farmers. Do you remember what
you said? It seems to be contrary to what I had in mind in my
argument.
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Secretary ANpeErsoN. I said this: Someone says: “Why do we not
quit all this and let Europe get back on its own feet?”” 1 think one
of the answers is: Because of the requirements of war, and the require-
ments of postwar support, that we have asked our farmers to produce
present quantities of a great many things. They are geared now, and
they have their seed in the ground for the largest winter-wheat acreage
we have ever known in the country. It is the largest we have ever
sown. In any event, it is an extremely large acreage of winter wheat.
The farmer cannot be suddenly told that we do not want that much
production. You can stop a factory half way, stop the assembly line,
and start up again in a few days, but once you put that wheat in the
ground, you have to go on through and harvest it. If that all came
through, and there was no program of support whatever, I think we
would have some very serious repercussions in agriculture. My
limited knowledge tells me that you cannot have that happen without
tearing down every business institution in the country. We found
it out twice, and we will find it out quickly again. My concern is that
it would destroy a great many businesses of all kinds, the people of
Europe would lose their example as well as their food. I think it isa
great thing to have a country agriculturally and industrially alert to
point to as to how democracy works. I mean that more than any-
thing else. The American farmers are in pretty good shape financially,
perhaps better than some others, but the cutting off of these agricul-
tural commodities would have, I think, serious repercussions on our
whole industrial life.

Chairman Earo~. The time of the gentleman has expired.

Mrs. Bolton.

Mrs. BorroN. Mr. Secretary, am I right in thinking that you said
that the prices here are not affected by the exports, and that there is
an ample amount of feed, corn, and so on for this country?

Secretary ANpERsoN. I am sure I did not say that.

Mrs. Borron. Please correct me. That is why I am asking the
question.

Secretary ANpeErsoN. There is no provision for the export of corn,
and there 1s a shortage of corn and feed corn.

Mrs. Borron. I was well aware of it.

Secretary ANDERSON. Yes.

Mrs. Bouron. I want to ask you quite definitely what method do
you have, or do you not do it at all, to follow the home food and the
foreign food program, and if you check in the different countries on
the use of food and fertilizer, or is that done by some other agency?

Secretary AnNpersoN. It is done primarily—and it depends on the
program. In the UNRRA program they were checked by UNRRA.
In the State Department program they are checked by the State
. Department.

Mrs. Borron. In this new program, who checks?

Secretary ANpErson. In this new program I am not able to say to
you if it is the Secretary of State or 1s checked by the State Depart-
ment. When you have agriculture attachés in these countries who
report primarily to the State Department, it is secondary to us.
They are agriculture people, however, but their services are available
to the State Department, and they are primarily the ones.

Mzrs. Borron. You have no responsibility in the matter of decision
as to how much food shall go?
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Secretary AnpersonN. We have the responsibility of the decision
as to how much food shall go.

Mrs. Borron. You do not follow it when it gets over there?

Secretary ANpeErsoN. No. We do not set up two organizations to
follow it. The State Department is supposedly following it, and I
think it is.

Mrs. Borron. What relation do you have envisaged with this new
organization and the State Department plan of organization for this
new program? What do you envisage as your relation to the
Administrator?

Secretary ANDERSON. On the production side, I would think that
we would have available to him a staff of people most of whom we
could very quickly recruit, and most of whom are probably now
available, who would examine production plans in these areas to see
if they are producing the things essential to their own food source.
It is pretty hard to illustrate except by an examination. When we
made the examination of Poland last July, we tried to determine
whether the wheat shipments proposed to Poland were essential.
We found Poland was placing primary emphasis on sugar for export
and rehabilitation of her livestock industry. Therefore, we knew it
was not grain that was greatly needed for her own people. If its
people were hungry, they would have been trying to feed them
first with grain and not trying to get sugar for export. Upon that
knowledge of their emphasis, we were able to draw some conclusions
about their needs for wheat which subsequent months have proven
to be very accurate.

Now, the Poles show up with fairly good supplies. We have tried
to go in to some of these countries to find if we thought it would help
to meet the goals we have set out. If it would not, we would not
attempt to remedy it ourselves. It would be our responsibility to go
to the Administrator, as he has the responsibility in this connection
because he is the one who is going to be able to say we will or will not
suRply these things, depending on their cooperation with the program.

Irs. Bouron. Do you have responsibility to keep him informed?

Secretary ANpErRsoN. We would have a responsibility to keep him
informed as to their program, not as to their compliance with it.

Mrs. Bouron. Then, he is responsible for checking their compliance
with it?

Secretary ANpersoN. I would think so, because that is a situation
in which we find ourselves in Germany now. We have made certain
recommendations and laid out certain programs, but the responsibility
for carrying it out comes to the administrator in that area.

As to the shipment of foods, we feel it should be our responsibility
to get together these agricultural supplies and see that they are shipped
and landed where the Administrator requires them. We do not
think we ought to have the responsibility for distribution.

Mrs. Borron. So far as I can find out in my study of the bill, none
of that is spelled out in the State Department bill as submitted to this
committee.

Secretary ANpErsoN. I think that is true, and that is why I have
stressed it in my testimony, and stressed it before the Senate. I feel
it would be extremely unwise to have another procurement group. I
base that upon some experience I had in the closing days of the war
when we were dealing with two or three agencies that had some
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responsibility. Mr. Crowley had a general plan and UNRRA had
one, and we had one, and when we tried to put them-all together, we
might have found certain stocks and there had been competition there
under unusually distressing circumstances.

Mrs. Boruton. Do you represent the United States in the Interna-
tional Food group?

Secretary ANDERSON. Yes.

Mrs. Borron. In that group, has there been a study made of the
places from which western Europe can hope for food supplies if they
are developed?

Secretary ANDERSON. Yes; but not as much in the International
Food Council as in the Food and Agricultural Organization. The
International Emergency Food Council has now become the Inter-
national Food Committee and has been merged with the Food and
Agricultural Organization. Theoretically and practically, probably
it was the function of the International Emergency Food Couneil to
deal with shortages and try to find ways of plugging up these present
groups. Food and Agriculture Organization was to look for the long-
range program,

Mrs. Bouron. In the long-range program, and in the studies made
by that group, what consideration, what share was the Near East to
have in that? g

Secretary ANpERSON. In the supplying of food?

Mrs. Boruron. You have the greatest value in the long-range
program.

Secretary ANpDERsON. In the long-range program the great emphasis
was placed on rice production in Burma, Siam, and French Indochina.

Mrs. Borron. What about the closer and nearer land of the Near
East which is fabulously rich?

Secretary ANDERsoN. I am not sure, because in an area like Sandi
Arabia it will require irrigation projects.

Mrs. Borron. But rather simple ones and simple ones in which
you have the greatest value?

Secretary ANDERSON. Not simple from what I saw. They run into
hundreds of millions of dollars.

Mrs. Borron. The original one?

Secretary AnpersoN. There are a great many simple possibilities
for improvement of food supply in that area. That is Food and
Agriculture Organization’s province, and Food and Agriculture Organ-
ization does have a group in that area working now in that question
of food supply.

Mrs. Bouron. That has been taken into consideration with the
food supply for western Europe?

Secretary ANDERSON. Yes; although western Europe does not de-
pend on that area and probably will not depend on that area for its
supplies of food. That area has need for those supplies in their own
land, if adequate diet should become available. We have looked to
the possibility that western Europe will depend on Canada and
Argentina.

Mrs. Boruron. And the development of North Africa?

Secretary ANpursoN. The British are trying to remedy their fats
and oil situation. There is a project there now which is somewhat
started out of a suggestion made by the Department of Agriculture.
We just told them that they could not continue to depend on large
quantities from us,
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Mrs. BortoN. You are to be commended.

Secretary ANDERsSON. The British went down and tried to put it
in operation and they have had some unusual problems.

Mrs. Bouron. What about the French in North Africa?

Secretary ANDERSON. They are doing something but not as yet
operating with the same vigor as the British. '

Mrs. Bouron. It is not your responsibility and, under the new
arrangements, 1t will be the responsibility of the State Department
to fulfill those responsibilities.

Secretary ANpERsoN. Not as to North Africa. I do not think the
economic recovery program would touch the State Department’s
responsibilities in North Africa. I think that is still Food and Agri-
culture Organization’s responsibility and not the State Department.
It is an interesting field that I would like to further discuss that we,
as a nation and part of the United Nations, should continue.:

Chairman Earox. We will hear from Mr. Mansfield.

Mr. MansFieLp. Mr. Secretary, in your opinion would the enact-
ment of this legislation contribute much toward the inflationary
spiral now in effect in this country?

Secretary ANpERsON. If you would ask me whether it need add
anything to the inflationary spiral, I can answer that quite easily,
by saying that it need not. I also recognize, and I think we all
recognize, that as soon as a program is announced, that envisions the
export of 10,000,000 bales of cotton in the next 4 years, that has a
strengthening influence on the cotton market. It does not mean
that it needs to have one because we know, as a practical matter,
that this country has always exported cotton. We will undoubtedly
be exporting cotton again, but some sort of export arrangement will
be made for the export of cotton regardless, and, if that does not
happen, it would be disastrous to a great section of our whole economy.
The fact that you announce that sort of an export program does
strengthen the market. If you announced that we were going to
export 350,000,000 bushels of wheat, that would have, for a while, a
little stimulating influence on the market. If you stopped, then, and
showed that would not be at all an unusual amount of wheat for us
to ship in connection with our present supplies, that story does not
seem to have much influence on the market. For some reason or other,
the optimism runs high in the grain exchanges and, as soon as you
give them one encouraging word, it seems to move things along well.

Mr. MansrreLp. Looking at this legislation practically, then, we
can assume that it will undoubtedly contribute to inflationary pro-
cesses now in effect in the country?

Secretary ANpiErsoN. No, I do not say that will contribute to
them. I think it will not contribute to those things that might
break our industrial and agricultural prices substantially, namely a
sort of turn-down in all of our present level of high national income.
There is nothing in it that I see that causes real trouble. Our real
reat difficulty today in the domestic field is the high price of meat,
Eutter, and eggs, and none of those things would be affected by this
program.

Mr. MansrFienp. You stated also that if there was no™ foreign
market for these extremely good crops that we have been having
that the result would be surpluses, naturally, and the further result
would be deflation in agriculture which, in turn, would spread itself
out to other fields.
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Secretary ANpErsoN. Yes; I think that is right.

Mr. MansrFierp. You mentioned the fact that there would be no,
relatively speaking, shipments of corn abroad at the present time.

Secretary ANpersoN. There has not been since the early part of
the current year. There were some shipments of corn scheduled to
take place for which contracts had been made during the last fiscal
year. They were to have been shipped before June 30, 1947. They
did not get shipped until the first months of the next year, which
starts on July 1, 1947, and about 15 or 20 million bushels of that
corn was shipped even after we knew there was going to be a short
crop in the country because it had been contracted for.

Mr. MansFieLp. There are shipments of other grain, especially
wheat?

Secretary ANDERSON. Yes.

Mr. MaxsFieLp. And there is no shipment of meats at the present
time except horse meat? '

Secretary AnpErsoN. There are some small shipments to neighbor-
ing Western Hemisphere countries.

Mr. MansrFieLp. Are there some shipments going overseas now?

Secretary ANpERsON. Not right now. We do occasionally make
shipments of it. I do not know when the last shipments went.

Mr. Mansrienp. In this matter of horse-meat products, the initial
processing of horse meat took place in my part of the country. It seems
that some of the people out there initiated this particudar program
25 years ago and have not been given much consideration by the
Department of Agriculture when it came to sending their product to
western Europe where horse meat is a prime commodity. You say
that horse meat is going to be a prime commodity under the program
next year? Is it the objective of the Department of Agriculture or
Department of State to call for bids on this horse meat from recog-
nized and capable American concerns?

Secretary ANpERrsoN. I cannot say what the policy of the Depart-
ment of State will be. The Department of Agriculture’s policy has
been to ask for bids and will be to continue to ask for bids from all
firms. We cannot say because somebody was in business 25 years ago
they are going to get the business over someone else who gets in with
a more attractive offer. .

Mr. MansrieLp. I do not think it is a matter of a more attractive
offer. I think certain concerns in the Midwest, in Illinois and Kansas
especially seem to have a monopoly on the horse-meat market in this
country, and shipping it overseas. I would like to see some system by
which all American horse-meat companies, because this is a prime
commodity, would have an equal chance in having their bids con-
sidered. What do you think of the idea of incentives? Using such
things as tobacco and the like as a means of getting the workers in
these countries to produce more, and to bring their hoarded supplies,
and to help bring about some equilibrium to their economy?

Secretary Axprrson. I have spoken on that a great many times.
I think there should be incentives for them. The present financial
situation in these countries makes it impossible to appeal to a farmer
after he has produced large quantities of food to move that into nor-
mal channels. One farmer in Stuttgart, Germany, came up to me
and asked me what I would do if T were in his place. He was offered
a carton of cigarettes for a ton of wheat.
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I would have done what he did. I would have kept it at home or
looked around for a better offer.

Mr, MansrFieLp. Mr. Secretary, on this matter of fertilizer, we had
quite a discussion in the debate on the interim aid bill. I brought
up the fact that a good deal of phosphate, to the extent of 500,000 tons,
was shipped to a former enemy country, Japan, during 1946-47, and
that also the entire output of the Island of Angar in the old Japanese
mandates estimated at 3,000,000 tons, was also to be sent to Japan.
I wonder if we could not divert some of this fertilizer going to a former
enemy country to use in the rehabilitation of these friends of ours in
western Europe. :

Secretary ANpERsON. The Angaur project is purely an armed forces
project. Under agreement reached by the commercial producers of
fertilizers and those branches of the Government, the Army principally,
which had been manufacturing fertilizer, the farmer in this country
and the areas such as France and Italy have been supplied out of
supplies controlled by the civilians. The Army plants were set up
primarily to supply fertilizer to the Army zone of occupation. The
money put into it was put into it on that basis. The cost of operation
is higher than the cost we would have in ordinary commercial oper-
ations. We felt that since it was an area that would not come in the
ordinary commercial sense, it was right for the Army to take the
output since they were only adding to the total world picture, at
the higher cost, and moving it into the areas where they wanted to

ut it.
: Mr. MaxsrieLp. That includes the Idaho-Montana exports, too?

Secretary ANDERSON. Yes. They were in the areas developed by a
Government plan. Had it not been for the Government plan the
production which they took would not have been turned out.

Mr. MansFieLp. They were developed long before the war, if the
Army came in they came in long before that.

Chairman EaTon. I wonder if, for the information of the commit-
tee, the gentleman would be permitted to answer one question.

This horse meat sounds to me like cannibalism, but is the horse
meat provided by broken-down old work horses for meat only?

Mr. MansFieLp. Mr. Chairman, in our part of the country, we are
mechanizing our farms. We have a surplus of horses and they are
& menace to the country.

Secretary ANpERsON. They are consumers of grain.

Chairman EaTon., Mr. Smith.

Mr. Smita. Mr. Secretary, have we had two or three crop seasons
since the end of the war?

Secretary ANpErsoN. We have had two full ones.

Mr. Smita. Has there been any improvement in the general situa-
tion from the agricultural standpoint, or has there been a disintegra-
tion of agricultural production since the war?

Secretary ANDERsON. Here?

Mr. Smite. No. I am talking about Europe.

Secretary AxpersoN. I would say that the food situation in Europe
this year was worse than the first year after the war, but not so much
due to disintegration as bad weather. The same thing applies to
the crop of wheat in France. The French farmer went to greater
length than he has ever gone to produce a wheat crop. He even put
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little plots of ground into wheat. He had the most disastrous
weather he ever had.

Mr. Smrta. It is true, is it not, that considerable grain is still being
held by the farmers who refuse to take it to market?

Secretary AnpersonN. In Europe?

Mr. Smita. In Europe, yes.

Secretary AnpersoN. I am not sure. I wish I could answer that
question correctly. I would say that I have an impression that—
and only an impression—in Germany the collections have been much
poorer than we anticipated. They are based to some degree on
mability to collect, not solely crop failures.

The French Government last July established a price for grain
which was more appealing to the farmers and has brought increasing
quantities of grain from the farmers there.

Mr. Smitr. Considerable grain, however, has gone into the feed-
ing of cattle, has it not? I believe in the testimony that we have on
the interim aid bill, that in Italy alone cattle had increased 25 percent.

Secretary AnprrsoN. It is like a man who has only one necktie.
When he gets an extra one, he has increased 100 percent. Italy
1s like a fellow with two neckties. The Italian livestock situation 1s
notoriously bad. They have increased a little bit, by a big percentage,
but not a significant increase in quantity.

Mr. Smita. It is not a fact in the interim-aid bill we provided
millions of dollars to pay farmers to get their grain on the market?

Secretary ANpDERSON. I do not know that.

Mr. Smita. I think you will find that to be the fact.

Secretary ANpErsoN. Would you tell me where I could find that?

Mr. Smrra. This was incentive goods. Mr. Mansfield referred to
the matter. We get more production if we give the farmers incentives.

Secretary ANpERsON. Isubscribe to that. I understand the interims=
aid bill authorizes not to exceed 5 percent of available funds to be used
for procurement of incentive goods.

Mr. Smita. Mrs. Bolton reminds me there are 80,000,000 dollars
for that purpose alone, for the purpose of incentive payments.

In that matter of collections, have you been satisfied with them as
we have gone along?

Secretary ANpERSON. In other countries?

Mr. Smita. Yes.

Secretary ANpersoN. No.

Mr. Smrra. Do you recommend any way whereby we can help that
situation so that the American taxpayer is not paying the bill for
European countries.

Secretary ANpErsoN. I was just going to say in the case of the
mission which went over to see the people in Japan, we were not
happy at all over the fact that there came in a request to us from
headquarters over there for a very substantial quantity of grain at a
time when it was extremely difficult for us to scrape any more grain
out of the American barrel. A mission went to Japan, and I think
two members of that mission are here this morning, and they made a
survey and found out that our collection methods were bad. The
grain was not coming out. The matter was rather heatedly dis-
cussed with members of General MacArthur’s staff, and finally it
came to the attention of the general himself. A new project was set
up to better the collection program in Japan. This year that is
working well. We are collecting above the amount that they have
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set aside for their goal. That has been a success. On the contrary,
the situation in Germany has been a disintegration of the collection
machinery because we are not able to believe that the potato crop
has failed as greatly as the figures indicate, nor led to believe that the
collection of grain has failed as greatly. We think it cannot be solved
by saying that neighbors must get together and solve this. We
think there must be some strong method, as adopted in Japan, if we
are to have decent collections there.

Mr. SmitH. Does that apply to Italy and France, also?

Secretary ANDERsON. I think there are other factors in Ttaly.

Mr. SmitH. Just one more question. Mr. Secretary, with reference
to the matter of tractors: It is my understanding that the tractor
industry in the country has been called upon for a set-aside of a
certain percentage of production this year.

Secretary ANDERsON. I have no knowledge of that. I am sure
there is no such thing as that.

Mr. Smira. I would like, Mr. Chairman, to ask unanimous consent
to place in the record, at this point, a request that has been made
showing that many tractors are expected to be taken from our produc-
tion for overseas shipment.

Secretary ANDERSON. Let me see it, too, because it is news to me.

Chairman Earon. No objection?

Mr. BrooMm. Let us all see it.

Secretary ANDERsSON. I am certain there could not be. It would
be well for me to comment on it here.

Mr. Smrta. I do not have it here.

Mr. Smira. Do you believe there ought to be an allocation of
tractors?

Secretary ANDERSON. Yes.

Mr. SmitH. For overseas use?

Secretary ANDERSON. Yes.

Mr. Smita. To what extent would you say? What percentage of
production?

Secretary ANpERsoN. Probably around 10 percent for the ERP
countries.

Chairman Earon. The gentleman’s time has expired.

Mr. Javirs. Mr. Secretary, have you made any estimate of the
demand for meat per capita in the United States for 1947 as con-
trasted with the supply?

Secretary ANDpERsON. The Bureau of Agricultural Economics
worked up some figures that I would rather they introduce because I
know they have calculated how much we are now consuming, if there
were all the meat we wanted within what we might regard as reason-
able prices.

Mr. Javirs. Would you be good enough to introduce that calcula-
tion into the record?

Secretary AnpersoN. Mr. Wells, I am sure, could testify right now.

Mr. Javirs. Could you give it to us briefly?

Mr. WeLLs. Average per capita consumption during the last year
was 155 or 156 pounds, we have generally estimated with reasonable
prices American consumers might buy 165 pounds per capita if they
could get it. It appears that the supply for this year will not be
more than 145 to 146.
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Mr. Javits. Mr. Secretary, are there material diversions of grain
to feed cattle?

Secretary AxpersoN. There is a certain amount of normal use of
grain for the feeding of cattle. That is not as large as you might
anticipate because of unfavorable feeding ratios. For instance, the
last few days cattle prices turned down nearly a dollar, and when
wheat prices move up and cattle prices down, you intensify the
unfavorable ratio.

Mr. Javirs. Does the pressure of grain demand for feeding increase
the price of grain?

Secretary ANDERSON. Yes, the high price of meat naturally attracts
grain to that feeding, but not much wheat. The price of wheat is
such that it is not a desirable feed at $3 a bushel.

Mr. Javits. I note that you plan to export 100,000,000 bushels of
other grains. Does it affect the prices of those other grains?

Secretary ANDERSON. Yes, Sir.

Mzr. Javirs. Do you believe that it is advisable that the use of grain,
for feed, should be enhanced in order to take up eventually the differ-
ence between what we are now exporting to Europe and what we will
export to Europe at a time when the need there diminishes, or do you
believe that curtailment should take place at that time through reduec-
tion of the acreage allocated to grain?

Secretary ANpERsON. I am not sure that I understand exactly what
you mean. I know this: There will be an increased consumption of

ain in the cattle industry as soon as we can afford to use those grains

or that purpose. We, in the Department, are conscientiously trying to
bring about the increased grain consumption. Temporarily, that goal
has to be put aside. We hope to get to livestock as quickly as we can.

Mr. Javits. For a constructive agricultural policy under present
circumstances to bring it in accord with the ERP, that goal of in-
creased grain consumption should be deferred?

Secretary ANnpErsoN. That is right.

Chairman EaTron. Mr. Lodge.

Mr. Lopce. Mr. Secretary, I was interested in your statement on
page 10 where you say:

I do not anticipate that exports in these amounts would add to the inflationary
pressure in this country, or call for any undue sacrifice on the part of our consumers.
I do not quite know what you mean by an undue sacrifice.

In interrogating Mr. Clayton on this matter, I find that this is what
he said:

We produced last year 1,400,000,000 bushels of wheat. The human beings in
this country cannot use over half of that, to save their lives, and they do not eat
over half of that. Of course, we feed a certain amount to animals, which is
unfortunate, and you have a lot of wheat you have to export.

Mr. Lopce. Yet the price of wheat goes up?

Mr. CLayToN. And yet the price of wheat goes up, because there is such an

enormous demand over the world for it. The production of wheat in other
countries has declined so much that they have to have our wheat.

The point I am trying to get at is this: I favor the principle of the
European recovery program, but I would like to know from such an
eminent, authority as you, do you really feel certain that that state-
ment of yours on page 10 is exactly what you want to say about these
inflationary effects of these exports of wheat? I think the American
people can take their medicine, they have shown that in the past.
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Secretary ANpERsON. I will say what I said before. I cannot under-
stand what makes the price of wheat jump in the manner that it some-
times does. From 1930 to 1946, the total use or distribution of wheat
in this country has averaged 770,000,000 bushels. That from the
1,450,000,000 bushels leaves 630,000,000 bushels for export and carry- -
over. Knowing that we are going to export at least 450,000,000
bushels, that would leave 230,000,000. If we export 500,000,000
bushels, that would still leave 180,000,000 bushels for carry-over and
additional use in this country. You would think this quantity would
drive down the price of wheat. Yet they pay no attention to it.
The speculative market seems to feel that the important figure is
450,000,000 bushels. Every time you announce something about it,
the price of wheat drops. 1t dropped a little because we said we have
only 50 to 80 million bushels to acquire.

Mr. Lopge. That is what you said to Mr. Mansfield. That it
need not, but it does. Your statement therefore is not in conflict with
Mr. Clayton. You do not say that it will not.

Secretary ANDERSON. 1 say that it need not.

Mr. Lopge. In further regard to this question, I have here a
statement which has been gathered from the Agricultural Depart-
ment statistics, the statement and letter are from Dr. Fitzgerald of
the Foreign Agricultural Commission, and corroborated by the State
Department. It points out there would be a carry-over of only
25,000,000 bushels at the end of the year on the basis of those
estimates.

Secretary ANpDERSON. I am sure that is not right. There is a mis-
take there somewhere.

Mr. Lopae. Apparently, Mr. Secretary, there is some conflict be-
tween your figures and the Department of Agriculture figures. _

Secretary ANpERsON. There is no Department of Agriculture figure
in existence that indicates the carry-over of 25,000,000 bushels.
Someone has made a mistake.

Mr. Lopgr. It is indicated on this statement that according to
Department of Agriculture the figure for feed is 325,000,000 bushels,
whereas you apparently put that at 250,000,000 bushels. I wonder
whether you could comment on that so that we can reconcile the
figures.

gglf;cretary AxpERSON. Surely. At the time that 325,000,000 bushel
figure got into existence, it was based on the possibility that wheat
prices would remain low, corn would be scarce, and that thereby a
great deal of wheat would be diverted into feeding of livestock. You
can feed wheat to cattle at $2.06 a bushel which was about the export
price at that time. You cannot afford it at $3. Immediately after
the announcement of goals, this looked like a possible use. We took
figzures from everybody in the Department. We have different
%roups, including the Bureau of Agricultural Economics, and the

roduction and Marketing Administration. They all had made an
estimate and this was a sort of a median figure. After we got our
first reports, this was made well in advance, after we got our first
report in the year, it became evident we should scale that down to
250,000,000 bushels. Now we are getting indications that it might
run as low as 200,000,000 bushels.

Mr. Lopce. In other words, there is no conflict between the De-
partment’s figures and yours?
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Secretary AxpErsoN. No, the trouble is that we set out a set of
figures shortly thereafter after the BAE conference, one of Mr,
Wells’ people got up and revised that figzure substantially, and revised
it in the right direction. '

Mr. Lopae. The reason for the apparent disparity between the two
figures is that a different time was taken?

Secretary Anperson. That is right.

Mr. Lopge. There is, in fact, then, no difference between your
estimates and your Department’s estimates?

Secretary ANDERSON. No, because I am using the very figures which
Mr. Wells supplies to me. I have to. It is the only place I can get
figures I can rely on. There is a change as time goes on. Very
shortly we have additional figures and disparities. Those could jump
the other way. As we get more and more information, as we go
along in the year, then, we know more and more how much is going
to be used in the year.

Mzr. Lopge. Then, would you say that 25,000,000 carry-over is a
very unlikely estimate, would you?

Secretary ANDERS8ON. Yes.

Mr. LopGe. You would say a 25,000,000 carry-over would have
inflationary effects?

Secretary AnpersoN. Very definitely. It is impossible to get a
25,000,000 carry-over. You need so much for warehousing, so much
in docks, terminal elevators. The day will never come when you can
shrink it to 25,000,000 bushels.

Mr. Lopge. I am glad to have that for the record.

Chairman EaTon. Mr. Jackson.

Mr. JacksoN. Mr. Secretary, if my question is a little nonrural, it
i1s because the agriculture in our district comes from window boxes.

Secretary ANDERSON. Victory gardens there are important,

Mr. JacksoN. And small.

What are the latest estimates you have, Mr. Secretary, relative to
the crop, the wheat crop for next year? What are the prospects?

Secretary ANpersoN. The last figure indicates a total erop some-
where in the neighborhood of a billion to a billion two hundred million
bushels. The acreage is there to produce that much wheat. Whether
or not the crop conditions are there to produce that much wheat, I do
not know. The conditions have improved very materially. We got
rain when we needed 1t. You have to have continued good rain to
save 1t permanently.

Mr. JacksoN. How did that compare with last year?

Secretary ANDERsSON. One billion four hundred million. The aver-
age 1s way, way below that. These are very unusual and extreme
crops. The thing that it does do is to make an attractive price for
wheat. Farmers gamble for $3 wheat when they do not for $2
wheat.

Mr. Jackson. So do other people. Percentagewise, what is the
amount of the total United States wheat shipments sent in the form
of flour?

Secretary Anperson. Last year about half was shipped as flour,
This year there will be well under half in flour. We expected to ship
about a third, and it is running at about that figure. 'The reason we
tried to get more and more into whole wheat was that they have a
higher extraction ratio than we do. They will put 90 to 96 percent
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of that flour—or wheat into actual flour whereas we will put 68 or 72
percent into it. We will get certain byproducts of shorts and mid-
dlings if we manufacture the flour here. They would like to have it
as human food over there and they desire us to ship it over there that
way.

Mr. JacksoN. The coarse grain itself?

Secretary ANpErsoN. That is right.

Mr. JacksoN. I am sure that all of us in Europe were struck by
the amount of white bread available. White bread in France, white
bread in Italy, and in many cases, and certainly the nutritive value
declines considerably.

Secretary ANDERSON. It depends a whole lot on whether you are
in the home of the ordinary family or whether you are in the resort
hotels and restaurants because they do, as could be expected, they
realize the heavy dark bread is not popular in restaurants and would
serve you in a hotel what is more expensive. Generally speaking,
many of the countries in Europe have kept their flour extraction ratios
running 90 percent and over. Most of the countries in Europe, for
their ordinary trade, do utilize fully the kernel of wheat. We do
ship some flours in all of those areas, and some of it has found its way
into hotels and served on this basis.

Mr. JacksoN. Would it not be desirable to send all of it in grain?

Secretary ANpERsON. No, not entirely, because sometimes when you
get to sending it all in grain, it gets used for livestock as well.

Mr. Jackson. That would be true of all of it?

Secretary AxpeErsoN. That is true, in part, but once it is sent in
flour we know it is used for human food. We have done what we think
is desirable. We have reversed the ratio. This year we have sent a
large portion of it in grain. That phase of that varies, when the
country has asked us to change our policy and send more and more in
grain than we did before this year.

Mr. Jackson. Relative to the prices of grain and with particular
reference to wheat, there have been several reasons advanced for the
high prices of wheat. Would you care to comment as to what the
effect on the price of wheat speculation of the grain market has been?

Secretary ANpeErsoN. No, sir. I say that this year’s supply was
so ample that, taking out the whole export program, there was more
grain left than we were going to use, and we put a small amount in
surplus. Normally when that happens, that has a depressing effect
upon the market. Every time we would announce that we were
going to buy, every time the ticker out of Washington the night
before said that Commodity Credit Corporation would take bids to-
morrow morning, that had a nice wholesome or strengthening effect on
the grain market. Why that should happen, I do not know, unless
hope does keep springing eternally. That means higher prices. There
was nothing in the total amount of purchases that need have driven u
the price of wheat too hich,, However, you may recall that a very wcﬁ
known wheat producer is reported to have said the price of wheat would
get above $4 and $4.50, as he left an interview at the White House. I
challenged that statement immediately because I saw nothing in the
picture to permit it to go there. I am glad that subsequent events
proved it cannot go there. The way the grain market is worked, I
could not guarantee it would not. We have found that Commodity
Credit Corporation moves into the market to buy rather limited
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amounts of flour, and the whole flour market seems to move up in
response to that.

Mr. Jackson. Does it have a direct effect? Large scale Govern-
ment purchases do have an effect on the price.

Secretary ANpeErsoN. We are going to buy less grain here on out
the rest of the year than the flour mills will be buying. Why should
not the large-scale flour-mill purchases of the General Mills or Pillsbury
affect the market, buying a large quantity of grain? That does not
change the bid. If we go in and buy a comparable amount, that does.

Mr. Jongkman. Mr. Maloney.

Mr. MaLoNEY. Mr. Secretary, in the last few days there was an
announcement in the press that a quantity of Idaho potatoes was on
the dock and consigned to Scotland.

Scotland refused them and other countries refused them. Was
that statement true, and if so, why?

Secretary ANpERrsoN. 1 do not know.

Mr. MavroNEY. You have no knowledge of that?

Secretary ANDERsON. No, I cannot tell you. We have a large
purchasing operation going on all of the time. If it was operated, I
have not heard about it.

Mr. MavoNEY. Yesterday.

Secretary ANpERsSON. We do ship potatoes abroad, and we ship
them abroad under favorable price limits. However, the shipment
of potatoes at this time of year is a hazardous business. There was
a possibility of their freezing in transit on the docks, or freezing in the
cars, and the countries do prefer to have wheat.

Mr. MavonNey. Mr. Hoover sent a message yesterday to the
Senate in which he advocated limiting the time of this aid to 1 year.
Now, there are several vantage points to that. I want to point out
one to you and see what you think about it. If we have this long-
range aid and we tell Europe what we are going to give them in grain
next year and the year after, would that not be likely to limit the
farmers in their efforts to produce? Would they not rest on their
oars and say: “Here we are getting so much grain from America or
Argentina, and we do not produce, or it will not be necessary for us
to produce?” There are other questions, but that is purely an
agricultural question on the l-year aid. What is your thought on
that?

Secretary ANpERsON. My thought is that telling them they shall
have a little smaller degree of starvation by doing that would not
appeal to them. What I mean is this: We are not sending them
enough grain to relieve their actual needs for cereals, at best. We
are not sending them enough to restore their livestock populations,
Nearly every country over there would like additional supplies of
grain. The fact that we are making some contribution—and their
total is still below their needs—I do not think ought to restrain them
from going ahead and doing the best they know how. It is, to me,
similar to what you might say to a young man going away to school—
if he were your boy, you can say to him: “I am going to send you so
much money a month. With what you have coming, that ought to
see you through in reasonably good fashion.” It does not mean
he will drop every source of revenue because a portion of it comes to
him. He might want enough to sustain himself decently. 1 think
the countries of Kurope are in that situation. They would like

A
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enough so their people can live decently. They have to increase
their efforts if the plan is to be successful at all. -

Mr. MavoxNey. Then you do not approve of the 1-year plan?

Secretary AxNpErsoN. No; I think it is much better if they can
count on what is coming over for a reasonable period of time.

Mr. MavLoNEY. On page 10 you say:

Whether we send any meat to western Europe during the last 2 years will have
to depend entirely on the situation at that time.

I was wondering what situation you were thinking of.

Secretary Axperson. If we should have, in 1948, another 3,300,-
000,000-bushel corn crop, as in 1946, instead of 2,400,000,000, as we
had in 1947, then we could safely say to the American farmer—or he
would do it automatically—“Greatly increase your output of pork.”
There are two ways you increase the meat supply. You can increase
it very rapidly through pork. Increase of beet is a slow process, and
probably we cannot expect much improvement in the beef situation
for years to come. You can expand pork tremendously almost over-
night. That would be available sometime in 1949. If we had another
big corn crop, you could have large quantities of pork by 1950. There-
fore, at the end of 2 years we might know whether we would be able
to send them some pork.

Mr. Mavroney. What I am interested in is that it would depend
on our own situation rather than the European situation?

Secretary ANpErsoN. That is right.

Mr. JongkmaNn. Mr. Jarman is recognized for a question or two.

Mr. JarmMaN, Mr. Secretary, referring back to Mr. Bloom’s ques-
tion to you wherein he drew a distinction between supplies for food to
prevent starvation and leather and other goods that would be manufac-
tured into products—and he felt we should be paid for the leather—is
not the nubbin of that proposition the fact that this is a recovery pro-
gram and an indirect effort to preserve permanent peace rather than a
relief proposition? We do not regret our part in the recovery, for
the world recovery, and contributions for world peace that we hope
continues. o

Secretary AxpErsoN. The decision would be one for the administra-
tive program to decide—how quickly they needed a payment, basing
it upon the speed of recovery or factors of recovery we could look at.
We do not extract it all at once, the total amount of food that you can
get out of an area. In that connection, I think if you would read some
of the statements Mr. Hoover made about Russia’s program, of taking
reparations out of the current food production, you will find he strongly
deplored their action. He said, very correctly, they defeated the
very things we were trying to accomplish. .

Mr. JaArman. You referred, on page 12, to this 60-day wait for ap-

roval of Congress and urge that it be changed. I am not sure that
? understand it.

Secretary ANpeErsoN. Here is what I mean: Suppose we should
find in the next few weeks there was an arrangement that we could
make would be advantageous. I wish the thing would be affirmatively
approved. When you draft a treaty it can be submitted to the Senate,
and the Senate could, if it wanted to, approve it that day, if it were
urgent. If we should find that we can enter into negotiations with
another group that was satisfactory, I wish there would be changes
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that permit an immediate affirmative approval by the two Foreign
Relations Committees, Senate and House, by the Appropriations
Committee perhaps of the Senate and House, by somebody who could
say to me at once, ‘“Go ahead and finish it up.”

If you wait 60 days, things get cold. I am not trying to take away
full congressional approval. I said to Senator Taft, “I fully subsecribe
to the plans in any respect being approved by Congress.” 1 still
simply say when you are in a trade, I wish there were some similar
provision that said if I could submit the matter—and, I would hope,
in executive session—to the two Foreign Relations Committees,
I mean the committees of the House and Senate dealing with foreign
matters, and they might give me committee approval, and I could
then proceed. If you want to have that checked by the Appropria-
tions Committees, fine. We want the chance to move quickly.

Mr. JarmaN. I can understand the undesirability of that wait.
That provision is in the bill.

. mSecretary AnpERrsoN. I sent that in to the so-called anti-inflation

Mr. JarmaN. Which has become law.

Secretary AnpersoN. That is right. I did not object to it, and I
do not object to it now. Although if we had a chance to see it in
advance, we would have recommended that the provision be one to
give a possibility of affirmative action. I am perfectly willing to have
congressional approval, if it should be necessary, but I would so much
rather have a right to bring it to the committee. explain it to the
committee, and have them say, “Yes; we would like to have you do
it,”” or, “No; we do not want you to go ahead.” That is all I mean
by that.

Mrs. Borron. Mr. Secretary, you said in the beginning of your
prepared statement that the farmers have a stake in the foreign
market.

Secretary ANDERSON. Yes.

Mrs. Bouron. With this I agree. They have been deeply dis-
turbed over the destruction of food supplies, the burning of the pota-
toes and the destruction of citrus fruits at different times when there
are starving people in the world and when food costs are up, I find
them utterly unsympathetic to the reasons that are given. They ask
why potatoes cannot be reduced to potato flour so that they could be
shipped—the idea being that the potatoes in the bottom of the hold
rot. The reasons given them were that this was too expensive a
process for the amount of food value in the potatoes when it was
made into bread. My women are very unsympathetic to that.
They say potato flour bread is better than no bread. What are we
going to do about that sort of thing?

Secretary ANpERrsoN. On the question of potatoes, we have offered
to, give them away to these areas. The shipments of potatoes being
made at the present time are required under the export program,
based at prices virtually giving them away.

Murs. Borron. It seems very reasonable to me that women should
object to such waste.

Secretary AnpeErsoN. No; you have a time exporting potatoes.
It is not an easy thing to explain. You have a type of potato that
carries 70 or 75 percent water. When you start to ship that abroad
you have to decide whether it is better to take the criticism of people
who see them destroyed or ship something of real value.
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Mrs. Borron. The 30 percent which is not water could be made
into potato flour.

Secretary ANDERsON. It can be, at a price well above what wheat
flour would cost.

Mrs. Borron. Exactly; but when there is no wheat flour?

Secretary ANDERSON. You were dealing at that time with another
government which bad very limited dollar funds, and which tried
to get the greatest possible value out of its dollar. The foreign
government had to decide whether it wanted potatoes or wheat. We
did not have the authority to say they must take potatoes.
~ Mrs. Boruron. Also, right nearby, potatoes were difficult to get
in our own markets. That was another objection that I had from
the women.

Secretary ANDERSON. They have been plentiful all over the country.

Mrs. Borron. Yes; but not distributed so they could be obtained.

Secretary AnpERsSON. I do not know. I think the marketing
records show there are potatoes available all over the country in
plentiful supply.

Mrs. Boruron. Perhaps the records might not have covered all the
‘areas. Am I to understand that the reason they are not being sent
abroad is the refusal of the country there to accept them at the price;
is that it?

Secretary Axnperson. First of all, we tried to make disposition of
them. They were offered to charitable institutions. The institutions
get, after awhile, all they can handle. Then we offered them for in-
dustrial uses. They are offered to people who make starch, people
who make many other products. Then they are offered to livestock
foeders. There is only a limited amount of the potatoes that you
can feed direct to the livestock. Then they do not want them. When
you have exbausted those channels, there is very little you can do
with them. I have furnished this total figure as against the total crop
of 384,000,000 bushels; when you get down to the distribution of a
million bushels, it is not a large figure. It looms large in a photograph.
I realize that. I got enough copies of that picture. Any destruction
of potatoes in 1947 is going to be no larger than the destruction of
potatoes in 1937. Nobody worried about it then. Any time you

ot one of those unusual situations—the same thing happened to
gutter during the period when we were buying butter, and they printed
pictures of some butter destroyed in Philadelphia. Mrs. Bolton, you
know that butter goes rancid every day in the year, in every kitchen
in the country.

Mrs. Borron. I send it back to my grocer when it does.

Secretary ANpDERsON. I congratulate you on that. The grocer has
noboby he can send it back to.

Mrs. Borron. He will send 1t to you.

Secretary AxpersoN. He sends me a copy of the picture, but it is
a hard problem. We destroyed tremendous quantities of potatoes in
1946. We destroyed tremendous quantities of it; but out of the 1947
crop we will have about the normal percentage of destruction or
shrinkage. A certain amount of them always go out of condition.
Cars are not available when the farmers want them. That goes right
along. We are trying to see they are not wasted.

Mrs. Borron. Can you assure me that the farmers understand that
they have a stake in export trade?
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Secretary AxpersoN. No; I cannot assure you, but I can assure
you that we have done everything we can. I have been surprised
how many of them understand it. You notice the regular list of the

erican Farm Bureau on it every day.
L. Mrs. Boruron. Ohio farmers did a good job, too.
" Secretary ANpErRsoN. They saw conditions and reported honestly
and favorably what they saw.

Mrs. Bovron. Thank you.

Mr. Lopge. Mr. Secretary, the Krug and Harriman reports both
stress the need of fertilizer as an A-1 priority.

Secretary ANDERsON. Yes.

Mr. Lopge. The report stated that you were able to satisfy or
to meet only about three-quarters of world requirements. In these
circumstances does it seem wise to you to dismantle nitrogen plants
i Hochbau in the French zone of Germany?

Secretary ANpDERSON. You see, you have the best of me, Mr. Lodge,
because I am not sure that I know the particular plants to which you
are referring. I do say to you in general that we have felt it extremely
unwise to dismantle any of these nitrogen plants. I do know that
last summer I tried to get a situation straightened out where one of the
plants we were very much interested in would be back in production.
It had not been our fault that that plant had gone out of production.
We made a three-cornered deal that should have put it into production.
We carried out our part. The British carried out their part.

Mr. LopgeE. Where was that?

Secretary ANpErsoN. It was the old I. G. Farben plant at Hoéchst,
in the United States zone. And its operation depended on liquid
nitrogen that it got from a plant in the French zone at Ludwigshaven.
We agreed that we would send additional quantities of food in the
Rubr to permit the British to mine additional coal, and send the
additional coal to Ludwigshaven, and then send the liquid from there
to make fertilizer. . It is that sort of horse trading that you have to do
there. The British delivered the extra coal, the French made the
extra ammonia water, and promptly shipped it in to the French.
They have problems of their own, the French do.

Mr. Lopge. [ am in sympathy with the problems the French have
faced. I have no doubt that one of the things we must do under the
European recovery program is to integrate the various elements in
these matters in order to achieve what I believe to be a worthy
objective, which is an Economic Federation of Europe. Obviously,
we are going to ship wheat into France. They are going to get it.
Surely we cannot take a formalistic attitude and say, because this is in
the French zone, we cannot make a suggestion as to the dismantling.
I am sure that the French authorities would respond understandingly
to a suggestion from us that these nitrogen plants which are multiple
and important at Hochbau in the French zone should not be dis-
mantled. I would appreciate it very much if you would present a
memorandum to this committee on this subject because that is one of
the things that many of the people find hard to understand. An
opinion from you would be very valuable to us, indeed.

Secretary ANprrsoN. I would be very glad to do that, because one
of the things that we have worked on as hard as any single thing I
can think of is that these plants built by the Army should not be
dismantled and tossed aside. They should be used.
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(The information is as follows:)

In undertaking to ascertain the exact status of plants located in the French
zone of Germany which are capable of being used for the manufacture of fertilizer,
I have asked the Department of the Army for a statement upon the matter. Fol-
lowing is the information received from the Army, which I understand is based
upon official reports received from OMGUS:

“With regard to bizonal Germany, United States/United Kingdom zones, there
has been no destruction or dismantling of fertilizer plants since the cessation of
hostilities, and destruetion or dismantling is not contem plated.

“Two plants, one designed to produce concentrated nitric acid, and the other to
produce synthetic fuels, are being converted to the produetlon of nitrogenous
fertilizers.

“Two new plants for the production of Rhenania phosphate ha.\.e been placed
in operation.

“French zone production of nitrogenous fertilizer has been indicated by the
French to be 44,000 metric tons of nitrogen per year at the present time. The
French are not operatmg the calcium nitrate plant or the ammonium sulfate plant
at the Oppau works. The first could be placed in _operation in 6 months and the
second in 18 months. The combined capacity is 55,000 tons of nitrogen per year.
This possible increase is reflected in French Marshall -plan figures.

“Soviets have destroyed Eotash mines in the U. S. 8. R. zone, but they have
stated in the Allied Control Council that the mines destroyed were exhausted mines
that had been used for the underground production of war materials.

“No fertilizer plants in Germany have or will be declared for reparations.
Synthetic ammonia was set aside as a prohibited industry. However, the Allied
Control Council authorized production of synthetic ammonia for Germany’s
peacetime requirements until such time as exports could pay for all imports.

“Some persons have claimed that the dismantling of steel plants and blast
furnaces capable of producing basie slag involves dismantling and destruction of
fertilizer plants. We are unable to classify steel plants as fertilizer plants.
Obviously, the need for basic slag cannot justify the retention of steel plants above
the required level.”

Mr. Lopce. May 1 say to that, insofar as there might be disagree-
ment within the President’s Cabinet, I am on your side.

Seeretary ANpERsoN. Thank you very much.

Mr. LopGge. Mr. Secretary, on page 6 you compare requirements to
availabilities. That is a very interesting comparison, and the thought
that arises in my mind is this: Are these availabilities going to be
sufficient to maintain even the austerity rations which are essential in
order for these governments to survive? If the bread ration in Italy
goes down at all, the de Gasperi government will be in very grave
danger. We cannot ship any more " than we have; but does not this
mean that perhaps we should cudgel our brain to find some other way
of adding to the rations—perhaps 1ot the bread ration, but some other
rations—in order to give these people a diet which will protect these
governments and thereby protect American security?

Secretary ANDERSON. Yes; I think so, and I think possibly the
answer comes in two parts. 'T think that not enough was done with
the fishing situation. I think substantially greater quantities of fish
could have been available with just a little bit of the right type of
cooperative planning. We allowed ourselves to get into a situation
where we missed some of that because of an argument over a few
dollars in one country. I still feel it might have been avoided. As
to the bread ration in Italy, I do not think that is as much at stake
as food levels in some other areas which have been out of line with the
very different situation in France and Italy.

Mr. Lopge. You mean that the Italians have not been able to im-
port what they otherwise would have been able to import?

George C. Marshall Foundation, Lexington, Virginia




538 FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

Secretary ANDERSON. I mean that we have a higher bread ration
in France than we have in Belgium and Italy. We have scaled some
of those down more than we have the Italians.

A very good crop seems to be coming on in Argentina and a greater
export potential in Australia. We may be able to do what you have
suggested, substantially. :

Mr. Lopge. I am glad to hear you say that, Mr. Secretary, because,
as the Secretary of State intimated, if we did not appropriate enough,
we might lose the benefit of what we did appropriate. I believe that
unless we can go this extra step of providing an adequate ration, we
may find that the political situation in Italy will become very threat-
ening, indeed. It is now the most threatening spot in Europe, and I
would be tremendously interested in some kind of a program which
would look toward meeting that situation. Since we are making the
great effort, let us try to make it effectively, and in the light of grim
realities.

I have one more question, Mr. Secretary, and that is, when I was
in France, I found that meat was unobtainable at the controlled price.
The only place you can buy meat in France is on the black market
where the Government cannot tax it. Is it your opinion that price
controls should be maintained in France on meat?

Secretary ANpERsON. I hope you will be satisfied with this answer:
I think you realize it would be highly improper for a member of the
Cabinet in this country to comment on the situation in France. I do
not believe I should do it.

Mr. Lopce. May I ask you if, in your opinion, the Administrator
of this program should refrain from making any comments to the
governments of the several participating countries as to the manage-
ment of their internal affairs?

Secretary ANDERsON. I would reply that he should not refrain.
That he should be very vocal.

Mr. Lopge. It seems to me that we must be tactful, of course, but
many KEuropeans have said to me: ‘Please urge us into doing the
right thing to achieve this economic federation. We look to you to be
the catalyzing agent to precipitate a proper state of affairs because we
are bound down by certain obsolete traditions and we recognize that.”
You would think it quite proper for an Administrator to comment on
that?

Secretary AnpeErson. I am sure it would be proper, and I am very
sure I saw some things that a strong pointing out of what was involved
would have resulted in beneficial effects many months ago.

Mr. LopGe. You would not say that the removal of price controls
on meat in France would necessarily be a poor thing?

Secretary ANpERsSON. I believe 1 stand by my other answer, Mr.
Lodge. 1 do not think it is proper for me to comment on what takes
place in another country.

Mr. LopGe. I thought it was an interesting question, Mr., Secre-
tary, because of the fact that it seems to me foreign affairs and domes-
tic affairs are so very much linked. I wondered whether this adminis-
tration was going to take the attitude with respect to the other
countries, in the matter of inflation, as the President took in his
message on the state of the Union regarding inflation in the United
States. Would you say this- Insofar as foreign affairs are very much
linked with domestic affairs, you certainly would approve of a non-
partisan attitude in both connections?
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Secretary ANDERsSON. Yes; I think that T have tried to welcome an
unpartisan attitude in the administrtaion of this plan.

Mr. Lopce. 1 am glad to get that opinion.

Mr. JoNkMAN. Are there any further questions?

Mr. Jonkman. Mr. Secretary, you have been very helpful. Thank
you for your valuable time. )

(Whereupon, at 12:30 p. m., the committee recessed, to reconvene
at 2 p. m.) .
AFTERNOON SESSION

Chairman Eaton. The committee will come to order.

STATEMENT OF HON. J. A. KRUG, SECRETARY OF THE INTERIOR

Secretary KruG. I would like to say, Mr. Chairman, that I very
much appreciate your committee accommodating its schedule to my
time. :

That is a very unusual courtesy nowadays for Cabinet officers to
receive,
1C}:w,irm:?m Earon. Our committee welcomes an opportunity to
ease. -
. Secretary Krua. I might explain the documents that are before you.
Iibrought along for the information of the committee a copy of the
report I made in the Senate. I have also distributed copies of the
National Resources and Foreign Aid Report, and copies of the hearings
before the subcommittee of the Committee on Public Lands, inves-
tigating our national resources.

I think those three reports will give you some helpful background

data on the resources of the country as they relate to the foreign aid
rogram.
: If I may, I would like to read a comparatively short statement, and
then, of course, submit myself for guestioning.

Chairman EaTon. Please proceed.

Secretary Krua. I support the European recovery program not
only for its fine humanitarian purposes but as a sound investment in
world recovery and our own future well-being.

Our resources and facilities are adequate to do the job; in fact, the
export burden under the program is not likely to be as great as the
one we handled last year. :

I think people frequently forget that and look upon this as a super-
imposed burden. The total exports should not be as great as the total
for last year.

There will be some difficult supply problems in a few basic commod-
ities but they will diminish as the world economy gets into produc-
tion. These are the conclusions of the Report on National Resources
and Foreign Aid made under my supervision last fall. They are even
more valid today. We must do the job because we want to assure
peace and plenty for ourselves and for the world.

Before the Senate Foreign Relations Committee last week, I elab-
orated my reasons for supporting the Kuropean recovery program.
To conserve your time, I have made available to the members of the
committee copies of that statement and will summarize some of the
points before moving on to discuss those aspects of the program of
particular concern to my Department.

George C. Marshall Foundation, Lexington, Virginia




H54() FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

In brief, I made the following points:

1. Our long-run interests lie in getting world production into gear
and in restoring world trade in order that our own industries and our
own resources can be intelligently developed and their products
effectively exchanged for those of the rest of the world.

This coneclusion is based upon a recognition that our own resources
must be supplemented from abroad. Kecovery of European produc-
tion is essential to restoration of multilateral trade throughout the
world and therefore of course to our own well-being and security.

2. With the economy of the United States operating at highest
peacetime levels and exceeding wartime peaks in many instances, our
agricultural and industrial facilities are being heavily strained and
this itself is creating problems that must be solved.

Obviously any program of exports would superimpose an additional
load, but we had better begin to solve the problems created by the
present load on the camel’s back rather than attempt to label the
final straw. Foreign aid requirements may augment but do not
create our difficulties.

3. For the most part, the problem today lies in certain basic world
shortages that must be cured if the world economy is to get off dead
center. These include wheat, fertilizer, coal, petroleum, steel, and
certain items of equipment made of steel.

The supply of those basic commodities must be used during the
next few years in such a manner that they will have the greatest effect
in solving the problem of world shortages, so that these shortages will
not continue indefinitely.

Energy resources: Basic to European recovery and to world de-
velopment, as well as to our own economy, are the energy resources:
coal, petroleum, and water power. KEurope’s major energy source has
been coal and its productive economy is keyed to coal even more
closely than our own. Its basic iron and steel, fertilizer, chemical,
textile, metalworking, and transportation industries have been
crippled by coal shortages, and the lag in these industries has dragged
down the entire economy. Without coal, European recovery is
impossible.

Europe is not short of coal resources, any more than we are. Coal
production is down because coal production depends upon the
productivity of the rest of the economy, including food, and that, in
turn, depends on coal.

To break this vicious circle, temporary imports of coal are essential.
The European nations have set maximum coal production goals for
themselves during the next 4 years and are stringently limiting its use.

Their goals can be obtained only with intense and uninterrupted
effort. The result of that effort will be that the requirements of coal
from the United States even this year will be below Europe’s imports of
our coal in 1947, which totaled 40,696,000 net tons, and will taper off
rapidly after the winter of 1948-49,

European requirements will therefore not seriously affect our own
coal supplies if our industry can maintain its current high productivity.
The peak requirements will amount to 6.8 percent of our monthly
production at present production rates. During 1950-51, require-
ments will drop to 2.5 percent of our monthly production—based upon
current production rates—and during 1951-52 to 0.9 percent. Thus,
the coal requirements are small in terms of our total production. They
are insignificant in terms of our vast coal resources.
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Petroleum is Europe’s other major source of energy and must be
supplied if European recovery is to be achieved. Together with
electric power, petroleum is rationed in practically all of the participa-
ting countries and the program assumes that consumption, except for
the most essential uses, will continue to be drastically controlled.

European air and road transport and some of its rail and water
transportation are dependent upon petroleum. The European food
program requires motorized agriculture. For industrial and domestic
fuel, petroleum products are essential. And lubricating oil particu-
larly is vital to industrial activity.

The current world shortage of oil must be relieved by expanding
production and refining facilities throughout the world. The Euro-
pean recovery program is a part of this effort, particularly through
the rehabilitation of European refineries that will make possible the
more effective use of oil from the Middle East.

The sources of oil for European requirements cannot be predicted
for the entire period, but with the rehabilitation of European facilities
the great bulk will come from the Middle East and Caribbean.

One point on our own exports should be emphasized: Not one drop
of oil or oil products will be supplied by the United States which will
not be more than offset by our own imports of petroleum.

During the early part of the recovery period, exports to Europe
from the United States are not expected to exceed 150,000 barrels a
day, or 2 to 3 percent of our available supply. This is less than the
average of about 175,000 barrels daily exported to Europe in 1947.
Moreover, they will drop off to an average of 50,000 barrels per day
at the end of the program, which is less than 1 percent of our
production.

In 1948, our imports are expected to exceed our exports by at least
24,000,000 barrels, and domestic production is expected to be in-
creased by 95,000,000 barrels.

The present shortages of petroleum here at home are due, not to
current exports, but to an unprecedented and still increasing domestic
demand resulting from our peak industrial and business activity.
Our per capita consumption today is more than 608 gallons as com-
pared with 367 gallons in 1941. A fantastic increase.

A total increase in United States consumption of 115,000,000 bar--
rels is expected in 1948. To be sure, continued exports to Europe
and other traditional areas of export of American petroleum products
will aggravate our own shortages but the world is dependent upon our
highly refined petroleum products.

The availability of export controls in this country will assure a con-
tinuing opportunity to appraise the relative need for American oil
exports and to reduce them at any time 1t appears that they are being
used for nonessential purposes.

In this connection, I shall continue to call upon the National
Petroleum Council, which is meeting here today, which consists of
representatives of the oil industry and has been advising me on
petroleum matters.

This group will be of great value in aiding the Department of the
Interior in meeting its responsibilities of assisting the Administrator
of the European recovery program with technical advice on produc-
tion and distribution problems that arise in the participating coun-
tries and on the ability of our domestic economy and production to
meet the demands of the program.
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In order to protect our own petroleum consumers against continuing,
and possibly more aggravated, domestic oil shortages and to do our
part in supplying necessary products to Europe, we must take eve
step to increase oil supplies here and abroad and to curtail the non-
essential uses of oil. This will require the ecooperation of the Govern-
ment, industry, and the public.

Future of American energy sources: In addition to action to break
supply bottlenecks and effect curtailment of consumption, we must go
forward with intelligent and intensive programs to develop additional
sources of energy for our expanding production and our future higher
levels of living.

We cannot maintain our current levels of consumption—quite aside
from any foreign rehabilitation program-—unless we accelerate pro-
grams to conserve and develop our own natural resources for energy
production. Today’s advanced techniques in the transformation of
energy forms permit the ready substitution of one form of energy for
another; for example, hydroelectric power for coal or oil.

The availability of all forms of energy sources will to an inereasing
degree in the future, constitute a primary index of the industrial pro-
duction and the standard of living of a country such as ours.

The petroleum situation, which I have outlined to you, brings home
the clear lesson that we must consider this problem together with our
coal and water-power resources.

We should continue the development of our water power potential-
ities in order that the kilowatts thus generated take their rightful
proportion of the load imposed by our increased power requirements,

The development of the Federal water-conservation projects now
under construction or authorized by the Congress will prevent from
wasting down the river annually, coal, oil, and other natural resources
equivalent to 50,000,000 barrels of oil.

Such hydroelectric development carries with it appreciable benefits
in flood control, navigation, and irrigation, which in turn have a
direct effect upon food production and the fertility of our lands,

Even the most sanguine proponent of water-power conservation
would not support that this alone will meet our increasing fuel needs,
We must develop programs for the increased exploration and produec-
tion of natural crudes and for furthering the possibilities of synthetic
liquid fuels.

But the development of these fuels cannot be accomplished over-
night and for that very reason we should expand our research and
investigations in these technologies.

We already have under way experimental projects for the produc-
tion of synthetic liquid fuels from natural gas, bituminous coal, lignite,
and oil shale.

About 20 percent of the total coal reserves in the United States
are in the form of lignite.

These lignite deposits would have a conversion value to synthetic
liquid fuels of approximately 500 billion barrels, or about 25 times the
present proved petroleum reserves of the United States. Our oil
shale reserves are estimated as capable of yielding over 90 billion
barrels of crude oil, or about five times our proved petroleum reserves.

Experimental work is also being undertaken by combined oil and
coal industrial interests for the gasification of bituminous coal and the
manufacture of synthetic liquid fuels. These programs of both in-
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dustry and Government add up to efforts to effect a long-term solu-
tion to our energy problem. They must be expanded.

I have elaborated upon the energy problems because they are crucial
to the European recovery program and to our own future and because
they fell into the area where the Department of the Interior will be
concerned, not only in giving technical assistance in the administra-
tion of the program, but also in guiding the development of long-
range measures to increase our supplies. In this connection, I am
appointing a National Coal Advisory Council, as a counterpart of the
Petroleum Council I have mentioned, to provide advice from industry
on these matters.

We also have a Minerals Council which works in the minerals field.

We must also consider the mineral base of our industrial economy.

The problem of these nonrenewable assets of iron, copper, lead,
zine, and the other materials basic to our civilization convinces me
that we must play a double-header today if we are to remain in the
running tomorrow.

We must first stimulate search for new mineral deposits through the
use of modern ore-finding techniques. Means must also be found for
the more economic utilization of low-grade ores. We must then make
every effort along the lines of the European recovery program to create
a world in which we will have access to materials elsewhere, and we
should encourage their development.

We should not attempt to rely either upon domestic or foreign
sources of raw materials alone, but should assure ourselves that both
are available to us.

Our industrial economy has everything to gain by accenting greater
production. I agree with Mr. Baruch that an “all-out production
drive here and in the rest of the world” is needed at this time. I do
not fear overproduction because a needy world will be greedy for our
products. In no other field is this clearer than in that of minerals.
Our own need for mineral raw materials is unsatisfied by current world
production. For this reason, I will outline our current production and
reserve positions.

No other great power within its home borders has so far been able
-to match the self-sufficiency in minerals that we have enjoyed for
generations.

At the same time, we have been extracting our minerals at a far
greater rate than any other nation, and since mineral deposits are
irreplaceable, we must face the fact that we will be confronted with
the problem of maintaining our economy with a declining supply of
raw materials available at home.

As a matter of fact, during the last war we were hard-pressed to
meet requirements and were forced to go abroad for several minerals
which we formerly never needed to im&mrt.

With a view to summarizing the available information on this point,
the Bureau of Mines and the Geological Survey undertook a study of
the Nation’s mineral reserves at the close of the war.

The results of this study recently were published as an appendix to
the hearings before a subcommittee of the Senate Committee on
Public Lands and I am making copies of it available to you.

The report shows that since 1870 the yearly value of production of
minerals increased from about 200 million dollars to 12.4 billion dol-
lion dollars, a sixtyfold increase. The physical volume of production

60082—48——35

George C. Marshall Foundation, Lexington, Virginia




944 FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

was greater in 1947 than in any other year in our history. The end
of this upward trend in the demand for mineral raw materials is not
in sight.

To meet these requirements, we must develop a dynamic program
of exploration and research that will continually bring into production
new resources to replace those that we exhaust. We must also look
to world sources.

We already are dependent on foreign sources of supply for substan-
tial proportions of many important industrial minerals. The minerals
in which we have been able to maintain a large measure of self-suffi-
ciency in the past, fortunately include coal and iron ore, the two min-
erals most fundamental to the maintenance of our industrial machine.

But the report shows that we have imported in varying proportions
minerals that are extremely important such as lead, bauxite, tungsten,
manganese, nickel, chromite, and tin.

While in some recent years we have been able to improve our posi-
tion in a few commodities, notably nitrates, mercury and potash, our
greatly increased demand has exceeded our ability to produce, and
our self-sufficiency in copper, zine, lead, and other minerals has de-
clined materially. '

We shall continue, as in the past, to rely on foreign sources for those
minerals that cannot be produced in adequate quantities within our
own borders. The European recovery program will make a major
contribution in this direction. Economic recovery abroad will
stimulate the production of raw materials which in time will facilitate
impolrtation into the United States of minerals that are in short
supply.

In summary, I repeat my endorsement of the European recovery
program for world recovery and world peace. It is essential to our
own continued productivity and prosperity.

I believe that the underdeveloped areas of the world including
those in our own country must be brought into production quickly
and effectively. :

I am not afraid of overproduction. I believe that we can do the
job because we have demonstrated that we can do those things that
we set out to do.

That, Mr. Chairman, is my formal statement.

Chairman Earon. Thank you very much, Mr. Secretary. I am
sorry that a vote is being called downstairs.

You lay great emphasis on the petroleum situation. What grounds
have you for being sure that in this 4-year period the necessity for
exports from this country will diminish?

Secretary Krva. Well, Mr. Chairman, we cannot be certain of
that. The conclusion is based on rehabilitating the European re-
fineries and constructing some new ones and getting a crude source
from the Middle East, and from South America.

I think you will be interested in the charts attached here which
show that. So that if during this period, we, for any reason are
blocked out of any of those oil-producing areas, then the exports from
this country would have to continue at a higher level. This shows
the gradual reduction in our share of European requirements, as the
Middle East expands its production.

Chairman Earon., Of course, that depends upon the freedom of
Middle East production from outside control.
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Secretary Krua. Yes, indeed.

Chairman Earox. I am turning you over to Mrs. Bolton. You
will excuse me.

(At this point, Chairman Eaton left the meeting and Mrs. Bolton
presided.)

Secretary Kruc. Thank you.

Mrs. Borrown. I am sorry to have missed the reading of your state-
ment. I am particularly interested in what I judge was your state-
ment in the matter of the crude coming from the Middle East, the
starting of refineries elsewhere to refine such crude oils. Will not the
cutting of the Aramco pipe line, which I understand has been done in
two places in the last week, have quite a major impact on the plan?

Secretary Krua. 1 do not think that in itself would. If the un-
settlement in the Middle East is to continue for any time it will have
a direct bearing.

Mrs. Bouron. It is an expectation of what may continue?

Secretary Krua. I hope not. I would not want to see the Middle
East cut out of its function of providing the world supply for a con-
tinuing period of time.

Mr. Borron. Am I right in thinking that this whole plan of Euro-
pean Recovery counts very largely on the Near East and the Middle
East oil supply?

Secretary Krua. It is planned that way at the present time.
However, 1f necessary, we could make up the difference from other
sources. 1 hope we do not have to do that.

Mrs. Bouron. What other sources?

Secretary Krua. We have to expand our own production. We
have to curtail some of our uses.

Mrs. Borron. We are supposed to have a limited amount of crude
in reserve. Then we will be drawing on those reserves, will we not?

Secretary Kruag. Yes.

Mrs. BoruroN. Then what happens to us?

Secretary Krua. It will bring the day sooner when we will have to
rely on coal, lignite, and shale for our liquid fuels. In my formal
statement I tried to outline steps in that program which 1 feel are
essential anyway, if we are going to take care of our own future,
whether or not we have this foreign-aid p gram.

Mrs. Bouron. I am glad you feel that way. But the possibility of
the new hemisphere, as I understand it will supply the new hemisphere
over & long period but it cannot supply the world.

Secretary Krua. Yes. There are tremendous resources in the
Eastern Hemisphere. If they were properly utilized they would take
care of all the requirements of the Eastern Hemisphere for a long
time to come. In the Western Hemisphere our demands are so high
that I am fearful unless we develop synthetic fuels we will exhaust
our petroleum.

Mrs. Borron. Am I right in thinking that in the last war we took
top-grade octane?

Secretary Krua. We made the very best we could.

Mrs. Borron. Then in the development of jet propulsion of all
sorts and kinds, we do not take the top. We take something a little
lower down.,

Secretary Kruag. That is right.
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Mrs. Borron. That is the kind of fuel that is important to the
civilian population?

Secretary Krua. But when you start out with crude you can come
out with any finished product you need.

Mrs. Borron. Exactly. But you would have to have octane. We
have not gone beyond the need of that, have we?

Secretary Krua. We will need both.

Mrs. Borron. In increasingly large quantities?

Secretary Krua. Yes.

Mrs. Borron. Because we are going off coal in a great many places.
Diesel engines are being used increasingly in our transportation sys-
tems. Will we not run into the possible danger of being held up in
our transportation?

Secretary Krua. I do not believe so, if we promptly take the steps
we should be taking to prepare a future. We cannot do these things
overnight.

I think it will take about 10 years to get into substantial production
of synthetic liquid fuels. So if we are going to need synthetic liquid
fuels 10 years from now we have to start right now.

Mrs. Borton. You feel secure in the situation in the Near East
today?

Secretary Krua. I do not.

Mrs. Borron. Then would you be very reluctant to rely upon that
if you were this committee, sitting around this table trying to work
out a recovery program for Europe with the insecurity to very life at
the moment? Would you feel that we would be wise to plan either
a different tempo of recovery or an entirely different field from which
to draw for fuel?

Secretary Krua. Well, I think we must plan the European recovery
with the best information we have available now. We should have in
it the flexibility for meeting what we might encounter during the
course of it.

One of the uncertainties is the Middle East oil. If for any reason
we cannot make that available for the oil refineries in Europe, then we
will have to find some other system. I think we certainly can do it
either way.

Needless to say, if you have uncertainty in the Middle East for any
extended period it is going to reflect against the ERP. It is based on
trying to get these countries at peace and at work.

Mrs. Bouron. In the South American countries, are they inclined
at this moment to give concessions to American firms?

Secretary KruG. Yes; I think they are. The difficulty at the
moment is that any development in South America requires American
steel. Right now we do not have enough steel for our own expansion.
It is wvery difficult to get any steel for development work in South
American countries.

Mrs. Borron. Also of course the pipe lines?

Secretary KruG. Yes, pipe lines; oil-country goods and refineries.

Mrs. Borron. If the security situation is such in the Near East
that the pipe lines cannot be continued there do you think there
would be any way of reimporting the pipe or bringing it to those places
where it might be of use to the western world?

Secretary Krua. Yes; I think it would be possible. A pipe line
alone, however, would not be particularly helpful in the problem in
South America.
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Mrs. Bouron. It might be for us?

Secretary Krue. It might be in this country.

Mrs. Boruron. We are short, are we not?

Secretary KruG. Yes; we are short of pipe lines, too. If we are
not using it there we certainly should be using it at home.

One of my colleagues points out that there is a water route to the
Middle East. You can get it with tankers.

Mrs. Bouron. I understand that. If we only had T-2’s, those
would cost us about $450,000 to build, and there is not the steel to
build them with. If we had those making round trips, it would be
nice, would it not?

Seeretary Krua. The Navy Department advised me that they esti-
mate the cost of a T—2 tanker to be approximately 4% million dollars
on a basis of current labor, material, and construction costs.

The tankers would require a lot more steel and a lot more material
than the pipe line. I hope we can get the pipe line.

Mrs. BorroN. Do yvou know what the time would be for building
those, even if we could get priorities on them?

Secretary Krua. I would say it would take a year.

Mrs. Borron. That would mean no strikes, sufficient steel, and
plenty of labor.

Seeretary KruGg. You would have to divert the steel from some-
thing else.

- Mrs. Bouron. That would be another matter that would need
control?

Secretary Krua. Yes. I do not think you should venture to build
them without the steel.

Mrs. Borron. So it would be difficult.

l Secretary Krua. It would be difficult to substitute tankers for pipe
ines.

Mrs. Borron. And we do not have enough of the tankers.

Secretary Krug. That is right.

Mrs. Borron. I think I have used up my 5 minutes.

Mr. Javits, you are next on the list.

Mr. Javirs. Mr. Secretary, as I read your chart, is it not a fact
that today the ERP will get its oil largely from the Caribbean area?

Secretary Krua. No. You see, from the chart with the circles
on it, at the present time the center circle indicates the situation as of
today. In the segment or ‘“piece of pie’” at the top it shows the
Western Hemisphere other than the United States is a little larger,
having 4.3 percent, or 17.3 million metric tons. The United States is
9 million metric tons. The Middle East, 8.6.

Mr. Javirs. In other words, from now until the projected period
of 1951, the ERP will get 50 percent of its oil from the Caribbean,
roughly, and about 25 percent from the United States, and only the
remaining 25 percent from the Middle East?

Secretary Krua. That is right. That is the way it starts out.
Now, it would be expected during this period you would gradually
shift over some; at the end of it the Middle East would be carrying
most of the load.

Mr. Javirs. Then toward the end the Middle East reserves, it is
assumed, will be more developed than ours?

Secretary Krua. Yes. It requires two things: development of the
Middle East pipe lines and construction of refineries in those countries.
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Mr. Javirs. Now, as far as the Middle East is concerned, for their
future development, Mr. Secretary, do you believe that the Middle
Eastern countries concerned are interested in having their oil resources
developed?

Secretary Kruag. Yes; they are. They would stand to gain very
materially in having them developed.

Mr. Javirs. Do you consider it very essential to their own economies
that their oil resources be developed?

Secretary Krua. Yes, without a doubt, their oil resources, their oil
reserves are their most dominant natural reserves.

Mr. Javits. Do you know how much of the annual government
expenditure budget of Saudi Arabia comes out of the royalties that
Saudi Arabia gets for oil?

Secretary Krua. I do not have that figure but I would imagine it
to be a very high percentage.

Mr. Javirs. Would you give us that figure?

Secretary Krua. It 1s 90 percent.

Mr. Javirs. What is the same figure for Iraq?

Secretary Krvua. I would have to get that figure.

(The information is as follows:)

The Near Eastern Affairs Desk of the Department of State estimate that the
following percentages of the total revenues of the countries as noted are derived

from the development of their oil resources: Iraq, 19 percent; Iran, 12 percent;
Suria 0, Saudi Arabia, 75 percent.

Mr. Javrrs. If you would be good enough to do that; also the same
ficure for Iran and for Syria. But for Saudi Arabia you say it is 90
percent?

Secretary Krua. Yes, sir.

Mr. Javirs. If you have no opinion on this, feel free to say so,
but do you believe that at this time it is at least as important for the
United States to endeavor to sustain the UN decision with respect to
Palestine as it is to make available Middle Eastern oil production?
I am speaking of this time, right now. "

Secretary Krua. I am afraid that is a question that my opinion
would be pretty much worthless on.

Mr. Javirs. But you will produce for us these figures on the other
things?

Secretary Krua. Yes, indeed.

Mrs. Boruron. Mr, Richards.

Mr. Ricaarps. Mr. Secretary, you mentioned two or three times
in your very admirable statement just now that you were not afraid
of overproduction in this country. I imagine you predicated that
upon the theory that European buying power is going to be sus-
tained?

Secretary Kruag. I predicated it on the assumption we are going
to get the world back at work again.

Mr. Ricaarps. And they could buy our materials?

Secretary Krva. That is right; some of it.

Mr. Ricaarps. They cannot buy our materials unless they too are
able to produce. They cannot get dollar exchange without having
something to sell to us.

Secretary Krvue. Either directly or through some other country.

Mr. Rricuarps. Then you developed the idea, I thought very
strongly, that if our people are going to be provided with jobs a sound
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egozlomy in Europe must here in the United States be a part of the

picture.

ﬂgou also mentioned shortages in this country of certain raw mate-

S.

Secretary Krua. Yes.

Mr. Ricearps. I believe you mentioned zine, chromite, manganese,
and tin—or did you mention tin?

Secretary Krua. Yes; we have to import all of our tin.

Mr. Ricaarps. Where are we getting most of our replacements in
those articles?

Secretary Krua. They come from various countries of the world.
Of course the tin comes mostly from the Dutch East Indies and from
Java, including Malaya.

We get various materials from South America. We get copper,
of course, in very large quantities from Chile. We get substantial
quantities of material from Africa.

Unfortunately, with the world production so low, these materials
are short for everybody. These is a tremendous competition in the
world markets for the materials in short supply. Before the war I
think we considered about 5 materials as critical; now there are over
50. By that I mean that they are materials that you cannot meet all
your requirements with.

* In tin the demands of the military stock pile have gone unsatisfied
because we have not been able to buy enough tin to take care of in-
dustrial uses.

Mr. Ricaarps. What about chromite? Where do we get most of
our chromite from now? That is a very essential material in steel
production.

Secretary Krua. We will leave this copy with you.

I will recite some of the figures.

5 Copper: The principal place is Mexico, Canada, Rhodesia, and
eru.
’ Cordage fibers: Panama, Philippines, and the Netherlands East
ndies,

I will skip to some of the better-known ones.

Nickel. Some comes from Canada, a little from Cuba.

We have some

Mr. Ricaarps. Do you have those figures on chromite handy?

Secretary Krua. Yes; we will find it for you.

Mr. Ricearps. I want particularly the figure on how much
chromite we import from Russia.

Are these short, critical materials you mentioned produced to any
degree in the 16-country area in Europe?

l§ecreta.ry Krua. Not in quantities that could be exported. They
will need practically all of their raw materials for their own industry
and will have to import some on top of that. So if we are going to
bolster our position 1t will have to come from other countries.

That is why I say we need the restoration of world trade, the
European countries sending equipment and know-how and South
America and Africa, China, India providing raw materials.

We have the sources but not the quantities of chrome. If you
want the quantities you will have to wait.

Mr. Ricaarps. If you will put that in the record, it will be all right.

Secretary Krua. Very well.
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(The information is as follows:)

The quantities of chromite imported into the United States from all sources for
the years 1944, 1945, 1946, and the first 11 months of 1947 were as follows:

Chromite imported into the United Slales

[In short tons]

Country 1944 1945 wis; | M EORRS,

Cabness Sy A0 = L N e e 349, 059 297, 820 204, 268 131, 559
Newiadedopind ] o T AT T ST AR 84, 492 34, 391 21, 007 18, 306
B ppines R AP b e el - B e T 30, 465 175, 515
ST g n N BT o Sl e e L NI Sl e s e 6, 397 32,912 16, 430
Bothern RBodes L e e A aeed 187, 781 221, 855 99, 557 58,474
ANk e b R g R e TS S T 98, 777 70, 845 9,015 39, 149
Uonionol Sonath Afriea - —f o a T 40, 376 110, 415 235, 340 204, 092
I e N o e T e e e o 112, 315 166, 142 98, 952 217, 497
A el P e ] e S G M 1 S S DR 25, 590 6, 900 25,875 27,846
129 2 [ Sl T el AN AL S S T R SN B4 0 848, 390 914, 765 757, 391 888, 958

1 French Pacific islands.
? British West Africa.

With further reference to your inquiry as to the principal foreign sources of
supply of major strategic materials imported by the United States, I should like
to submit for the record a listing of the better known minerals and the sources
of supply for each of these minerals.

Principal foreign sources of supply of the major strategic minerals that are listed for
stock-pile procurement by the U. S. Government

Material Source Material Source
Antimony.________. Mexico, Bolivia, Peru, China. || Miea____ .. _..__. India, Brazil, Madagascar,
Asbestos_ . _______. Southern Rhodesia, Union of Argentina,

South Afriea. Monazite_ ________| India, Brazil,
Hanxite . ... Surinam, Netherlands Indies. || Nickel __________. Canada, New Caledonia,
Chromite_ . __.____ Union of South Africa, USSR, || Platinum__.__.__. (Canada, Colombia, U. 8. 8. R.
Philippine Islands, Cuba. Quartz crystals_.._| Brazil.
Cobalt- s Belgian Congo, French Mo- || Tale, steatite ____. India, Italy.

rocco, Northern Rhodesia. Pantalite ——— = Belgian Congo, Brazil, South
L8070 ) ¢ AN Chile, Mexieo, Peru, Canada. Rhodesia, Australia.
Diamonds......... Belgian Congo, Union of South || Tin_ . ... __: Bolivia, Netherlands East In-

Afriea, Gold Coast, dies, British Malaya, Chins.
Graphite..__._____ Ceylon, Madagasecar. Tungsten.._......| China, Bolivia, Brazil, Ar-
Lead. ____________| Mexico, Canada, Newfound- gentina, Burma.

land, Australia, Peru. Vanadium._._._.__ Peru.
Manganese ore_...| India, U, 8. S. R., Union of T TR I S R Mexico, Canada, Peru, Bo-

South Africa. | livia, Australia,
Mty oo Mexico, Italy, Spain. :1

|

Mr. Ricaarps. Do you think that production of any of these short
materials could be developed to the point where they are surplus to
the needs of Europe and that area?

Secretary Kruag. I doubt very much whether you could safely take
raw materials out of the European countries, with the populations
they have and the kind of industry they must have to support that
population. I think they will need their own raw materials.

Mr. Ricaarps. If it develops that production can be developed
beyond domestic needs and ordinary commercial transactions, do you
think that those things should be turned over to us in part payment
for this aid?

Secretary Krua. Yes. 1 agree with what Mr. Baruch said the
other day—that we ought to offer to buy raw materials of every
description we need, not, required in the countries of their origination.

George C. Marshall Foundation, Lexington, Virginia




FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM 551

On the other hand, we want to protect our domestic mining industry.
We cannot afford to ruin it. We need a careful balance between what
we import and what we produce at home.

Mr. Ricaarps. You do not think any of the money provided here
should be used as part of the purchase price for any of those materials?

Secretary Krua. I doubt very much if any of these particular
countries will be able to return part of this money in raw materials.

Mr. Ricaarps. Take Great Britain. Of course Great Britain
has no tin in the United Kingdom, but they do have in their so-called
Empire.

Secretary Krua. That is what I referred to before. While we
cannot get it from those countries, there are other countries in which
those countries have an interest. We do have probabilities there.

Mr. Ricaarps. You agree that in these negotiations we should
keep constantly in mind the needs of the United States along that
line and get what we can for this country?

Secretary Krua. Yes, indeed. I think that will be one of the
great contributions of the recovery program to our own economy.
It will put us in a position to get the raw materials we need for an
expanding economy. :

Mr. Ricaarps. What do you think about the method of adminis-
tration of this European recovery program?

Seeretary Krua. I think there has been a tempest over the question.
My own feelings are that if you are the right man for the job you
do not not have to worry too much about these organization charts.
Whenever I find somebody paying too much attention to his lines
of jurisdiction I find he usually is not doing a good job. I think if
the President, with the approval of Congress, finds the right man for
that job he will do a good job and will work out the questions that
seem perplexing at the moment as to his relations with the State
and other Government departments which must necessarily have
an interest in this program.

Mr. Ricaarps. What would you think about a plan that envisages
the President or the Secretary of State setting the foreign policy course
in this thing and then have a clear line of demarcation and a corpora-
tion to administer the law?

Secretary Krua. We need a business management of this program,
and I do not think the business management will have any trouble
following the foreign policy laid down by Secretary Marshall.

I had experience with that in many years of the war, and the rela-
tions in those programs were far more complex than they are in this
one. We had very little trouble working it out.

Mr. Ricrarps. If we cannot work it out it 18 just a weakness of the
democratic form of government and not the act itself?

Secretary Krua. Yes. In our Government you cannot put any
one man in any position where he has complete authority to do what
he wants to do. It is too complex. You have to work with other
men as a team.

Mr. Ricaarps. As a matter of fact, an absolute dictatorship, from
the standpoint of efficiency of operation, might be better?

Secretary Krua. I doubt it myself.

Mr. Ricuarps. I am inclined to agree with you.

Secretary Krua. You know they used to say earlier in the war
that if we had a dictatorship we would do a better job. I do not
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think experience demonstrated that and those of us who knew about
Germany frankly admitted that we could do a better job of mobilizing
for the war than they did and certainly better than the Russians.

Mr. Ricaarps. Maybe we did not do a better job immediately, but
in the long haul the democratic institutions did a better job.

Secretary KruG. There is not the slightest question in my mind,
either for the long haul or for any of the short-time jobs.

Mr. Ricaarps. Thank you, Mr. Secretary. That is all, Mr. Chair-
man.

Mr. Vorys. I have no questions at this time.

Mr. JongkmaN. Mr. Jarman, do you have any questions?

Mr. Jarman. I am sorry, Mr. Secretary, that we have been inter-
rupted, as I am sure my colleagues are. You have been interrupted
by a roll call. That is part of the democratic system, even though
it does disturb us.

I have one question. Although you feel that it naturally behooves
us to look out for our interest about these strategic materials—that
1s, watch out and get them wherever we can—I take it, if I under-
stood you correctly, that you do not feel that we should tie down in
this bill, as a part of the payment for the $6,800,000,000, a provision
to require the countries to return strategic materials to us gratis as
part payment for this.

Secretary Krvua. I do not think we should tie it down that way.
I think the Administrator should be instructed to make whatever ar-
rangements he can to get raw materials into this country and repay-
ment as soon as possible for the amounts expended.

But if you are to tie this down to any current exchange of raw ma-
terials for money you ruin the entire program because the program is
based on the best utilization of their resources that they have been
able to work out and that our exports so far have been able to con-
tribute to. If we take out of their economy some additional amounts
we will just have to put in more money.

Mr. JarmaN. That is right. Those materials are already figured?

Secretary Krue. They are already counted once.

Mr. Jarman. We would just be taking money out of one pocket and
putting it in the other.

Secretary Krua. Yes. Of course, 10, 20, 30 years from now, if
we get these economies working again, then we will be in a position to
get raw materials from various countries in Africa, South America,
and the East; and I am sure that we will get paid many times just for
having the opportunity to reestablish world trade and replenish our
supply, the materials we need, to support our standard of living.

Mr. JarmaN. I could not more thoroughly agree with you. But to
make it clear I know you would not want to stipulate in this legislation
anything about 20 or 30 years.

Secretary Krue. No, sir; I would not want to put anything like
that in because we might again put the burden in the wrong place and
break them down rather than put them back on their feet.

Mr. JarmaN. And create a situation similar to the one we are
trying to get them out of?

Secretary Kruag. Yes.

Mr. JarmaN. Thank you very much.

Mr. JonkmaN. Mr. Lodge is recognized until the ringing of the
next bell, or thereabouts.
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Mr. LopGe. I do not believe I will have time to ask many questions
of the Secretary.

Mr. Secretary, in connection with the last point brought out by
the gentleman from Alabama, I understood you to tell Mr. Richards
that there were not many strategic materials which could be imported
from the 16 nations which participated in this program.

Secretary Krua. That is from those countries in Europe.

Mr. Lovge. Would that include their colonies?

Secretary Krug. No. Their colonies do have materials which,
with the right development, will give us the source for material supply.

Mr. Lopge. -Would you see any objection to writing into this legis-
lation a provision which would provide that at a time when there were
no dollar deficits in any of these countries, or in the country which
happened to be involved, strategic materials would be turned over to
the United States in part repayment of some of the funds turned over
under this program?

Secretary Krug. I would not want to see it made that inflexible.
I think the Administrator should make the best business deal he can
for this country, but I would not want him put in a strait-jacket so
that he might be forced to do something which added an economic
burden that one of these countries could not stand.

Mr. LopGge. There is nothing magic or sacred, is there, in the
amount which it is now proposed to be required as strategic materials
from the 16 countries?

Secretary Krua. No, sir. And you would not know until you
move along and find out how their production steps up, what they
need in their own economy and what they have left over.

Mr. LooGge. Now, Mr. Secretary, with respect to oil, which, of
course, is the most strategic material of all, since we are providing
roughly two-thirds of the oil and since we produce roughly one-third;
is that reasonably accurate?

Secretary Krug. We are using a ratio of two-thirds of the world’s
use and we have reserves of about one-third of the world’s reserves.

Mr. Lopge. What would you think of capping some of our oil wells
within the next 5 or 10 years and then provide that we shall be repaid,
in 1951 or thereafter, at a time when the Middle East oil production
has attained a large production, by oil reserves from those sources?
I have in mind particularly the question of naval reserves of oil.

Secietary Krua. I feel very strongly about that. We want to

rotect and safeguard a strong petroleum industry in this country.
gVe need that as the backbone of our modern industry. Over and
above that, I think we ought to import all the oil we can lay our
hands on because it is, as you say, the most strategic of all of these
materials.

Mr. Lopae. Then could we adapt to this question of oil the sugges-
tion which I made a little while back on strategic materials in general
and provide that with respect to oil, after a certain level of production
had been attained in the Middle East, we would be repaid and, in the
meantime, that we cap some of our oil wells—or within 5 or 10 years—
and lay in a stock of reserves for naval and other purposes?

Secretary Krua. I am not sure just how practical it would be to set
up a definite formula as to when you could hope to get repayment of
some of these advances from countries that have interests in the
Middle East reserves. I assume that in working out this program the
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Administrator is going to lay a firm foundation of repayment which
will fit in with the economic revival of the countries.

Mr. LopGe. Are you asking us to assume the same thing, Mr.
Secretary? Do you think we should make those assumptions?

Secretary Krua. Yes. I am afraid if you tried to specify how the
Administrator is to get repayment of the amounts proposed under this
plan you are going to put him in a strait-jacket which will make it
impossible for him to do his job, and instead of getting the recovery
of the economy for the expenditure we will just have the expenditure.

Mr. Lopge. This would be after the expiration of the European
recovery program. I do not see how it would put the Administrator
in a strait-jacket.

Secretary Krua. Because he would not know, or will not know,
until he gets into this in great detail, just what years in their expanding
economy they can start repaying in oil or other materials. We
certainly do not know at the moment. It depends on how rapidly
they move forward, and if you put the burden on even 10 years from
now and they are unable to take it you have wrecked the purposes of
the formula.

Mr. LopoGe. Not if you have a formula whereby they would have
to attain a certain level before they would make this transfer of oil.

Secretary Krua. It might be possible to find that formula. What
I have been trying to say is that I have not been able to devise one
and I have not seen any that I would consider workable.

Mr. Lopce. I would be glad to have your opinion on that.

Mr. Vorys. You suggest that this be left to the Administrator.
If the Administrator takes the view that all of the witnesses from the
Cabinet have taken, and other witnesses so far, no administrator
will ever make a deal to be repaid in raw materials—ever—because
he will be so fearful that we would hurt somebody by attempting to
secure repayment.

Now, just a few minutes ago on the floor of the House it was decided
that in reclamation projects in this country we are going to have a
50-year limit for repayment from communities and people that cannot
pay now, or could not pay in 4 years, or possibly not in 10 years, but
they are going to get 50 years. What is wrong with asking that of
nations that have potential resources when we are going to furnish
the means of their existing and of their opening up those resources?

Secretary Krua. We have been able to make pretty good estimates
on reclamation projects as to what you can expect in the way of repay-
ment and what is required. Even there, with our own farmers and
an area we know something about, there is wide disagreement as to
what the period should be.

I personally feel that 50 years is too short. It ought to be longer.
The Congress, in its judgment, picked a different figure.

In our own country, if we find disagreement as to what that should
be for an irrigcation project, when we know the future of our own
agriculture the way we do, you can understand the difficulties of
applying a formula of that kind to the economy of these other countries.

Mr. Vorys. We have learned, here, that western Europe paid for
about 25 percent of its imports by returns from investments of various
sorts, Those investments, in general, furnished money to countries
and people at the time they needed it and then were arranged to be
paid back a long while afterward, so that as Europe’s natural resources
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were depleted, before the war, Europe had a means of paying for 25
percent of its needs.

This picture you have drawn shows that we are, in a period of years,
to become depleted in our natural resources. But, as I understand
it, you do not propose that we make arrangements so that we do the
same that western Europe did and some day, when we are in need,
through simply providing for long-time loans that are bearable and
are honorable, get back some of the things we need when we need
them.

Secretary Krua. I do not think I said that, and, if I did, I did
not mean it. What I am trying to say is that you should not try to
put a formula into the bill because I do not see how vou can write
one at this time. I think you should put in a policy instruction to the
Administrator to make the soundest business arrangements that he
can, not only for the 4 or 5 years but for a longer period of time, in
getting us back the materials and money that we have to put into
this thing.

I do not know of any way of saying in what period of years each
one of these countries should be expected to make a return of this
amount of money. I do not think anybody else does.

Mr. Jarman. Will the gentleman yield?

Mr. Vorys. I yield.

Mr. JaArmaN. Is there not also this difference between that situation
of the irrigation projects, the beneficiaries of which are on an individ-
ual basis, and this program? Is there not this vast difference ofthe
dollar exchange situation, which does not exist between one irrigation
man and another?

Secretary Kruag. This is infinitely more complicated. When you
find that you are now arguing for hours about the question of what
period you will bave on an irrigation project you have some idea of
what you would do if you were trying to figure out what term to put
on these loans or what kinds of material to get repaid with during
what period of time.

Mr. Jarman. And fine and beneficial though the project may be,
there is no comparison, I believe, between its effect on the future
of this country and the peace of the world. There is no comparison
between that irrigation project and this program for Europe.

Secretary Krua. I think irrigation projects are pretty important
as you know, but I think this is a different category altogether.

Mr. Jarman. I agree with you. There just really is no comparison.

Secretary Krua. No, sir.

Mr. Jarman. Thank you, sir.

Mr. Jonkman. I may have misunderstood you entirely, but did
you mention that there should be no reduction of this amount of
$6,800,000,0007?

Secretary Krua. 1 did not testify on that at all, I was talking
about the repayment of whatever amounts are appropriated.

Mr. Jonkman. This may be entirely out of your jurisdiction,
inasmuch #s you treat with available supplies rather than where
they are going to. For instance, I see in here the Netherlands is down
for $705,000,000. Have you any idea what that is to be?

Secretary Krua. I personally do not have that information. The
people who studied the matter went over it very carefully. But even
at this time there would have to be a further specification before you
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would know how many farm implements of what kinds and types
are included.

Mr. Jonkman. I have asked for such a statement and we expect to
get it from the State Department.

That is all T have in mind.

I think, by way of filibuster, that Dr. Elliott would like to ask a
question or two.

Dr. Evuiorr. It would give me great pleasure to ask a question of
my old boss in the WPB.

Secretary Krua. I did not know I was your boss.

Dr. Evviorr. It was an official relationship, and well sustained, I
hope.

Secretary Krua. Thank you. _

Dr. Evvrorr. This whole question of stock piling is, of course, of
vital interest to you, as I can tell from your continued interest in it
for many years. This question I want to address to you is largely to
clarify one or two points that continually have come up and are so
likely to be misunderstood.

Suppose I put it this way: It is manifestly impossible to get any
large amounts of raw materials of a eritical or strategic nature at a
time when the whole world is experiencing shortages and therefore
there is no possiblity of making any sensible exchange, in the immedi-
ate future, against American loans or grants or anything else.

That, T think, is common ground, to start off with. And any kind
of proposals of that sort are, on their face, ridiculous. You would not
be assisting anybody by merely taking back that kind of goods which
we are now paying for and spending more dollars. So that is clear.

Secretary Krua. Yes.

Dr. Eruiorr. Now, sir, on the other hand, viewing it as Mr. Vorys
and others have put it to you, and as you have put it yourself in terms
of a long-run proposition, it obviously would be possible, if these
countries are ever to achieve solvency and balance, to put their assets
on the table in repayment, by developing, above and beyond commer-
cial uses, new resources; would that not be true?

Secretary Krua. Yes; indeed. T think that is an essential part of
this program.

Dr. Ervrorr. So that, in that way, repayment of some consider-
able part of the advances, whether they be in the form of grants or in
the forms of loans made or that might be made, might have a bearing
on the amount of advances that was put in as grants or as loans.

Secretary Krua. Yes. I think there is another factor that is
frequently lost sight of. At the present time, with materials short,
the price is extremely high. If you have got production up to the
level of world demand, and with a little margin to spare, prices would
come down. So we in effect would get repayment of this loan man
times if we can get world prices stabilized at a more reasonable level.

Dr. Evviorr. I think that is a very important point for the record
Mr. Chairman, and I hope it will be fully noted because that in itself
would have an anti-inflationary effect to the degree that we could
develop additional resources and bring down worlﬁrlevels of prices.

On the specific point of minerals, as you will recall, sir, when I used
to have to report to you on these minerals there were about 200 items,
in total, in the stock pile list, and perhaps 40 of them were minerals
Islot produced in adequate quantities for war purposes in the United

tates. :
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Secretary Krug. At least 40.

Dr. Evviorr. These are widely distributed in the colonies and
territories possessed by the 16 countries. In particular, they are
extremely widely distributed in the Belgian Congo, British African
territories, and many other territories, including Rhodesia, taking in
East Africa; and great quantities of copper and some very interesting
minerals that we do not talk about very much, not only uranium but
tantelite and columbite, very important war minerals, cobalt, car-
borundum; and these things that used to give us so many headaches,
such as strategic grades of asbestos that we had such heavy sinkings
of during the war and had difficulty keeping up with.

Our reserves, as your own experts in the Bureau of Mines have
shown, are extremely limited. In some of those we have 6 months’
supply and in some no supply. In those that we do have supply
they run from 2, 4, 5 years, at the prewar rates of use.

Therefore, from the point of view of building up our natural re-
sources, there need be no limit on the amount of these minerals [that
we could take and stock pile on a sterilized basis, keeping them off
commercial account just as natural resources reserves—just as good
above ground as under ground.

Would that be accurate?

Secretary Kruag. There are none that I can think of.

Dr. Erviorr. So that if we could arrange to find over a long period
the imports for repayment purposes as a condition of these loans,
leaving the details to be worked out, giving the administrator a direc-
tive and making it one of those conditions which he was to attach to
those countries where it was practicable, 1 believe that would be an
equitable protection of the national interest. I do not know how long
the period would be. It might run 20, 30, 40, or 50 years?

Secretary Krua. Yes, where it was up to his judgment.

Dr. Ervuiorr. He would obviously have to proceed in each individ-
ual country. If they had little or no minerals of this character, as is
the case of Italy, now deprived of her colonies, there is not much
to use. Italy would have some sulfur, and steatite tale, but they
are negligible in terms of repayment.

Greece and Turkey have considerable mineral resources, directly in
the countries themselves. These might well be developed as a long-
run proposition.,

Secretary Krua. Yes.

Dr. Evuiorr. Now, on the question of oil, and I turn back to Con-
ﬁressma.n Lodge with this introductory statement to bring him up to

ate.

Mr. LopgEe. Please.

Dr. Evviorr. I hope we will have testimony before the committee
from experts, perhaps your own and outside experts who served in the
P. A. W. during the war, about the feasibility of capping certain fields.
This would not be possible, because the world shortage of oil is in my
judgment the most serious shortage I have been able to find in a
study of this European program. It looks to be 40 or 50 percent
short, in terms of availability, of meeting the CEEC figures unless
we can develop pipe lines and get German pipe into the Middle East
and refineries and tankers going faster than now planned.

Your own department cuts down those CEEC requested figures
greatly but if the Middle Eastern pipe lines remain cut, or anything
of that sort happens often, a very serious situation is created.
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Over a long period I think what is back in our mind and what we
need help in thinking out is that conditions should be attached to
those countries which, like Britain, Holland, in some measure, par-
ticularly in the Far East and certainly France, which through their
holdings have extremely large reserves of oil.

Those deliveries might well be made over and above the production
that they need to carry their own economies over a very long-time
period in the same way, barrel for barrel, against the reserves that
were kept capped in this country. The exchange could be effected
by having this Government pay in advance for taking over a field.
I am told the estimates of reserves are now possible on a commereial
basis.

Secretary KruG. I do not think you have to cap fields. The oil
wells are running out every day. You reach a point where you do
not have to drill as many new ones. I doubt whether we could ever
import enough.oil so you would want to close down oil fields in this
country.

Dr. Erviorr. Let me suggest a possible reason for it. The capping
of a field with the rigs up in a stand-by condition is a very useful
way to keep a potential stock pile of oil because it can be gotten at
any time. It is on tap at need.

That deserves thinking about, surely. From the standpoint of a
naval oil reserve it does not have to be drilled and a rig set up. This
proposition is something to be explored and it is on that line that we
like very much, if it were available, to have testimony (a) as to the
practicality of whether or not estimates as to commercial reserves
were feasible. Would it be possible to estimate these United States
within commercial limits? Settlements might be made on such esti-
mates because you would obviously have to pay the owners of capped
wells in oil from abroad either by supplying them with equivalent
values. If those figures could be worked out in practical relationships,
the repayment might be made by debtor countries in kind.

The estimates that were prepared for the Select Committee on
Foreign Aid do not differ very greatly from the State Department’s
estimate for the other minerals that could be produced by foreign
countries for our stock piles.

I believe the State Department ficured perhaps 160 or 170 million
dollars annually over and above commercial needs in minerals might
be put in. The estimates prepared by Simon Strauss, who was work-
ing during the war for Metals Reserve, for the select committee, ran
perhaps 200,000,000 at '45 prices or nearer 250 million at present
prices.

Secretary Krua. I have seen those figures. Frankly, Dr. Elliott,
I do not believe we hiave the information to reach any very accurate
coné:lusion. I think it requires a tremendous amount of additional
study.

It should be done, and the Administrator ought to have that as
one of his responsibilities, pointing out what this world economy can
do and where we are going to get it.

Dr. Evviorr. I would respectfully beg leave to suggest that those
“order of magnitude” guesses in the minerals field made by experts
with some knowledge of the developmental possibilities of the world

.are at least as accurate as the CEEC figures and some figures sub-
mitted by the Administration as the basis for loans or European aid
grants to be advanced by this country.
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I think, as you have indicated, both have to be screened.

I would not have any doubts about that at all.

Mr. LopGe. Your idea is that what is sauce for the goose is sauce
for the gander?

Dr. Evviorr. That is right. If this oil proposition could be devel-
oped carefully, and it is on that we were looking for some study—
it may be that it is an impractical idea—Dbut if it has practical impli-
cations and reserves could be figured out and such deals made, after
5 to 10 years some of our oil fields might be kept in a standby condition
for naval oil reserves. It might well be possible, under those condi-
tions, to have European countries repay three or four hundred million
dollars a year out of oil to this country.

That would be a very substantial item, the two figures added
together, $200,000,000 for strategic minerals plus perhaps another
$300,000,000 for oil payments.

Secretary Kruc. We would certainly be happy to give that more
study.

Dr. Ervrorr. If you would get figures on that it would be of con-
siderable use to us.

Secretary Krua. Yes, sir.

Mr. Evviorr. Thank you very much.

(The information is as follows:) .

Because of the numerous variables and the complexities of this situation, a
eategorical answer cannot be given at this time and I seriously doubt the prac-
ticality of an answer which would have to be based upon broad assumptions, the
accuracy of which would certainly be open to question. For example, the tech-
nical problem of “capping” oil wells is a most difficult one, which involves con-
siderable risk. Unless all the ‘wells in a field or a pool are tightly cased and
cemented, the reservoir sands might be damaged. In addition, there are also
very real difficulties of an economie and a legal nature, which would make it
extremely difficult to require the capping of specific wells. It would also seem
to me that such a program of capping our domestie production would at least
have a psychologieally ill effect on a program designed to accomplish the utmost
in new exploration and development, which is so essential at this time.

Concerning the return flow of oil as a repayment feature of the European
recovery program, I doubt very much the practicality of attempting to work out
the details of such a problem at this time. Basically, the objective of the estab-
lishment of adequate refining and transportation capacity in the participating
countries is sound and, if successful, it will permit the flow of erude oil from the
Near and Middle East directly to these refineries. The net result of such a
procedure would be to make available to the United States an additional equiva-
lent: amount of erude oil at least from the more adjacent Caribbean areas and thus
accomplish a desirable benefit insofar as the United States is concerned. *Tn
addition thereto, it would also have merit from the standpoint of security. ¥The
entire problem, however, as T have pointed out, is one which will require skillful
and efficient administration throughout the life of the program, and I do not
recommend an attempt be made at this time to formulate the specific methods
by which such objectives can be achieved,

Dr. Eruiorr. Those were just fill-ins. Now, the members have
come back.

Would it be possible to say one final thing, that the estimates of the
CEEC figures for petroleum requirements, reasonable as they may be
from the point of view of development schemes they are trying to
put into effect, are not likely to be filled with available world oil
resources, including every export possibility from the United States,
by a very large amount?

Mr. Levy. These estimates have been reduced by about 22 percent,
by the U. S. Executive Branch.

69082—48——36
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Dr. Ervuiorr. In the statement submitted to the President?

Mr. Levy. Yes, sir.

Dr. Eruiorr. And providing the development proceeds according
to your best hopes, including tanker figures?

Mr. Levy. Yes, sir.

Dr. Evviorr. Are refining capacity and pipe lines being put in?

Secretary Krua. Yes, sir.

Dr. Erviorr. The pipe lines to the Middle East in most instances
do not seem to be available. Will they be available later?

Secretary Krua. In 1950 or 1951 they will be.

Dr. Erviorr. So the middle-eastern increases will not in most
cases have an important effect?

Secretary Krua. Crude oil will be shipped by tankers.
Dr. Erviorr. But the other oil will be there too. Additional oil
will be available if lines are laid into the Kirkuk fields?

Secretary Krua. Yes.

Dr. Erviorr. Are you counting on the Kirkuk fields being opened up
to reach that efficiency instead of the figures of the Herter report?

Secretary Krvua. Yes, sir; in fact Kirkuk field is liable to come in
next year.

Dr. Evvrorr. Thank you. I have no further questions.

_Mr. Lopge. Mr. Secretary, with respect to this vital question of
oil, there are certain plants in Germany which are going to be dis-
mantled, according to present plans, and which manufacture pipe. I
have it here that—

Among the doomed pipe-producing plants are some of the most modern and
most efficient units in Europe, four large units of Mannesmann in Gelsen Kirchen,

Duisburg, Dusseldorf, and Witten, and that these plants are especially equipped
for welding of large-diameter pipe.

This type of plant has been given top priority by the Herter com-
mittee as essential to alleviate the delivery of oil and gas in the United
States as well as to provide Europe with critically needed oil products
from the Middle East. '

I would be interested to have your comment as to whether you
think that there are valid and sufficient reasons for going ahead with
the dismantling of these plants.

Secretary Krvug. I made no study of the matter whatever and
hardly am in a position to give you an informed answer. I would
say if the other material necessary to operate those plants can be made
available, we certainly have short pipe all over the world and we ought
to have the pipe lines to operate them.

Mr. Lopce. If the other material necessary to operate them cannot
be made available in Germany it would have to be made available
wherever the plants are sent and the value of the plant after dis-
mantling is estimated at 8 percent of its predismantling value.

Secretary Krua. That dismantling of plants is not a very good
proposition. I have found that out from experience.

Mr. Lopge. I believe it is very important for this committee to
have your view on that dismantling business. There are many of us
here who do not quite understand why it is going on at this particular
juncture. Several of us feel it might have been a good thing to with-
hold at least temporarily the dismantling of many of these plants,
particularly this type and the nitrogen-producing plants, at least
until the full implications of the whole situation had been fully
explored, with particular regard to the European recovery program.
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I should like to ask you if you will be so kind as to submit to this
committee a statement giving your opinion as to the dismantling of
this type of plant.

Secretary Krue. I am afraid I could not give an opinion without
making a pretty detailed study of what plants are being dismantled
and why, and I assume from all the discussions of the question that a
study of that kind would take a very considerable period of time.

Mr. LopGge. On the other hand, many of us in Congress think it is
very important in connection with this program, and I am sure you
would not want to delay action.

Secretary Kruc. I am happy to do anything you want me to do.
I am reasonably busy with the Interior problems and it seems to me
what they do in Germany is in a field somewhat foreign to my own.

Mr. Lopge. Well, that of course is a question on which I could
hardly comment, except to point out that insofar as you are testifying
on the world oil situation with respect to the ERP, the question of
these plants has a very direct and pertinent bearing. It seemed to
me that you were not just testifying on the problem within the
United States.

Secretary Krua. I would like to know more about why they are
dismantling those plants.

Mr. LopGe. I quite understand that you would not want to answer
it now.

I was in hopes that you would be able to give us an answer, some-
time at your convenience.

Secretary Krua. I would be happy to make a study of it.

(The information supplied by Secretary of Interior Krug is as
follows:)

I have studied the data and information available to me on this subject in the
Department of State and in the Department of the Army. I think I should make
it very clear, however, that I have only a general knowledge of the conditions
existing in Germany, and that I have not heretofore concerned myself in any way
with the German reparation program.

From the information furnished me, I find that, when it became evident that
the Soviet Union was not prepared to agree to any practical measures to restore
Germany’s economic unity, General Clay was instructed to prepare, in collabora-
tion with his British colleagues, a revised level of industry plan for the combined
United States-United Kingdom zones in Germany. This revised plan, the prepa-
ration of which was begun in the spring of 1947, was published on August 29,
and the list of plants selected for removal thereunder was published on October 16,
1947.

The revised plan was designed to insure the retention in the bizonal area of
sufficient industrial capacity to afford the basis for the development of a reasonable
standard of living, and for a substantial German contribution to European re-
covery through exports of manufactured products. Its general effect was to
provide for the retention of a capacity adequate to sustain a level of industrial
production comparable to that which prevailed in 1936. On a per capita basis,
this level was estimated to be approximately 75 percent of that of 1936, but
provides for a volume of exports 15 percent greater than that of 1936. It is my
understanding that the list of plants selected for removal as reparation was drawn
up on the basis of the revised level of industry plan, and that the dismantling
program has been carried on on the basis of this list.

I find that careful consideration was given to the question of the availability of
labor, housing, transportation, fuel, power, and raw materials; and that serious
shortages in several of these essentials were important factors in arriving at a de-
cision on the dismantling of these plants. It seems apparent that these shortages
will eontinue for several vears to come. The material available to me discloses
that these shortages are such as to make it practically impossible to utilize fully
before 1951 even the capacity scheduled for rétention under the revised level of
industry plan.
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I further find that consideration was given to the importing of additional coal
from the United States in order to bring into produetion the plants scheduled for
dismantling, but that a decision was reached that transportation, labor, and other
shortages would make such imports of little, if any, value.

There is further evidence from the material supplied me that, quite aside from
any moral obligation which may exist to replace through a reparation program
facilities in other countries which had been destroyed by German aggression
careful consideration was given to the question whether the recipient countries,
would have the necessary transportation, fuel, labor, housing, ete., to utilize these
facilities efficiently, and to place them in production with reasonable promptness.
I further find that, in making the decision, consideration was given to the costs
and the delivery time of new facilities which might substitute for the reestablish-
ment of German dismantled facilities in other countries. It was determined that
similar new facilities and equipment were not available from other sources; wonld
in any circumstance involve considerable additional costs, largely in terms of
scarce dollars; and that such new facilities could in large part not be proeured and
placed into operation in a comparable period of time.

In summary on the basis of the evidence available to me, it appears that all
significant factors were carefully considered in the preparation of revised level of
industry plan, and of the list of plants to be dismantled thereunder.

The data available in Washington do not, of course, completely fill the require-
ment of a technical investigation with respect to specific and individual plants.
Investigations of this character necessarily fall within the operating responsibility
of the military authorities in Germany. Such experience as I have had with
industrial production in this country convinces me that technical opinions of this
kind are dangerous and misleading unless they are prepared upon a basis of
complete and detailed information and total familiarity with the subject, such as
could only be obtained through operational experience in the field.

Such evidence as is available in Washington, however, indicates that in the
seleetion of individual plants for removal full attention was paid both to Germany's
domestic needs and to the needs of European countries for industrial exports from
Germany. Since yvour question was directed specifically to certain pipe-welding
or pipe-fabricating facilities, I was much interested in the available information
on this specific subjeet. This information indicates that technical representatives
of the eontractors for the Near East oil pipe lines were called in to examine these
facilities and report upon their possible contribution to the petroleum development
and pipe-line construction in that area. It was their opinion that the facilities
in question were incapable of manufacturing any materials needed for the near
eastern oil development.

I do not like to labor the point that my own unfamiliarity with situation and
lack of complete data make it impossible for me to give categorical answers to
yvour queries. While I doubt, however, if my statements have added anything to
the material already available to you and your committee, a more definite answer
to such a specific question could only be supplied after a careful and detailed
examination of the entire subjeet. Such an examination would require the
availability of information as to inventories, personnel, methods, transportation,
housing, raw materials, supplies, energy sources, and similar data concerning all
of the industrial plants. In addition, it would require a careful survey of the
plants on the site in order that related factors might be given consideration.

It is my understanding that the Department of State and the Department of
the Army are now collecting additional information for vour committee, and that
detailed consideration is being given to the guestion of whether certain plants
technically capable of producing items in critically short supply might make a
greater contribution to European recovery if retained in Germany. I understand
that this information will be furnished to your committee at the earliest possible
date.

Mr. Lopce. The same thing applies to the dismantling of many
of the other steel plants and where that would have a bearing on
your department is with respect to coal.

It seemed to me that it might be worth considering not to dismantle
all of these sheet and steel rolling-mill plants in Germany, but to
provide them with the coal to function and in that way we could
export less steel, which is in relatively short supply here, as I under-
stand it, and much more expensive; we could instead, export more
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coal to the French and German plants which now have not got
enough coal to operate.

I wonder whether you would care to comment on that?

Secretary Krua. It is perfectly clear to me that the speediest way
to get more steel production would be to put back into production
the capacity wherever it is located, which is already available, and I
would urge strongly that if there is steel capacity in Germany which
can be made productive, and by “can be” I mean coal, Congressman,
coke, and the other things that go with it, that we ought to be using
that capacity to help out in this program and not diluting our already
short supply in this country to take care of the demands in Europe.

Mr. LopGe. T am glad to hear you say that, Mr. Secretary.

Mr. Vorys. I wondered, Mr. Secretary, if this is in your line, as to
whether we should ship coal over to Europe, or use measures to stimu-
late their own production of coal? It has occurred to me that with
our coal at about $22 a ton, delivered over there, we could spend
considerably less than that in incentive goods, or certainly in food
if it was available, to stimulate the production of more coal over there.

Secretary Krua. You are right on the principle. Certainly 1t is
better to get the coal there. This program, however, takes into
account the maximum stimulation, which is considered practical. My
own view is that it is optimistic and they will not be able to make
those goals, and we will have to ship more coal rather than less.

In other words, with all-out drive to get more coal production in
Europe and in England they will fall short of their projected goals,
so that this amount which malkes up only the deficit will probably be
insufficient. A somewhat larger amount will be needed when this
plan is finally worked out.

Mr. Vorys. Now, on timber, we have got in here a considerable
amount of timber for the next 15 months.

What are our resources of timber compared to those of western
Europe, do you know?

Secretary Krua. No; I do not, ofthand. I do know that our own
resources of timber are hardly sufficient for our own needs, and any
inclusion of timber in this program would only be on the basis that
it is absolutely essential to the program and cannot be obtained from
cutting their own forests in Europe.

Mr. Vorys. When we were in Germany the Germans said that
they had in their requests timber, and having driven through vast
and magnificent, orderly forests there, which was an unusual sight to
me from central Ohio, I said, “Why don’t you cut your own timber?”’
They said, “That would mean cutting ahead so that we would be
going into our natural resources.”

Well, T suggested that we had had to dip into our natural resources
to finish the war they started and if they had the timber, I was won-
dering whether it might not be a good idea for them to dip ahead for
a few years through this period.

I wonder whether we are going to have to cut ahead into our
natural resources in order to supply them with timber so they will
not have to cut ahead into their natural resources.

Do you know what the balance is on timber?
~ Secretary Krua. I do not know, to be quite frank with you about
it. I certainly would oppose our cutting ahead to any greater degree
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than they have. We are already cutting ahead in this country and
have been for many years.

Mr. Vorys. I appreciate our questions to you should be directed
to what we have here in this country, not the comparisons.

Secretary Krua. I would be happy to try to find out.

Mr. Vorys. We have to make those comparisons in the committee
and therefore we are searching for all the light we can get.

Secretary Krua. We will give you a report on that.

Mr. Vorys. I think it would be fine to have it in the record at this
point.

(The information referred to is as follows:)

WESTERN GERMANY

Complete information is not available at this time. The forestry section of the
military government, however, estimates that in the American zone of occupa-
tion 21,839,000 cubic meters of timber was cut in 1947, which is approximately
twice the estimated growth (10,919,000 cubic meters). This cut timber con-
sisted of approximately 5,480,000 cords of fuel wood; 395,000 cords of pulpwood;
33,000,000 cubic feet of pit props; and 2,080,000,000 board feet of saw timber
used for lumber, ties, poles, ete. It is estimated that the ratio of cut to growth
is at least 2 to 1.

Information from the same source as it relates to the bizonal areas indicates
that the cutting program for 1948 will total 30,000,000 cubic meters while the
growth for the same period is estimated at 15,500,000 cubic meters. This eut will
consist of approximately 3,743,000,000 board feet of saw timber; 911,000 cords
of pulpwood; 118,000,000 cubic feet of pit props; and 4,475,000 cords of fuel wood.
The reduction is fuel wood estimated above as compared with 1947 and approxi-
mating 18 percent is based on the assumption that increased coal produection will
make such reduction possible.

In general it is estimated that “overcutting’”’ in the American zone is less serious
than in the other three zones. The forests in the French and Soviet zones par-
ticularly have suffered great damage from snow and ice, bark beetles and other
pests, and to some degree, fires. This has necessitated heavier cutting than
would have been normally required. This condition has heen aggravated by the
necessity of cutting more timber into fuel wood which would otherwise have
been suitable for lumber, pit props, pulpwood, ete.

Prior to the war, the normal productive capacity of the German forests, on a
sustained-yield basis, was estimated at about 38,000,000 eubic meters, which
included both industrial timber and fuel wood. With the advent of Nazi control,
Goering ordered the increased cutting in the Prussian State forests in 1933, which
policy was soon extended to include the public forests of the other states and later
to private forests. In 1933 the ratio of reported cut to normal cut (38,000,000
cubic meters) was 128 percent and in 1937-38 this same ratio was increased to
161 percent. It declined to 130 percent in 1940-41; raised again to 140 percent
i?) 4194:1-—42 ; reached 150 percent in the next 2 years; and reached 160 percent in

4-45.

In general it is estimated that the total timber stand in Germany as of 1933
was reduced by 200,000,000 to 250,000,000 cubic meters by “overcutting’’ from
that date to the end of the war. This does not include destruetion from military
operations concerning which complete information is not available. The reduction
from 1945 to date might amount to a 5-percent reduction. The fact that there
are still some good stands of timber left in Germany is due to a sound policy of
conservation that was followed for many years before the war.

(0%

" PARTICIPATING COUNTRIES

-

Data relating to lumber production and standing timber are fragmentary and
rather incomplete with respect to the 16 participating countries. Not all of these
countries accumulated accurate data and there are many variations in their
methods of reporting and the classifications included thereunder. This is par-
ticularly true of ‘“standing timber” on which estimates are generally made at
rather long intervals and in many countries are not made at all. The following
table sets forth the best available data, which, however, is in the nature of an
estimate.

George C. Marshall Foundation, Lexington, Virginia




FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM 565

Estimated stand of timber; aboul 1935

Volume of | Volume of
Country all timber |[saw timber !

Million Rillion
cubic feet | board feet

B T e 58, 610 200-235
e L S e B e R S e o O 2, 260 7
L . R B S R e 11, 390 36
S e e st e s L Sl oo e e S R S R O e o s 50, 050 167

! Saw timber includes trees large enough to be sawn for lumber; in the United States these minimum
diameters vary from 9 to 15 inches; in Europe, those of 8 inches and over. Norway and Sweden figures are
from International Yearbook of Forestry Statistics 1933-35. All-timber volume for Germany is from TIDC
Report 30, German Forest Resources and Forest Products Industries; saw-timber volume is calculated.
All-timber volume for Great Britain is from International Yearbook; saw-timber volume is calculated.

With respect to lumber production, figures are more réadily available although
they are not to be considered as other than estimates. The following table sets
forth these data as they concern the participating countries.

Lumber production ! of participating countries for selected years

[All figures are million board feet]

1934-38 1934-38
Country average 1948 1951 Country average 1948 1951
v, U R S| 815 739 i [ sy A T2 e P P T B 477 477 477
165 203 POk Sedens EsE e 3,146 | 2,808 2, 898
168 156 177 Switzerland . .. . ... 376 3567 357
1S RS AR 1,795 | 2,450 AL R e e 192 103 103
T N T 37 45 81 || United Kingdom...____. 268 323 94
G B LR BN MRS e S R e
5T e e S R ey 19 24 14 Sub_t-of Bl 9,013 9,121 8, 780
L Lo R AN 783 480 337 || Western Germany_._____ 3,236 | 3,700 3,882
Luxembourg. ... ... 6 8 7
Netherlands. ... ... ... 49 29 24 Total western
L e 717 829 811 EOrope. . ceeacsa 12, 249 | 12,821 12, 662

I Includes sawn lumber and railroad ties.
Norte,—Figures are based on CEEC report.

UNITED STATES

The rate of timber cutting in the United States has been much greater than the
Tate of growth for at least 50 and probably 100 years or more. The stand of
saw timber has been reduced by more than 40 percent in the last 40 years.
Although the total drain and growth of all wood are now almost in balance, the
drain on saw-timber supplies (trees large enough to yield sawlogs) still exceeds
the growth by more than 50 percent. .

In 1938, the saw-timber volume was estimated at 1,764 billion board feet while
in 1945 this same estimate approximated 1,601 billion board feet. By calculation,
giving allowances for rates of cutting and other drain of growth, the stand in 1928
is estimated at about 1,850 billion board feet, in 1947 at 1,575 billion board feet,
and in 1951 at about 1,500 to 1,530 billion board feet.

Estimated stand of timber in United States, about 1935

BaIms O all Hmber. e e e e e e cubic feet.. 520, 000, 000, 000
Volume of gaw-timber. - - - - - - - oo e board feet__ 1, 765, 000, 000, 000

On a basis of the Forest Service and census for the United States, the following
data reflect lumber production in selected years.

Lumber ' production of United States for selected years

[All figures are million board feet]

ig%—% BFOIRID oo ims s n m e s S e S e gg, ggg
B s o L. 8% (00~26. (00

! Includes sawn lumber and railroad ties.
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For convenience, I have treated western Germany in all of the tables given
above as one of the participating countries under the European recovery program.

Mr. Lopge. In connection with this steel question, I quite under-
stand the natural fears which many people have. However, I feel
that the most imminent threat today in Europe is not Germany. I
feel also that an impoverished, distressed and diseased Germany is
much more of an imminent threat than an undismantled Germany.
It seems to me that if we take the proper police methods to handle
the situation, perhaps by internationalization of certain areas or b
other means, we can save ourselves a great deal in the export of steel.
Let us, therefore, look very carefully, into the question of whether
these steel plants should all be dismantled.

Secretary Krua. While my opinion was never solicited on that
question, I certainly as a private citizen have felt that demolishing a
big segment of German industry is a very poor preventive for another
war.

Mr. LopGe. T think you will agree that almost everything which
we use 18 war potential in an absolute sense. We could say that
wheat is a war potential.

Secretary Krua. Certainly.

Mr. Lopce. Does not it seem to you that the important thing is
to get an international organization which could handle this thing,
rather than try to decide which plants are war potential and which
are not?

Secretary Krua. That is my feeling.

Mr. Lopee. Mr. Secretary, in view of this shortage of oil, do you
anticipate that it may be necessary to ration or price control oil in
this country?

Secretary Krua. Yes, sir.

Mr. LopGe. Would that be in the near future?

Secretary Krua. It is too late to do anything about it this winter,
but it looks to me quite likely that we will have to ration fuel oil next
winter,

- I%%’I“? Lopce. Would we have to do that even if we did not have

Secretary Krua. Even if we did not have ERP; yes, sir.

Mr. LopoGe. In other words, you make that quite clear, that it
is not because of the ERP that we may have to have rdtioning of all
petroleum products and not just fuel 01l?

Secretary Krua. That is not necessarily true. We finally, during
the war, rationed gasoline and fuel oil. We did not ration other
petroleum products. It may be possible. If you recall, during the
war there were periods when the gasoline rationing was lifted and
then put down. You may have a time when you do not have to ration
gasoline when you would ration fuel oil. But it is a thing we are
watching closely in this cooperative program with the industry to see
if by voluntary means we can get consumption down. The oil in-
dustry is spending about a million and a half on that program, and
they are very hopeful that it will produce the desired result. I cer-
tainly hope that it does. But I am not at all certain it will, and rather
than have people go cold next winter I think we should take steps,
that are necessary.

Mr. LopGe. Do you think that rationing without price control is
a practical method of dealing with the situation?
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Secretary Krua. I think it is preferable to have both.

Mr. LopGe. It is pretty hard to have rationing without price con-
trols according to you?

Secretary Krug. I think it is difficult, although during the war we
had price control on coal. We never rationed coal.

We had price control on petroleum, and it was rationed.

Mr. LopGge. Thank you very much, Mr. Secretary. I am very
much obliged to you.

Mr. JonkMaN. Mr. Jackson.

Mr. JacksoN. Mr. Secretary, I am very sorry we have been
running in and out of here all afternoon and I do not know what has
been touched on and what has not, so if I ask some questions that are
already in the record, I can undoubtedly look them up rather ‘than
have you answer them again.

Would you care to comment or hazard a suggestion, Mr. Secretary,
as to how long our proven domestic reserves will be sufficient for
American consumption in a peacetime economy?

Secretary Krua. Well, those calculations are really a bit misleading
because the proven reserves as of any date are the reserves you just
happen to know of at that time. Obviously, there is a lot of oil we
do not know about at this time.

If you take the oil we know about, it is 20,000,000,000 barrels,
which will last for 10 years at the rate we are going now.

But I do not want to give the impression our oil will be gone in 10
years because if we did not find another barrel we would not be able to
draw it out of the ground in a 10-year period.

We would have to find substitutes and it would run for a consider-
able period of years.

Mr. JacksoN. Assuming the same proven reserves, how long
would that last us in a total all-out war effort such as the last war?

Secretary Krua. As it happens, our peacetime economy is using
more oil than our all-out war economy.

Mr. JacksoN. More than we shipped overseas?

Secretary Krua. We are using more petroleum today by at least
10 percent than the maximum of the war years.

Mr. Jackson. That was for ourselves and for our allies, all the oil
we used?

Secretary Kruag. That is right.

Mr. Jackson. The reason I brought this up is because of the fact
that during the debate on aid to Greece and Turkey it was stressed
very strongly that free access to the oil in the Middle East was essential
to our national security, that we could not afford to have access to
the oil in the Middle East denied to us.

That is the reason I brought this up about our domestic problem.

Secretary Krvua. I think that is entirely true. If we had to super-
impose another war on the uses we are now making of petroleum we
would find it impossible to get it from our domestic sources.

We were fortunate at the start of the last war to have productive
capacity in excess of our then consumption, so we drew on the extra
capacity to meet the war needs and drilled our new wells too.

Now, we are using every drop of our available capacity. We could
draw a little more by exhausting the wells sooner than they should be,
but we are drawing now at the maximum economic rate of production
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from all the wells, and if we had another war, we could not get more
from our existing wells, except by shortening the life of those welll.

Mr. Jackson. Now, further, with reference to timber, as Mr. Vorys
mentioned awhile ago: Is it not possible that there might be a much
more economical and feasible plan to cut timber in Africa, in the
colonies, rather than deplete our available supply, or cut ahead, as you
put 1t?

Secretary Krua. I think that might be possible several years from
now. Fortunately if we are going to cut timber in any quantity
you need a lot of equipment.

Heavy trucks, sawmills, roads, heavy equipment for handling it,
and that equipment is not available in areas of the world where per-
haps the timber is.

I would say it would take at least 3 or 4 years to get any consid-
erable expansion of timber production in other parts of the world.

Mr. Jackson. But certainly, it 1s a very desirable goal to work for?

Secretary Krua. Yes, indeed. I think it is perhaps our most
extravagant of all wastes the way we have used up our timber reserves
in this country.

Mr. Jackson. To go back, I know the matter of stock piling ma-
terials was touched on here. Unfortunately I did not get your entire
comment on it. I know in the case of New Caledonia, for instance,
they furnished us, all the allies, a considerable amount of nickel,
during the war.

Secretary Krue." Yes, sir. 4

Mr. Jackson. A great many of us should like to see some provision
written into the act which would give us some future use, as distin-
guished from current production, which would, of course, discount the
balance-of-trade estimates, something that might insure future return
in new development and exploitation of new sources of supply. And
I wonder if you would comment on that?

Secretary Kruac. We have discussed it at considerable length. In
summary, my view is this: Certainly that ought to be done but I
would not like to see you put into the bill anything that would put
the Administrator in a strait-jacket, so he might be forced to make a
deal with somebody which in itself would pull down the structure we
are trying to build, which is a sound, healthy world economy.

I think whatever you put into it should be to the effect “You make
the wisest business deals you can for this country, with particular
consideration to replenishing our storehouse of materials’ is all right,
and Congress ought to have the Administrator up here very 3 or 4
months to find out what he is doing about it.

I do not think you can write language or formulas that will fit it.

If you do, T am afraid the result will be the ruination of the program.

I have tried to contrive a formula and I have not been able to find
one. I think I said before I have not been able to find any other
formula by anyone else that seemed to me workable.

Mr. Jackson. Of course, I cannot subseribe, unfortunately, to the
theory that we cannot condition this program, any more than a
banker cannot condition a loan. If you went to a banker and you
owe him $10,000 and you want to borrow another $10,000 he will
tell you to quit hitting the bottle, and hitting your wife, and stopping
some things you have been doing, and possib%y do some other things.

We all know the situation: ‘“That is fine; sometime in the future.
We have got the Greece-Turkey bill; don’t do it in this bill; let’s do
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it in the $342,000,000 bill. The relief bill came along; this is not
the time to do it, but possibly in the interim-aid bill we can work it.
Now is not the time to do it, but possibly sometime in the future we
will be able to work out a detailed plan to get something back for the
billions of dollars we are pouring out.”

The only natural question that occurs to a lot of us is: Just when
are we going to take some concrete steps to see if we cannot get back
something in material return for these billions of dollars, without
fatally handicapping any program of aid?

Secretary Krua. Tell the Administrator to do that, but do not
tell him how to do that; then check on him.

Mr. Jackson. It would be all right in the law to tell him it should
be done, without laying out any specific details?

Secretary Krug. That is right. A statement of policy that you
would like to get this money back, if possible, should be included.
That is his job.

Mr. JacksoN. Thank you very much.

Mr. Vorys. Mrs. Bolton.

Mrs. Bouron. If T might return to one or two things: You were
speaking, I think, about the administration of this program and sug-
gesting that the man was what mattered, and then you left him free
to do what he chose.

Under the State Department suggestion, that would be one man;
and you would be reluctant to have us set up any different arrange-
ment, would you?

Seeretary Krua. I think it would be one man. He should have
an advisory board. I do not think that would handicap his program;
perhaps members of the Cabinet could be helpful to him and perhaps
a group of citizens.

We had a WPB advisory board during the war that I found very
helpful to me. That Board included only Government officials. We
also had hundreds of advisory committees that included the best
brains we could get in every industry.

I assume he would like to work with groups of that kind in ad-
ministering this program.

Mrs. Boruron. Do you think it would be possible to get a really
top-flight man without having the thing written up a little more as
to what he is getting into?

Secretary Krua. The natural question of anyone being requested
to take a Government job is, “What is the job?” But, as I said
before, whenever they start worrying too much about what is the
job, they are not going to do a good job, anyway.

Mrs. Borron. But any man in business, if he is asked to do a job,
will want to know what the job is. This, of course, would look very
much like an under secretary of state as far as the general set-up 1s
concerned, would it not?

Seeretary Krua. I would not think so. Personally, I am not
sticking for any particular one. We followed throughout the war the
principal that the State Department controlled the WPB on policy, as
to foreign matters.

We kept them in their field and had no trouble with them.

Mrs. Bouron. Did you have an adequate definition of foreign
policy?
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Secretary Krua. We defined it as we went along; and if we tried
to spell it out at any predetermined point, I am sure we would have
been in trouble.

Dr. Evviorr. I would like to ask a question that I think will bring
out a difficulty if foreign policy is to be the only touchstone applied,
and at the discretion of the Secretary of State.

For instance, when the State Department worked with you, Mr,
Secretary, or your predecessor as Program Vice Chairman of the WPB
on the subject of gold mining machinery to South Africa, the State
Department took the view that gold mining machinery could not be
cut off because of the effect on the political situation. The WPB, on
the other hand, asked South Africa to export 200,000 tons of coal
more a month to Europe, if railroad cars and mining machinery were
sent by the United States to South Africa. The WPB, as I recall it,
stuck to its guns and said that unless 200,000 tons of coal a month
more were exported from South Africa—

We will not only cease buying low grade manganese and low grade chrome in
South Africa, but we will not export gold mining machinery to South Africa.

Since we ourselves have stopped gold production in the United States, we want
coal, not more gold, to be produced by South Africa.

That was a business proposition, and in the end the WPB view
stuck and the 200,000 more tons of coal a month were forthcoming.

They were extra. But that tough bargain could have been defined
under the President’s bill, could 1t not, as foreign policy? And it
could have been stopped. In other words, it was the position of the
Chairman of the WPB—and I believe that may be what you are
bringing out—that enabled him to speak with authority on that, be-
cause he had to protect the resources of the war as a whole.

Secretary Krua. During the war we never resolved it in writing.
I am sure we could not. It is the State Department’s sphere of opera-
tion as against the WPB sphere of operation, that is.

We had a number of instances where they thought foreign policy
required something, and we did not think so. I do not recall a single
one that was not finally worked out between the Chairman of the
WPB and the Secretary of State; and we did not win all of these, you
remember.

Dr. Evviorr. No; but we won a sizeable percentage of them; and
the position was not that you had to take a directive from the Secre-
tary of State. But this matter, affecting foreign policy, had to be
acted on on both grounds. That is the point I had. The WPB
chairman was an equal, not a subordinate. He could argue and had
Cabinet ranlk.

Mrs. Boruron. Mr. Secretary, in the matter of keeping closely in
touch with the Congress, you have suggested that the Administrator
come up every 3 or 4 months to inform Congress.

Secretary Krua. Probably more frequently than that.

Mrs. Borron. What would be your feeling if, in order to keep the
Congress very intimately informed, a committee of Congress, this
special committee, be appointed somewhat similar to the Atomie
Energy Committee, which meets very frequently?

Secretary Krua. I think that might well be a good idea. During
the war 1 found committees of Congress that dealt especially with
war-production problems to be very helpful.

I met with them, not once every 3 or 4 months, but every 2 or 3
weeks.
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Mrs. Bouron. My thought was, at least once a week; and in that
way we would be more able to follow our own instructions under the
new organization bill, which is that whatever we do we must follow.

Secretary Krua. I certainly will not see any objection to that, and
I think it would have many advantages.

Mrs. Borron. Now, to go back to the Administrator: If everything
was pinned upon the man, supposing something happens to that man?
Then what do we have left?

Secretary Krua. You will need more than one man; and I assume,
if he is the right kind of a man, he will have around him a number of
people who can take his place.

Mrs. Borron. Thank you.

Mr. Richards, do you have a question?

Mr. Ricaarps. We have had our say.

Mr. Jackson. I have one additional question: From time to time,
Mr. Secretary—and I suppose this is characteristic of all Members of
Congress—we get letters demanding to know why two or three tankers
are loaded with oil for the Soviet. Union. Is any oil being shipped
at the present time?

Secretary Krua. I do not believe so.

Mr. Fentress. The principal petroleum prodmcts under export
controls have no allocation for Russia at this time. There are one or
two products not under control, and small shipments are going to
Russia.

Mr. JacksoN. But not oil or petroleum?

Mr. Fentress. The principal products—aviation gasoline, heating
oils of all kinds—are under control.

Mrs. Bouron. That holds good of the Middle East, Bahrein areas?

Mr. Fexrress. That holds good only within the United States.

Mrs. Boruron. That is a very different situation.

Mr. Jackson. Now, of course, much of the oil in Saudi Arabia we
do control and we buy. That means that oil under our control is not
being shipped?

Secretary Kruag. We are not controlling foreign oil at all, whether
American companies happen to be developing it or not. The only
controls we have any power to enforce are over exports out of this
country.

Mr. Jackson. But oil belonging to those countries may be shipped
directly from the port of debarkation to any country?

Secretary Krua. If it does not originate within the United States.

Mr. Looge. Is it contemplated that any petroleum products of any
nature will be shipped to the Soviet Union?

Secretary Krua. Not to the best of my knowledge. The Secretary
of Commerce handles that. We give advice only with respect to
availabilities.

We have been strongly advocating that exports be held at the
absolute minimum.

Mr. Lopae. With particular reference to Soviet Russia?

Secretary Krua. With reference to everyone.

Mr. Looar. Do you feel that a different theory should be taken
with respect to Soviet Russia than with respect to other nations?

Secretary Krua. I think Russia is in a position to take care of its
own oil requirements if it wants to get in and do the job.
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_Mr. Lopbee. Therefore, in view of our present shortage and par-
ticularly the shortage in New England, it would not seem well to stop
shipments to Russia?

ecretary Kruag. That is what I would conclude.

Mr. Javirs. Is there any way in which the Department of the
Interior would tie into the proposals under the ERP for these 16
nations and their colonies and dependencies—I emphasize that—to
engage in oil exploration, to see if they can find new resources?

Secretary Krua. We would expect, under this arrangement, to be
the technical brains of the Administrator in the petroleum field, and
we would be doing our best to influence him at all times tolkeep the
exports of petroleum at a minimum—to make sure they go to essential
purliti)ses and to develop all the petroleum he can any place in the
world.

Mr. Javirs. Do you find under this bill any section which gives
you an official connection with that effort?

Secretary Krua. We have no authority under the bill to tell the
Administrator to do anything.

Mr. Javirs. It would then be informal?

Secretary Kruag. Yes.

Mr. Lopge. The Secretary of Commerce advocated that the Ad-
ministrator should have nothing whatsoever to do with questions of
American internal economu:yl', uestions of availabilities. Questions of
what we could afford would %e up to the heads of the departments.
If you subscribe to that view, and that becomes the law, then the
Administrator would have to come to you?

Secretary Kruc. He would come to us and say: “Can I get this
much oil in the United States for shipment to France, Belgium, or
Holland?”’ And we would tell him whether or not he could. If he
insisted that he had to have oil, which we felt was more urgently
needed here, Averell Harriman and the Department of Commerce
would have the controls over the exports. His program could be
blocked. Then it would be an appeal to the President.

But I would not expect any contingencies of that kind developing.
It would seem to me that is up to the various department heads.

The Secretary of Agriculture for food, Interior for coal and oil, and
Commerce for other commodities and equipment, would be able to
sit down with him and work out a program that would do his job, with
the minimum impact on our own domestic economy. Obviously you
could not have him in a position to go out and take some oil equipment
or pipe capacity that was desperately needed for our own industry and
ship that abroad.

Mr. Lopge. Exactly. -

Mrs. Borron. What do you think of the Foreign Aid Council set
up under the Herter bill for just that purpose?

Secretary Krua. I have not had a chance to make a careful com-
parison between the bill proposed by the President and the bill
proposed by Mr. Herter, and my own feeling on the administration
end of it is that it is given far too much prominence.

The difficulties, I think, are largely imaginary if we get the right
kind of people to administer the program; and if we do not get the
right kind of people, it will not work anyhow, regardless of the type of
organization chart you have worked out.

Mrs. Bouron. I wondered if we might ask Mr. Elliott?
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Dr. Eruiorr. Mr. Vorys suggested before he left that I put a
question to you.

The shortage of both gasoline and fuel oil has increased, we are told,
by the recycling processes to increase the octane ratings of gasoline,
which has been put up to a very high point, according to Mr. Frey in
the report he wrote for the Select Committee on Foreign Aid, by a
race between the oil companies.

Is that not capable of being cured now by the powers which I
believe would be vested in you, sir, with the Justice Department, in
consultation with the industry to work out arrangements to limit
that high octane race that is going on? If this race produces new
motorcars that require higher octane content, will not that still further
deplete our supply of gas and fuel oil?

Secretary Krua. There has been that kind of a race and it did
have that result. Fortunately the tremendous demands on the
industry automatically reversed it, so for the past 3 or 4 months the
trend is the other way.

We have a committee of industry working with us on that and they
have promised complete cooperation to get the maximum of petroleum
products to do the job.

Dr. Eruiorr. Under the new law you would have the right to do
that to any extent you and the Department of Justice would agree?

Secretary Krua. No, we have no power. If the industry is willing
to do it, it is all right. We would get the industry together and ask
them if they would do it but if one member or if the industry says
no, we have no power to require it.

Mr. Lopge. With respect to our national defense, we read in the
paper about the insufficiency of petroleum products.

In particular it is my understanding there is just barely enough at
this time to run our very much diminished Navy. Suppose we were
called upon in the interest of national security and to maintain the
peace to demothball some of our ships and suppose we get 70 air
groups, which is my devout hope, what are you going to do?

SecrETARY Kruc. We would immediately have to ration fuel oil
and gasoline. We found out after the trial that all other schemes were
of no avail. The other alternative is to cut down on the demand
where you can cut down without hurting people.

We have to do that immediately, if we have a substantial increase
in the military requirements.

At the present time they are running about 4 percent of total
consumption. During the war at one time I think they were up to
32 and 33 percent.

Mr. Lopge. In other words, with a certain amount of sacrifice on
the part of the American people, and they have always been willing
to make sacrifices, and with sacrifices that would not be too painful,
we could still expand our armed forces, even without substantial
imports of petroleum products?

Secretary Krua. We would have to do a more drastic job of ration-
ing then we did during the war, if we had to carry on any major defense
operations.

Mr. Lopae. It could be done?

Secretary Kruag. Yes.

Mr. Lopce. I am very glad to hear that, sir. Thank you very
much.
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Mr. Vorys. Are there any other questions?

Mr. MansrFiELp. Mr. Secretary, the question I had in my mind
was answered on my arrival here by the questions put to you by my

*colleague, Mr. Jackson, relative to our own national resources.

However, there has been some talk here about petroleum. Could
you give us, offhand, if you can, the amount of petroleum and petro-
leum products which we are exporting now, and the amount we are
importing?

Secretary Krua. Yes. At the present time, taking the past year
as an example, we exported about 450,000 barrels a day to all
countries, including Canada, and we imported about the same amount.
That is gradually shifting so we are importing a little more than we
are exporting and in the current year we would expect to import
about 24,000,000 barrels in excess of what we export.

So the imports are gradually working up and the exports have
been gradually working down.

Mr. MansrFieLp. Is it true that as far as our Navy and armed
forces are concerned, outside the continental limits of the United
States, that they receive the major portion, if not all, of the petroleum
and petroleum products which they need from either the Middle
East or from South America?

Secretary Krua. They use large quantities from the Middle East
and South America.

Mr. MaNsFIELD. So consequently there is the least possible strain
upon our oil economy under the circumstances?

Secretary Krug. Yes. Military requirements, as I mentioned,
amount to 3 or 4 percent of our total oil consumption, as against
32 percent during the war.

Mr. MansFieLp. But most of the military consumption, especially
in the Navy, is brought in from outside sources, and in the western
Pacific, it all comes, 1 believe, from the Persian Gulf area?

Secretary Krua. I believe that is right, but I would not be certain.
I am told that is right.

Mr. MansrFieLp. The point I wanted to make is that as far as the
Government is concerned, we are trying to do everything we possibly
can to see that all the oil is retained in this country for the use of its
civilian population and its industries?

Secretary Krua. Yes, we have been doing everything possible with
the limited authority we have.

The industry on its own has been doing, I think, a very remarkable
job, when you figure the consumption in this country has almost
doubled per capita since before the war.

They have kept abreast of it. Everybody is shifting from coal to
an oil burner, and naturally you cannot get new oil wells, new re-
fineries, new pipe lines overnight.

Mr. Ricaarps. Mr. Secretary, what part of our imports now—not
talking about what the Navy uses, but imports for organized com-
mercial transactions in this country—comes from the Middle East?

Mr. Levy. Practically nothing. - Most of it comes from Latin
America.

Mr. Ricaarps. Where do most of the imports in oil come from?

Secretary Krua. Practically all of it from Latin America and the
Caribbean area.

Mr. Ricaarps. That is all.
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Mr. MansrreLp. That is all.

Mr. Vorys. Mr. Secretary, I want to thank you and to apologize
for this in-and-out performance which was not of our doing but because
of roll calls. You have been very good-natured and patient in taking
part in this chain reaction around the table here.

Secretary Krue. Thank you. I had a very pleasant afternoon.

Mr. Vorys. There will be a short executive session of the committee
as soon as we have the room to ourselves.

(Whereupon, at 4:30 p. m., the committee went into executive
session.)
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