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UNITED STATES FOREIGN POLICY FOR A POSTWAR
RECOVERY PROGRAM

THURSDAY, JANUARY 29, 1948

House oF REPRESENTATIVES,
CoMMITTEE ON FOREIGH AFFAIRS,
Washington, D. C.
The committee met at 10:30 a. m., in the Foreign Affairs committee
room, Capitol Building, Hon. Charles A. Eaton (chairman), presiding.
Chairman EAaTon. The committee will be in order. We did not
quite finish with Mr. Acheson yesterday afternoon, and he has very
graciously returned this morning for further investigation by members
of the committee.

FURTHER STATEMENT OF DEAN ACHESON, MEMBER OF EXECU-
TIVE COMMITTEE, COMMITTEE FOR MARSHALL PLAN

Chairman EaTon. Who is the first one to question the witness this
morning?

Mr. AcaesoN. I believe we were going into this local currency
matter with Mr. Lodge. But he is not here.

Chairman EaTon. Have you questioned the witness, Mr. Smith?

Mr. SmiTH. I have not.

Chairman EaTon. Very well, we will begin with Mr. Smith.

Mr. SmitTH. I have no questions.

Mr. Jackson. I have no questions, Mr. Chairman.

Chairman EAaToN. Mr. Jarman.

Mr. JaArMaN. As I said yesterday, it was my great misfortune to
miss the very able testimony of the former Under Secretary, which I
deeply regret. Having missed his testimony I am hardly competent
to question him.

I know Mrs. Douglas missed it too.

Chairman Earon. Mr. Jarman, would you permit the chairman to
present a question to you? Supposing as one good Democrat to
another you would ask the gentleman as to which organization should
handle this problem?

Mr. Jarman. Very well. 1 imagine you mentioned that in your
statement?

Mr. Acaeson. I made no reference to that, Mr. Jarman.

Chairman Earon. Have you any objection to discussing that with
the committee?

Mr. AcaesoN. No, Mr. Chairman. I will be glad to.

Chairman Earon. That is Mr. Jarman’s question.

Mr. JarmaN. Thank you, Mr. Chairman.

Mr. AcaesoN. Mr. Chairman, on all matters of organization I think
that the way one has to approach it is to find that point where the

713

George C. Marshall Foundation, Lexington, Virginia
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arc of perfection crosses the arc of the attainable. I don’t think
there is any perfect or ideal organization for anything in the Govern-
ment.

Chairman EaTon. Except the State Department?

Mr. AcuesoN. There, there is room for improvement. I have had
various ideas at different times about organization. It would seem
to me, on reading the Brookings report—which I am sure members
of this committee have all seen

Mrs. Boruron. Mr. Acheson, would you yield at this point?

Mr. AcHESON. Yes.

Mrs. Borron. Did you find that simple reading?

Mr. AcaesoN. No; I do not think it ranks with the best sellers.

Mrs. BortoN. I mean it is most complicated, is it not?

Mr. AcaesonN. I think they have compressed a good deal into a
fairly short space.

Mrs. Bouron. Is that it?

Mr. Acaeson. I think that is partly the reason for it.

Mrs. Bouron. I do not want to interrupt your comments on it,
because I am very much interested in it.

Chairman Eaton. I read it, Mrs. Bolton, and I thought it followed
the usual pattern, namely, using 1 word where 12 would do.

I would like to know what it is all about, and if you could unveil
that mystery for us this morning, Mr. Acheson, it would be a great
kindness.

Mr. Acueson. I think the Brookings report sums up its conclusions
on the last three or four pages of the report, beginning on page 15.
What they suggest is that there should be created a new, separate,
agency, and that that agency should be headed by an individual—
afministrator, or whatever he is called—and that he should report
directly to the President.

They give the reasons why they think that a single head is better
than a board, and they point out that the President, under our con-
stitutional practice, is the head of the executive branch of the Govern-
ment, and that this is a matter which will affect a great many different
branches of the Government, and that it will also have a very pro-
found effect upon the whole conduct of foreign affairs, and they think
that has to be put directly under the President.

That conclusion seems to me to be sound.

I remember Governor Smith saying some years ago that a bipartisan
board did not bring about nonpartisan results, but morolv doubled the
politics. That seems to me to have a good deal of probative value.

Also, from an administrative point of view, I do not think boards
have ever been very successful. Boards can deal with rate making,
the determination of cases—in other words they can do legislative and
judicative work, but from the point of view of administration they
are not very effective, and it is better to place the responsibility in one
man who can be held responsible, and he should be under the President.

That is the first conclusion the Brookings Institution comes to.

Then they say it does not make very much difference whether this
agency is a corporation or an authority, so long as, if you have that—
a corporation-—you do not have it run by a board of directors.

A corporation can be run by 1 man just as well as by 12. So they
say that is a matter of form and not a matter of any great importance.

They then point out that this agency will have very important
relations with a great many other agencies of the Government.
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For instance, it will, obviously, have very close relations with and
will affect, a great deal, the Department of State.

Insofar as that operates to get agricultural materials, it will have
to operate through and with the Department of Agriculture and the
Commodity Credit Corporation.

It will have very close relations with the Department of Commerce,
which at the present time administers the export controls.

It will have very close relations with the Office of Defense Trans-
portation in regard to internal transportation, and the Maritime Com-
mission in regard to ocean transportation; with the Department of
the Interior, In many respects, and so on.

The suggestion, therefore, 1s that the President should have the
authority to determine the procedures as to how major matters of
policy are to be resolved, and that in the last analysis any differences
of view that arise between the Administrator and any other agencies
of the Government have to be brought to the President and resolved
by him.

There may be differences of view as to how much and what sort of
aoricultural materials can be produced, for example; obviously that
decision cannot be made by the Administrator. He has to consult
with the Secretary of Agriculture and if they have different views
they will have to come to the President to decide.

Similarly in matters of far-reaching foreign policy. If there are
differences of view between the Secretary of State and the Adminis-
trator the President is the only person who can resolve those differences.

When it comes to negotiations and operations, the Brookings report
says that here again the President should have the authority to say
who shall engage in what type of operation. They suggest that the
President would be well-advised if put in the hands of the Secretary of
State, with the participation of the Administrator, the making of the
over-all agreements with the foreign countries involved. They think
that he would also be well advised if he put in the hands of the Adminis-
trator all operations and all subsidiary negotiations and dealings with
foreign countries, again with the participation of the Seeretary of
State so he will know what is going on.

That is very much the way the Lend-Lease Administration oper-
ated with the State Department during the war. The State Depart-
ment negotiated the over-all lend-lease agreements with the various
Allied countries. The State Department negotiated the concluding
arrangements with those countries. But all the dealings with them,
from the time that the over-all agreement was made until the matter
was concluded, were conducted by the Lend-Lease Administrator.

Those involved thousands and thousands and thousands of trans-
actions in which the Department of State had a very small interest.
They involved knowledge of intricate things, such as ocean shipping,
the manufacture of munitions, the supply of raw materials, fuel,
petroleum—and in none of those matters was the State Department
particularly concerned. It was kept advised, and if it had views of
any sort they were taken into consideration.

That was the general method of operation.

Now, when it comes to organization overseas, the DBrookings
Institution suggests that the Administrator must have advisers and
a voice in dealing with these countries, either individually or col-
lectively, and they suggest that there should be organized in each
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diplomatic mission abroad, a special mission which would represent
the Administrator.

That mission may be small or large, depending on the extent of our
dealings with the country concerned. It should be a part of the
d};i)pIOIclil&tic mission, so that there would be only one American group
abroad.

The head of it should hold a rank and have a position which would
be as high as anyone in that country representing the United States
except the Ambassador.

They do not suggest that the head of the special mission should be
directed and controlled by the Ambassador. They say that he
should keep the Ambassador fully informed of what he proposes to
do and what he does. That if the Ambassador doubts the wisdom
of any proposed step, or if the Ambassador makes a suggestion the
wisdom of which is doubted by the special representative, that that
matter be referred to Washington, settled by the Administrator and
the Secretary of State, or if they still have difficulty, by the President.

Chairman Earon. May I interrupt with a question there?

Mr. Acugeson. Surely.

Chairman Earon. One of the proposals, at least, that the Admin-
istrator shall have an ambassador, one ambassador representing him,
in the 16 nations. The proposal that you are discussing is to the
effect ;;hat there should be 16 ambassadors representing the Adminis-
trator?

Mr. Acugeson. Not quite, Mr. Eaton. That proposal is also
carried forward here in the Brookings report. The last paragraph
says that there should be a special ambassador, a special man, with
the rank of ambassador, who is appointed by the President, and
reports to the President, but is in effect the spokesman*of the Ad-
ministrator.

His duty is to work with the organization or organizations created
by the 16 countries to direct, supervise, the whole program,

In other words, he will have his headquarters wherever the con-
tinuing organization of the 16 countries has its headquarters.

And there he will carry on the representation, which will attempt to
pull together Europe and make it an economic unit.

Now, of course, in addition to that there must be a great deal of
information gotten in the individual countries, and there may be
special negotiations with France or Italy or Belgium or Holland. It
is necessary that there be some people who understand the Ambassa-
dor’s problem and his program, in each country.

They would be attached to the diplomatic missions. Their duty
would be to service the central man, giving him all the information
he wants, carrying out any instructions in cooperation with the
Ambassador that have to do with a single country. But one of the
great hopes of this program, and one of their great promises, is that
it will bring Europe together, both economically and we hope from
there politically, and it 1s most important that we stress the desirabil-
ity of as much guidance and authority as possible being placed in a
continuing organization which would be created by these sixteen
countries.

And there we should have the ablest man we can get, who will
continually pull them together, continually suppress any rivalries
between them, and get all these countries working as one great group
for the recovery of the whole area.
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I think, briefly stated, that is the proposal of the Brookings Institu-
tion, and it seems to me to be a workable one and as good as any that
I have heard.

Mr. JArRMAN. Mr. Secretary, the history of such matters, in fact,
all history, tells us that a board works more slowly, generally, than
one man. In view of the fact that this program is proposed to com-
mence on April 1st, and this is practically February 1st, in addition to
the reasons you have already mentioned, we can hardly afford the
luxury of a board being used, can we, under these circumstances, if
we can get one Administrator?

Mr. Acugson. I should think not. I think the whole trend of
administrative thinking, in the last 20 years, has been, as I suggested
a moment ago, that in action programs, in programs which require
administration and execution, a board is not a good instrument.
That there you want one person, and there has been a tendency, for
instance, to take some of the purely administrative jobs, which the
so-called independent agencies have, and put those in the hands of
an administrator.,

For instance, that was done in the aviation field. You have the
Civil Aviation Administrator, and the Civil Aviation Board.

The Board does the regulatory work, the determining of rates, the
issuing of regulations. The Administrator is the man who sees that
safety devices are installed, that airfields are properly equipped,
that the schedules of the lines are or are not operated, in dangerous
periods, and so forth.

Mr. JArMAN. Mr. Secretary, as usual, there is talk of reducing the
amount. I am wondering what your opinion is.

Let us assume that the amount of $6,800,000,000 were reduced by
one-third, which would mean reducing it to about $4,500,000,000,
roughly. I am wondering if you think that the 4.5 billion dollars,
which would be about two-thirds of the amount requested and I think
needed, would produce two-thirds of the result that the 6.8 billion
dollars would.

Mr. AcuesoN. I am sure that it would not. I discussed that
yesterday, Mr. Jarman, and I can very briefly sum up for you the
reasons why I think it would not so operate, and I should like to add
one thing which I did not say yesterday.

In the first place, I am sure you all realize that a production pro-
gram, a recovery program, a program which is destined to increase
production in Europe, calls for different quantities and different types
of goods from a relief program.

For instance, if we were engaged solely in relief, you can keep people
alive on a diet of in the neichborhood of 2,000 calories a day. If you
do that too long you will develop all the diseases which come from
undernourishment—tuberculosis and diseases of that sort.

You can keep people alive. They cannot work on that diet, how-
ever. A miner cannot work on a diet of much less than 4,000 calories
a day. People doing much less strenuous work than that require
2,800 to 3,500. Therefore a recovery program has different amounts
and different quantities of food.

The same thing happens in regard to raw materials. If you are
having a relief program—cotton, for instance, is provided in the
amount necessary to make clothes for the people you are relieving.
If you are having a recovery program, you have enough cotton to
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operate the factories and to take care of exports, so that people can
buy more cotton and more materials of other sorts.

Timber, in a relief program, is sufficient for shelter. That is all you
are concerned with. In a recovery program you have to have props
for mines, you have to have ties for railroads, you have to have packing
cases for the transportation of goods, and so forth; similarly with fuel,

If you are having a relief program, fuel is provided sufficient to
heat, light, and cook. If you are having a recovery program, you
have got to run the factories and trains.

Perhaps the most outstanding difference is in equipment. If you
are going to have a relief program, there is very little equipment
required of any sort. If it is recovery, then you have to have a great
deal more machinery and equipment to run the factories.

Now, what happens to the whole program if you cut it in the amount
you say? In the first place, the total import program of western
Europe is not the amount furnished by the United States.

That is only a part of it. Some of it will be financed by loans from
the International Bank. Some of it will be financed by the action of
other countries in this hemisphere. The amount included in the
present estimate is $1,200,000 for both those purposes.

But greatly more than either of those, it will be financed by the
exports of these 16 countries. All together, the import program is
between- $11,000,000,000 and $12,000,000,000, of which we would
furnish aid to the extent of 6.8 billion dollars,

Now, if you cut our contribution, you immediately affect all the
other sources of financing. The International Bank only can lend,
if we are going to have a recovery program, because the International
Bank has no funds of its own. What it does is to go out on the Ameri-
can market and sell the bonds. Those bonds will be salable and will
be bought by insurance companies, savings banks, and so forth, if
there 1§ a good prospect of recovery in Europe so that they will be
paid off. ‘

They will not be bought if there is no prosperity.

The other countries of this hemisphere will, I think and hope, regard
favorably a contribution to a recovery program, because that restores
all these 16 countries as cash-paying customers for them. They will
not regard favorably a contribution to a relief program which goes on
and on and on.

Similarly, so far as the exports of these 16 countries are concerned,
insofar as you cut what goes into the countries, you cut what comes
out. It is absolutely inevitable. Sometimes the very goods are pro-
cessed and brought out; sometimes it is things like fuel to run the fac-
tories,

So I'should say that if you cut this program by 2 billion dollars,
you will probably over-all cut the entire import program perhaps
in the neighborhood of five and a half or six billion dollars.

Therefore you immediately throw it back into a relief program,
because every one of these items which I have talked about, from food
down to equipment, will have to be cut in some degree.

If any one is cut, the interrelations are thrown off balance.

Mﬁs. Doucras. Would you repeat that figure? If you cut it how
much?

Mr. AcaesoN. This is purely an estimate, Mrs. Douglas. There is
nothing scientific about it. I was saying that if you cut, say, $2,000,-
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000,000 off the United States Treasury aid, you will probably find
that the total import program will shrink in the neighborhood of
between five and six billion dollars.

I think you will immediately lose the 1.2 billion dollars, which
would make a total cut of 3.2.

I should think that exports would decrease, easily, by $2,000,000,-
000. That is the order of magnitude. I could be out quite a lot
either way. But what I am getting at is that you cannot say, “Well,
the entire $11,000,000,000 program will be exactly the same except
for certain items granted by the United States which will be cut out.”

That will not oceur. It will be quite different.

Mr. JArmaN. And if it reverts to a relief program, which you indi-
cate it would be, that would just mean a permanent proposition.
I think it would just have to be done by somebody every year; would
it not?

Mr. AcHESON. Yes.

Mr. JarmaN. There would be no hope for any ending of it. If
we did not do it, and if there was some other country able and w illing
to do it, they would have to do it, or Europe would just (mmble
would it not?

Mr. Acueson. That is true. May I add one other thing to this
answer. This has caused quite a lot of confusion and I think there
has been some correspondence about it between Secretary Marshall
and Senator Bridges.

In the President’s expenditures budget he has included 4.5 billion
dollars for expenditures through fiscal 1949 on the European recovery
program.

The question is asked, Why put 4.5 billion dollars in the expend-
ltLllt‘ budget when you are asking Congress for an appropriation of

6.8 billion dollars? ~What has happened to the difference, the 2.3
b11110n dollars? 1Is it padding, or what is it?

The explanation of that lies in the operation of the expenditures
of the Federal Government, particularly in regard to export programs,
and to jump to the end ﬁlbt the v\pl anation is that the actual drawing
of the checks to the extent of 2.3 billion dollars is not estimated to
oceur until after fiscal 1949.

Mr. Jarman. But the orders will have been made—placed?

Mr. AcuesoN. All the purchases have been made, all the orders
have been placed, and much of the materials will be delivered.

Now, there is a lag which occurs. For instance, when you gentle-
men in C ongress authorize the program and then give them the money,
it takes some little time to organize an administration and place some
orders.

It takes a considerable time, on some of the items, to manufacture
the goods.

Whether it can be purchased and shipped right away is a factor.
Other things take some time to manufacture. So there is a lag in
time there.

Also, some of the goods will be delivered after the end of the fiscal
year 1949. But even as to goods which are delivered within 1949,
the actual payment will not occur until later.

Now, why is that? That occurs because people have to furnish
their bills for what they have done. Those bills have to be audited
and approved, and finally checks have to be drawn.
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Now, take a matter such as railway transportation. That occurs
currently. At the end of the last part of the fiscal year of 1949, every
day, the railroads of the United States will be hauling all sorts of
goods to the seacoast, to be shipped. There will be very, very large
charges to the railroads.

Now, the railroads ordinarily do not put in their bills to the Goy-
ernment for anywhere from 4 to 6 months after the actual service has
been performed.

When these bills are put in, very complicated auditing has to take
place. That takes several more months. *And it is only after a
period of 8 to 10 months after the actual freight train has hauled
some goods that a check is drawn. So that it might be well into the
fiscal year 1950 before you are paying out the money.

But nobody can incur that expense, nobody can ship the coal or the
wheat, or order the goods, unless you ladies and gentlemen have made
the appropriation.

So that if you say that because you will not pay out all of the money
in fiscal 1949, you will not appropriate it, then it means that things
will not happen at the end of the fiscal year 1949. They will not buy
wheat. They will not buy coal. They will not_place orders. They
will not have transportation. Because they will have no legal author-
ity to do it.

Mr. JArRMAN. In other words, when there is any program extending
over a year or 15 months, as in this case—any program of any
size—it is absolutely impossible to spend all the money—to draw the
checks by the last day?

Mr. Acueson. It is absolutely impossible, Mr. Jarman, and experi-
ence has shown that in this type of a program, about a third of that
goes over into the succeeding year.

Mr. JarmaN. I have just one further question. I don’t know any-
body more competent to express an opinion on this, or anybody whose
opinion I, and I believe this committee generally and the people of the
United States, value more. It is quite easy for those not too familiar
with such programs as this one, outside and inside Congress, to say,
“Oh, well, this will just be another UNRRA, another lend-lease.
They weren’t any good. You know how they were.”” A colleague of
mine from my State, was quoted to me yesterday as having made
a remark similar to that. You are very familiar with this program.

I have forgotten what the total expenditure for lend-lease was.
Let’s say it was $30,000,000,000.

Mr. Acaeson. It was in that neighborhood.

Mr. JarMmaN. Do you think we spent, during that war, any other
equal amount—Ilet’s say $30,000,000,000—which saved as many
American lives as that $30,000,000,000 did, or whatever it was?

Mr. Acaeson. Well, I agree with the result that you are suggesting.
I wouldn’t be technically competent to say that the B-29’s did not save
a lot of lives. I am certain they did. Expenditures of that sort,
expenditures in the atomic bomb development, saved a great many
lives. I would not be competent to appraise the degree of importance
between the assistance to our allies and development of these new and
highly effective weapons.

I think there is-no question about the fact that without the ex-
penditures which we made through lend-lease, we would have had
very serious collapses on many fronts, and that the military task
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of the United States would have been infinitely more difficult and
infinitely more costly.

Mr. JaArmMaAN. And the Russians, the British, and French aviators,
who were killed piloting some of those B—2 Americans would have
been just as dead if they had piloted them and Americans would
have had to pilot them but for lend-lease; would they not

Mr. AceesoN. Yes, and they prolmblv could not have done it in
the areas where the others were operating. No one would have been
there excent the enemy if our allies had collapsed.

Mr. JarMmaN. In other words, lend-lease was not a failure, but was
a very valuable contribution to ‘the victory; was it not?

Mr. AcaesoN. A very important contribution.

Mr. JarmanN. Now, let’s take UNRRA. Of course, there are
naturally mistakes made in all great endeavors, but I do not go along
with this general criticism in which it is so easy to indulge, particu-
larly if you are unfamiliar with it, to the effect that UNRRA was just
throwing money away and was a complete failure.

What do you think about that?

Mr. AcrEsoN. I do not agree that UNRRA was throwing money
away or that it was a failure. I was looking in this speec h of Mr.
Bevin’s before the House of Commons the other day, where he makes
quite an extraordinary statement about UNRRA—because as you
recall, the British were on the giving end. Yet here is what he says:

If you take the sequence of events in the United States from lease-lend in the
war, and I cannot let it go by though I have mentioned it before, I think it is
worth calling the attention of the House again to the tremendous work in connec-
tion with UNRRA. What sort of Furope we should have had without UNRRA
I really do not know, it is too horrible to contemplate. I think it would have
been swept with epidemics. Everybody had a share of UNRRA, including
Soviet Russia and the eastern States 3 Inited States
£675,000,000, Canada £35,000,000, and it cost this country, even in our im-
poverished condition, £155,000,000. It was an event which stemmed the horrible
disease we had following the 1914-18 war which most have forgotten. Therefore
the European recovery program is a natural sequence in order to try to help
rebuild.

I think Mr. Bevin is probably right, and even understates it.

Without the assistance that UNRRA gave to Europe, you would
have had complete demoralization in those areas which received
UNRRA help. Of course, the British were not one of them. Neither
was France.

One of the things which has made an appraisal of UNRRA in the
minds of many people difficult is that that whole idea was conceived,
and the whole machinery was started at a time when it seemed possible
to have complete unity among the nations in regard to relief and recon-
struction. UNRRA was originally drafted and agreed on in 1943;
all the procedures were laid out at that time; the Congress voted the
first funds in the early part of 1944, and it was not for a year or 18
months that we began to see that it was difficult, if not impossible,
to work out reconstruction and the settlements after the w ar, with
the Soviet Union and the eastern states.

Events such as the furnishing of relief to Yugoslavia, at a time
when Tito was shooting down our planes, have given many people
the idea that UNRRA was a failure. It had nothing to do with
UNRRA being a failure.
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It had to do with the very plan which we had set up being frustra-
ted by events. That is not UNRRA’s fault. And UNRRA, I
think, operated—taking it all in all, T think it is remarkable how
efficient UNRRA was. If you gather together people from every
one of some 42 countries, and try to build an organization out of if,
it is an extremely difficult thing to do.

Mr. Jarman. I thoroughly agree with you, and the thought
occurred to me when you spoke of Mr. Bevin’s reference to our
contribution—how much was that?

Mr. Acueson. About 3.2 billion dollars, I believe.

Mr. Jarman. In addition to the result to which you refer, the
chaos in Europe, I am wondering,if one of two other results might not
have occurred. I am wondering if it would not have been necessary
or wise, or wise and necessary, for us to have commenced, if UNRRA
had not been in existence, the very program we are discussing now,
at least a year ago, and if 1t would not have cost more than 3.2 billion
dollars more than it will cost?

Mr. Acarson. I think that is right. 1 think it would have been
difficult to commence this program several years ago, because you
did not have the foundation laid.

Mr. Jarman. I said a year.

Mr. AcuesoN. I agree with you, Mr. Jarman.

ForeElgN AFrAIRS DEBATE

The following is the text of the speech delivered in the House of
Commons by the Secretary of State for Foreign Affairs, Rt. Hon. E.
Bevin, on January 22, 1948.

I realize that there is intense interest in the House in this debate which is to
last 2 days. I am also so conscious that what 1 say can so easily be misinterpreted
in other countries, that 1 propose to exercisé very great care in the presentation
of the Government’s position.

We are indeed at a critical moment in the organization of the postwar world
and decisions we now take, I realize, will be vital to the future peace of the world.
What, however, I have first to put before the House is the factual background
against which decisions must now be taken. 1 do not propose to weary the
House with the long history because every Member is already conversant with
it; there have been so many debates in connection with these problems. I must
however recapitulate insofar as it is essential for an understanding of His Majesty’s
Government’s proposals for the future.

The story begins with a series of conferences which were held during the war
and at which many ideas were formed. Some were crystallized. Some were not.
In this connection, of the political developments that have taken place, one of
the main issues at that time affecting the line of subsequent policy which was
connected with the future of Poland, the solution arrived at Yalta was looked
upon by His Majesty’s Government at that time as a sensible compromise between
conflicting elements, but there is no doubt that as it has evolved it has revealed
a policy on the part of the Soviet Union to use every means in their power, to
get Communist control in eastern Europe and, as it now appears, in the West as
well. It therefore matters little how we temporize and maybe appease, or try
to make arrangements. It has been quite clear, I think, that the Communist
process goes ruthlessly on in each country. We have seen the game played out
in Poland, Bulgaria, Hungary, more recently in Rumania, and from information
in our possession other attempts may be made elsewhere. Thus the issue is not
simply the organization of Poland or any other country, but the control of eastern
Europe by Soviet Russia whose frontiers have in effect been advanced to Stettin,
Trieste and the Elbe. One has only to look at the map to see how, since the
war, Soviet Russia has expanded and now stretches from the middle of Europe
to the Kurile Islands and Sakhalin. Yet all the evidence is that she is not satisfied
with this tremendous expansion. In Trieste we have difficulties. We had hoped
that the method of international agreement would be allowed to work but it
has not been allowed to work, and so what should have been a great experiment
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in postwar international collaboration has only been a continuing source of
friction and bother.

Then we have the great issue in Greece, which is similar to the others I have
mentioned. It has been assumed—in fact said—that the Soviet Union can wait;
that the United States of America and Great Britain will get tired; and that the
so-called government of Communist rebels can be recognized later on without
danger; and then in the end that a Communist government will be forced upon
Greece and she will be incorporated in the Soviet system of communism with the
rest. Here let me make His Majesty’s Government’s position quite clear. We
had hoped te have been out of Greece. We had hoped that after the first election
a government would be formed and in time subsequent elections would take place
and the whole process of democratic development would be allowed to function,
But that has not been allowed because a state of virtual civil war has been per-
petuated the whole time. So it is not a question of what sort of elected govern-
ment there is in Greece—liberal coalition or whatever it might be—but it is a
ruthless attempt constantly maintained to bring that country in the Soviet orbit.

Like Trieste, the Greek issue involves the signatures or treaties recently signed
by all of us, all the Allies, including the great powers. I would remind the House
that Greece had claims for an alteration of her frontiers. I came to the conclusion
rightly or wrongly that probably Greece would be more secure if Great Britain
did not insist upon that, and that the signatures on the peace treaty would have
been a guarantee on our honor of her integrity and there would be no attempt
to pursue and trouble her further. But that has not been permitted. I know
that I have been pursued in this country on this Grecian question as if it were a
question between a Royalist and a Socialist government or Liberal government,
It is nothing of the sort and never has been. 1 beg all my friends in this House to
face the fact; this is a dangerous situation. It is a case of power politics. We have
been trying to leave Greece an independent country and to get out of it but we
also want her northern neighbors and everybody else to leave her alone and to
get out of it. We will do that immediately they lift their fingers and honorably
agree.

I would remind the House that the United Nations have been brought in but
they have been flouted by the Balkan neighbors of Greece. There is a very real
danger that they and their Soviet mentors may make a great blunder over this
business. In all solemnity I would advise great ecare. Provoecations like these
lead sometimes to serious developments which we, and I hope they, are anxious
to avoid. It would be better to settle this matter in accordance with the decisions
of the Assembly of the United Nations than in the promotion of civil war, or giving
any kind of recognition to the Marcos Junta, or in attempting the methods which
have been applied elsewhere. This is the Assembly’s decision and if we accept
Assembly decisions in other matters we should accept the decision in the case of
Greece. I say no more than this, that it is dangerous in international affairs to
play with fire.

We have had other examples since the war whieh I need not go into now, wars
of nerves and pressure upon weaker neighbors. It is the considered view of His
Majesty’s Government that attempts to settle international affairs by political
barrages and by wars of nerves, reduce the chances of finding acceptable solutions
and make agreement difficult, if not impossible. Propaganda is not a contribution
to the settlement of international problems. They are all so important that the
only way to solve them is cooly and calmmly to deal with them on their merits,
So much for the brief background of eastern Europe.

I would remind the House that it is under 3 years since the war ended and I
hope still, that with the right use of power and organization, these difficulties may
be overcome. Meanwhile we must face the facts as they are. Our task is not to
make spectacular declarations, nor to use threats or intimidation, but to proceed
swiftly and resolutely with the steps we consider necessary to meet the situation
which now confronts the world.

The problem in Germany.—Let me now turn to the background in Germany
which has led to considerable difficulty. Here again there were recent debates
so | will confine myself to a limited survey. There was a discussion at Yalta about
the dismemberment of Germany. His Majesty’s Government have always con-
sidered that dismemberment would inevitably start an irredentist movement
causing a resurgence not of a peaceful Germany but of a spirit of war. For those
reasons we have been against it. We therefore welcome the change of attitude
that appeared to have evolved by the time we got to Potsdam. In a sentence I
will make clear what it was. The proposal was limited to central agencies to the
evolution of a new German state on a new basis; and to do it there was to be

George C. Marshall Foundation, Lexington, Virginia




724 FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

[

economic unity and a gradual evolution on a four-power basis which would lead
ultimately to a peace treaty and a German Government competent to sign it,

That, I think, describes in a sentence the approach to the whole problem. After
we left Potsdam things began to go wrong. The central agencies did not materialize
and it was not long before we discovered in the four-power conference in Berlin
that the Soviet Government had taken to hurling accustions at the western Allies
at meeting after meeting, instead of trying to evolve a common policy. Real
progress seemed almost impossible. 1 do not deny that many things were done
and I want to pay my tribute to the Russian representatives, who, when free to
discuss things on their merits, are grand people to get on with but who, when it
comes to this political business, are held up and this delay and irritation then
proceeds. The military governors left to themselves could have settled far more
than they did in Germany on the basis of Potsdam, if they had been permitted to
do so. We have had discussions about these problems at the Council of Foreign
Ministers where, at every step, we have tried to meet anything which might look
like a legitimate claim. But the Moscow Conference last spring was certainly
very revealing. We were there over 6 weeks. It is a matter of historical knowl-
edge that His Majesty’s Government devoted time and energy to trying to give
that Conference a working basis; but any rational meeting where there was a will
to do business could have done in a week everything we did in 6 weeks.

The European recovery program forces a decision—It was very wearying and
even difficult to keep one’s temper at times, I must confess. Calm judgment in
the conditions under which we had to work was very difficult. Then between
the Moscow and London Conferences other events took place. I will not enu-
merate many of them but perhaps the most important development which brought
all this to a head and caused the whole issue of Europe to be focused, was the
proposal by Mr. Marshall for a European recovery program. That brought out
what must have been there before. In other words this program brought vividly
to light what must have been under the surface and what was responsible for
these attitudes ever since the war and, if I may say so, for some of the remarks
we had to face during the war. The conception of the unity of Europe and the
preservation of Europe as the heart of western civilization is accepted by most
people. The importance of this has become increasingly apparent, not only to
all the European nations as a result of the postwar crises through which Europe
has passed and is passing, but to the whole world. No one disputes the idea of
European unity, that is not the issue. The issue is whether European unity
cannot be achieved without the domination and control of one great power and
that is the issue which has to be solved. I have tried on more than one occasion
to set forth in this house and at international conferences, the British policy
which has been carefully considered in econnection with Europe. This policy has
been based on three principles. The first is that no one nation should dominate
Europe. The second is that the old-fashioned conception of the balance of
power as an aid should be discarded if possible. The third is that there should
be substituted four-power cooperation and assistance to all the states of Europe,
to enable them to evolve freely each in its own way. As regards the first prineiple
I am sure that this House and the world will realize, that if a policy is pursued
by any one power to try to dominate Europe by whatever means, direct or indi-
rect, one has to be frank—that you are driven to the conclusion that it will
inevitably lead again to another world war and I hope that idea will be discarded
by all of us. It is this which His Majesty’s Government has striven, and will
continue to strive, to prevent. With the old-fashioned balance of power, it was
a question of having a series of alliances and so manipulating them as each state
moved in a particular direction, it was counteracted. I have no doubt it led to
intrigues and to all kinds of difficulties particularly for the smaller states, which
often became the instruments of great powers. On behalf of His Majesty’s
Government I have stated we will not use smaller powers as instruments of policy
to produce difficulties between the larger powers; thereby giving the smaller
powers a chance to evolve, under the umbrella of the four powers, without the
feeling of fear or conflict. His Majesty’s Government cannot agree to four-power
cooperation while one of those four powers proceeds to impose its political and
economic system on the smaller states. On the contrary, as public opinion in
those states changes, and as their economic and social development progresses,
none of them will willingly submit to the great powers interfering and preventing
the introduction of economic changes, or any other changes, which they deem to
be for their own good.

The emergency of police states.—But there is another factor giving great cause for
anxiety. It evolved largely with Hitler and Mussolini, and now, I am afraid, it
has become an instrument of a very dangerous kind in Europe, and that is what
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we describe as the police state. We did not imagine that this would be main-
tained after the war, but it is and it is carried out with ruthless efficiency. 1 must
say, while we here talk about elections and democracy that where the police state
exists, votes count for very little. It is true that the votes have not disappeared,
but it is the voter himself who disappears, and the successful candidate if he dares
to have an opinion of his own. As we saw in the press the other day, some Mem-
bers of Parliament in Bulgaria said that they objected to the budget, and they
were immediately threatened because they had objected to the taxation proposed.

The Americans and ourselves were immediately condemned and made respon-
sible for these men’s opinions about their budget. I have never known anybody
welcome a budget especially when it involves increased taxation and all this is
purely nonsensical. I regret these statements especially by a man like Dimitrov,
the former hero of the Reichstag, who now seems to have taken to himself some of
the characteristics of the bully and the braggart. This kind of thing creates very
great difficulty. As another illustration we have the case of Jacob Kaiser, the
leader of the German Democratic Party, the Christian Democrats, who has been
prevented from leading his party in the Soviet zone of Germany for not bowing to
the Soviet will. His friends have been visited in their houses and have been
intimidated. The Social Democrats, I may add, had been dealt with and indeed
suppressed in the Soviet zone much earlier. One would give hundreds of instances
of the subtlety and cruelty of this police state instrument and I cannot see how a
healthy democracy can grow up while it exists. If there was one thing that
aroused Britain and made her fight so hard in the World War it was when she
realized fully for the first time what the Gestapo meant. We hoped that the end
of the war would mean the end of the police state as well as of all instruments of
that character. We have always accepted—I would emphasize this and I repeat
it now—that the friendliest relations should exist between Russia and the states
on the Russian frontier—indeed not only on the frontier—we want these friendly
relations with everybody. It is madness to think of anything else if we are ever
to have peace.

“We have always wanted the widest conception of Europe,”’—That is quite a dif-
ferent thing from cutting off eastern Europe from the rest of the world and turning
it into an exclusively self-contained bloc under the control of Moscow and Com-
munist Party. The European recovery program brought all this to a head and
made us all face up to the problem of the future organization. We did not press
the western union and I know that some of our neighbors were not desirous of
pressing it in the hope that when we got the German-Austrian peace settlements
agreement between tbe four powers would close the breach between East and
West and thus avoid the necessity of crystallizing Europe into separate bloes.
We have always wanted the widest conception of Europe including of course
Russia. It is not a new idea. The idea of closer relationship between the coun-
tries of western Europe first arose during the war and in the days of the coalition
it was discussed already in 1944—there was talk between by predecessor and the
Russian Government about a western association. His Majesty’s Government
at that time indicated to the Soviet Government: that they would put the estab-
lishment of a world organization first on their list. In any case they proposed to
rely on the Anglo-Soviet alliance for the purpose of containing Germany and
eventually there might be simialr arrangements between France and Great
Britain and France and the Soviet Union for this purpose. That was in 1944.
We also indicated that it might be desirable to have defense arrangements with
western Europe for the purpose of instituting a common-defense policy against
the possible revival of German aggression and to determine what role each state
should play in the matter of armaments and the disposal of forces. We indicated
that when these matters arose we would keep the Soviet Government informed
which we did. In 1945, however, there was a great deal of Soviet criticism, es-
pecially of this country, over the supposed formation of a western bloc against
the Soviet Union which was quite untrue. At that time we had not even had a
meeting with our western allies to discuss the matter and vet daily this criticism
was poured out and the radio and in Pravda and the rest of it a constant repetition.
When 1 was in Moscow, therefore, in December 1945 and saw Generalissimo
Stalin, I explained that the United Kingdom must have security arrangements
with France and other neighboring countries just as the Soviet Union had with
their neighbors to which he raised no objection.

Soviet Agreement and Threats.—1 stated that whatever we did would not be
directed against the Soviet Union. To this he replied, "I believe you.” Any-
thing His Majesty’s Government does now in this matter will not be directed
against the Soviet Union or any other country but we are entitled to organize the
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kindred souls of the West just as they organize their kindred souls. As late as
January 1947 Stalin took a similar line with Field Marshal Montgomery. In
1946 I communicated to Mr. Molotov our intention of entering into negotiations
for an Anglo-French treaty, Mr. Molotov expressed interest and asked to be kept
informed. He made no comment. I kept him fully informed about the treaty
of Dunkirk. I have had no communication since, about that matter. When
the European recovery proposal was put forward in the same spirit it was offered
to the whole of Europe including Russia. There were no grounds therefore for
the fear that it was to be directed against the Soviet Union or used for any ulterior
purpose. So clear was it that it was intended for the whole of Europe that in
Poland we know that even the Communist Party were anxious to participate.
So they were in Hungary and Rumania and Czechoslovakia even announced her
intention to accept the invitation. About Yugoslavia and Bulgaria I never had
any precise information; eventually all these states were ordered to abstain.
What about sovereignty? We took no step to advise, we merely sent out our
invitation for people to answer and come freely if they wished to. If they did
not, we knew they were not staying away of their own volition.

The House will remember the conversations I had with M. Bidault and Mr.
Molotov. At first I was reasonably hopeful that every one including Russia would
play their part in this great offer. What was the idea behind this European
recovery program? First we should do what we could for ourselves and in
cooperation with one another and then secure from the American people supple-
mentary aid.

If we want to maintain our independence we have got to do all we can for
ourselves. I think it is quite right when all neighbors cooperate together to see
what they can do for one another. Then if they find they are stuck they can go
to a pal to borrow something to help them through. I do not think that that is
taking away one’s independence.

In the course of the discussions in Paris there came a change as it was decided
by the Soviet Union (and I have very good grounds for accepting this) that rather
than risk the generosity of the United States penetrating eastern Europe and
Europe itself joining in a great cooperative movement, the Soviet Union preferred
to risk the western plan or western union, that is to say they risked the creation
of a possible organism in the West. My further opinion is that they thought they
could wreck or intimidate western Europe by political upsets, economic chaos,
and even revolutionary methods.

What Mr. Molotov said at Paris to Mr. Bidault and myself on the'last day
when we were there was that if we proceeded with this plan it would be bad for
both of us, particularly for France. As the discussions went forward since the
Paris Conference last June, we knew almost the precise dates as to when these
troubles were going to take place and when these upsets were likely to occur.

I must say this is rather unpalatable for me to have to do, but I suggest the
world will never get right unless the thing is seen in all its nakedness and probably
we will get on a better footing then.

As I have already said, it is no secret that Mr. Molotov threatened both our-
selves and France that we would have to look out for these squalls if we went on
with the Kuropean recovery program. My answer to him, not boastfully but
quietly, was that Great Britain had been accustomed to threats and that we
should face them and that they would not move us from doing what we believed to
be right. We have not, nor has France or any of the other nations who assembled
in Paris, deviated from that course. The best evidence that what I am saying
is correct, as I am sure the Honorable Member for Mile End (Mr. Piratin) will
agree, is that the Cominform came into existence very quickly.. M. Zhdanov
and Malenkov are closely associated with it. It has been clearly stated that the
object of that body and of Soviet and Communist poliey is to prevent the European
recovery program succeeding. I do not objeet to them coming to that conelusion
but because they came to that conclusion, I do not see why I should be a party
to keeping Europe in chaos and starvation. I cannot accept the proposition that
simply because the Cominform says it in their proposals, then everyone must
accept it. The fact is that there have been great political strikes in France.
Who disputes that they are behind them? The intention of the Soviets was to
anticipate the interim aid from America so that by the loss of production at
home American aid would be nullified That is not the way to express love of
one’s country and one’s own people.

FEuropean cooperation in recovery program.—Now for the steps we have taken in
connection with this European recovery program. As soon as I saw it I sub-
mitted it to my colleagues and we felt that there was an opportunity of really
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trying to get Europe on its feet. The House will agree that we acted with prompt-
ness in order to get it going; we had no ulterior motive at all and we did not intend
to attack anyone. I should like to congratulate the staffs of the various foreign
offices and governments for the magnificent way in which they worked on this
plan with vigor and agreement, which I think was amazing. When the plan was
completed United States officials were prompt to render the friendly aid promised
by Mr. Marshall. I should like to pay my tribute to everyone who worked for
the practical realization of the ideas expressed in Mr. Marshall’s Harvard speech.
The issue is now before the American Congress and I say no more about it than
that we in Europe are not holding baek, awaiting the decision of Congress. We
are doing our best individually and in cooperation to help one another. We
shall be able to do it still more when we know the final decision of the United
States Congress.

With all these influences, the London Conference was bound up in spite of what
was going on—on which our information was very good—I still went on arranging
for the London Conference. In November I confess that events were not en-
couraging, The flood of abuse against ourselves and the world by Mr. Vishinski
in New York was calculated to rouse tempers but I am glad to say it fell very flat
with no effect on public opinion anywhere outside the Soviet zone of influence.
We still went on trying to get the Conference on a proper basis as I reported to
the House before the recess but every day when there was a proposal discussed
and an effort made to reach a practical coneclusion we had to waste a whole day
listening to the abuse of the western powers. It is all very well but everyone in
this House is a public man. T ask each one here to try to imagine what it is like
to it there hour after hour and to have thrown at one almost every invective of
which one can think and not answer back. [ felt very often like the boy who
was asked what he would do if he were hit on the one cheek by his school teacher,
He said he would turn the other. His school teacher said, that is a good boy
Tommy, but supposing vou were hit on the other cheek, what then? The boy
replied, “then Heaven help him.” I must confess that I felt very much like the
schoolboy and we had to suppress our feelings.

Now we have to face a new situation. In this it is impossible to move as quickly
as we would wish. We are dealing with nations which are free to take their own
decisions. It is easy enough to draw up a blueprint for a united western Europe
and to construet neat-looking plans on paper. While I do not wish to disecourage
the work done by voluntary political organizations in advocating ambitious
schemes for European recovery, I must say that it is a much slower and harder
job to work out a practical program which takes into account the realities which
face us. and I am afraid that it will have to be done a step at a time. But surely
all these developments which I have been deseribing point to the conelusion that
the free nations of western Europe must now draw closely together. How muech
these countries have in common. Our sacrifices in the war, our hatred of injustice
and oppression, our party democracy, our striving for economiec rights, and our
econception and love of liberty are common among us all. Our British approach,
of which my right honorable friend the Prime Minister spoke recently, is based
on principles which also appeal deeply to the overwhelming mass of the peoples
of western Europe. I believe the time is ripe for a consolidation of western Europe.
First in this context we think of the people of France. Like all old friends we
have our differences from time to time, but I doubt whether ever before in our
history there has been so much underlying good will and respect between the two
peoples as now. We have a firm basis of cooperation in the Treaty of Dunkirk,
we are partners in the European recovery program and I would also remind the
House of the useful and practical work being done by the Anglo-French Economic
Committee. Through this Committee we have already succeeded in helping one
another in our economic difficulties, though at first to tell the truth neither of us
had very much with which to help the other. But it was useful and the work it
did was useful at a very eritical moment. We are not now proposing a formal
political union with France as has sometimes been suggested but we shall main-
tain the closest possible contact and work for ever closer unity between the two
nations,

Negotiations begin with Benelux.—The time has come to find ways and means
of developing our relations with the Benelux countries. I mean to begin talks
with those countries in close accord with our French allies, I have to inform the
House that vesterday our representatives in Brussels, The Hague, and Luxemburg
were instrueted to propose sueh talks in concert with their French colleagues.
I recall that after I signed the Dunkirk Treaty on my way through Brussels to
Moscow I was asked by a newspaper correspondent, “What about a treaty with
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other countries including Belgium?”? My reply was—I will quote it—“I hope
to sign a similar one with Belgium and with all our good neighbors in the West,.
The Labor Government will do everything possible to prevent misunderstandings
arising from which aggressions might result. You have suffered from two wars,
you have twice been occupied in two wars and England has twice had to fight
very hard. Great Britain is still conscious of the great role she has to play. She
will do everything possible to prevent s new conflict in the West whether it will
come from Germanyv or elsewhere.”

I hope that treaties will thus be signed with our near neighbors, the Benelux
countries, making with our treaty with France an important nucleus in western
Europe, but we have then to go beyond the ecircle of our immediate neighbors.
We shall have to consider the question of associating other historic members of
European civilization including the new Italy, in this great conception. Their
eventual participation is of course no less important than that of countries with
which, if only for geographical reasons, we must deal first. We are thinking now
of western Europe as a unit.

The nations of western Europe have already shown at the Paris Conference
dealing with the Marshall plan their capacity for working together quickly and
effectively. That is a good sign for the future. We shall do all we ean to foster
both the spirit and the machinery of cooperation. In this context I am glad to
be able to tell the House that as a practical immediate measure to make our
relations with western Europe closer, His Majesty’s Government are proposing
to relax the ban on tourist travel. I shall have more to say on this subject a
little later.

Britain cannot stand outside Europe—Our formal relations with the various
countries may differ, but between all there should be an effective understanding
bound together by common ideals for which the western powers have twice in
one generation shed their blood. If we are to preserve peace and our own safety
at the same time, we can only do so by the mobilization of such a moral and
material force as will create confidence and energy in the West and inspire respect
elsewhere, and this means that Britain cannot stand outside Europe and regard
her problems as quite separate from those of her European neighbors.

Now with regard to the tourist traffic. This is a step which we propose to
take pretty soon, I hope in the early summer, providing such arrangements can
be made without involving us in the expenditure of gold or dollars, and I believe
that this is possible to negotiate. In our view, a system can be worked out bi-
laterally with different countries which will enable a start to be made in the
early summer. We hope to be able to publish in March a list of countries to
which travel will be possible, and travel would then resume about 1st of May.
We are anxious to create conditions in which the peoples of the respective countries
can associate, and I know of nothing more important to serve this end than the
tourist traffic. I would like to make it clear that we are not doing this merely to
cater for people with lots of money. Adults will be allowed £35 and chilcll_'en
£25 per annum. In this connection, there are a number of organizations which
provide cheap holidays abroad. These organizations have handled thousands
of people and have rendered a great service in this field. I myself helped to
create the Workers Travel Association out of almost nothing, and in the progress
of years it has grown to handling the foreign travel of many thousands of people.
There is also the Polytechnic and many other bodies of a similar kind. 3

Therefore foreign travel is no longer a privilege of the few, it is the desire of
large numbers of people. We hope to allow this exchange to take place both
wavs at the earliest possible moment. :

Europe's potential resources—Perhaps I may now return to the subject of the
organization in respect of a western union. That is its right description. I
would emphasize that I am not concerned only with Europe as a geographical
conception. Europe has extended its influence throughout the world, and we
have to look further afield. In the first place, we turn our eyes to Africa, where
great responsibilities are shared by us with South Africa, France, Belgium, and
Portugal, and equally to all overseas territories, especailly of southeast Asia,
with which the Duteh are elosely concerned. The organization of western Europe
must be economically supported. That involves the closest possible collabora-
tion with the Commonwealth and with overseas territories, not only British but
French, Dutch, Belgain, and Portuguese. These overseas territories are large
primary producers, and their standard of life is evolving rapidly and is capable
of great development. They have raw materials, food, and resources which can
be turned to very great common advantage, both to the people of the territories
themselves, to Europe, and to the world as a whole. The other two great world
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powers, the United States and Soviet Russia, have tremendous resources. There
is no need of conflict with them in this matter at all. If western Europe is to
achieve its balance of payments and to get a world equilibrium, it is essential
that those resources should be developed and made available and the exchange
between them carried out in a correct and proper manner. There is no conflict
between the social and economie development of those overseas territories to the
advantage of their people, and their development as a source of supplies for
western Europe as a contributor, as I have indicated, so essential to the balance
of payments.

British colonial development.—What is to be the best method of dealing with
this matter? We have been considering and planning for the territories for which
we are responsible so as to establish, particularly out of our eapital production
year by year, and also out of our production of consumption goods, a proper pro-
portion in the right order of priorities to assist this development. Coincident
with that planning, welfare and cultural development are being pushed ahead
with great speed. Therefore, if we got the plan we intend to develop the economie
cooperation between western European countries step by step, to develop the
resources of the territories with which we are associated, to build them up on a
system of priorities which will produce the quickest, most effective, and most last-
ing results for the whole world. We hope that other countries with dependent
territories will do the same in association with us.

We shall, then bring together resources, manpower, organization, and oppor-
tunity for millions of peop.e. I would like to depict what it really involves in
terms of population whose standard of life can be lifted. We are bringing together
these tremendous resources, which stretch through Europe, the Middle East, and
Africa, to the Far East. In no case would it be an exclusive effort. It would
be done with the object of making the whole world richer and safer. We believe
there is an opportunity and that when it is studied there will be a willingness on
the part of our friends in the Commonwealth to cooperate with us in this great
effort.

Friendship with the Arabs.—In the Middle East we have pursued a similar
policy. We have a long-standing friendship with the Arabs. The develop-
ment of the Arab countries in the 30 years of their revived national independence
has been remarkable, and our own country has made a very good contribution
toward it. We shall continue these efforts of believing that a system of co-
operation in the economic and social fields may carry with it responsibility for
mufual defense on both sides. I have repeatedly said to representatives of
United States and of the Soviet Union that the Middle East is a vital factor in
world peace. In addition, it is a life line for the British Commonwealth. That
statement has never been challenged. I think it is accepted by all. It is in
that spirit that we have worked.

I think the House welcomes with me the recent treaty with Iraq, negotiated
and signed upon a basis of equality. There has been a lot of excitement in the
morning papers about the reactions to the treaty. There must have been some
misunderstanding in Bagdad, but the Iraq delegates should be able to remove
it upon their return. The Iraq Prime Minister, in a statement issued this morn-
ing, has said that that is his confident belief. Honorable members may not have
seen the statement, so I will, with the permission of the House, read it. It is as
follows: .

“‘Neither T nor the Iraq Prime Minister would have set our signatures to any
doeument, which ignored the aspirations of the people of Iraq. We assure our
Iraq friends that we intend to face the problems common to us, whether they are
problems of defense or of social and economic development. I hope that the
treaty, which has been worked out with such ecare, will serve as a model, when it
has been carefully studied, for other Middle East defense arrangements. I am
discussing the situation first with TransJordan, whose Prime Minister is coming
here to talk with us in a few days. The Emir Feisal will be here at the beginning
of next month, and we shall have a talk with him, and through him with his father,
King Idn Saud. I hope that other such talks will follow.”

I onght to say a word about Egypt, where a different. set of historical econditions
have to be taken into account. I want to get away from the atmosphere of past
disagreements and to concentrate upon what is mutually acceptable in the inter-
ests of both countries. I am not without hope of being able to do so at an early
date, but it mav take some little time.

UN leading to world understanding.—Now I turn to the United Nations. All
the steps T have mentioned, in the Middle East and in the western union, are in
keeping with the charter of the United Nations. When the ideological quarrel
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between the powers is set aside, and it will be sooner or later, and provided that
the will to peace takes its place, all the things of which I have spoken will fit into
a world pattern. They are all designed upon a regional basis to fit in with the
charter of the United Nations. It will be remembered that my right honorable
friend, the Minister of State, attended the General Assembly of the United Na-
tions in New York. He will deal with matters relating thereto in his speech, He
will deal also with any information that honorable members may want.

I have to confess however, that the United Nations up to now has been dis-
appointing, but it might have been under any circumstaneces, and it may be better
to have the disappointments in the beginning than to have the enthusiasm at the
start and the disappointments later on. In any ecase, I do not despair. There is
an enormous amount of work bemg done in the Umted Nations—economie, social,
cultural, and so on—all of which is leading to world understanding. At the same
time, the nations have collaborated in many fields, and they have collaborated a
good deal in the settlement of disputes—none of them major disputes, as we under-
stand them—and even in the Security Council itself there have been some very
good discussions and good decisions taken. It has achievements as well as failures,
but it is handicapped by this ideological thing that is constantly ecoming up, and
the extensive use of the veto which was never contemplated, I am quite sure, by
anyone who took part in its creation. There have been commissions in Greece
and Korea. The tasks are hard. There is one going to India and Pakistan now,
and I wish them well. At last the one in Indonesia seems at least to have created
a truce which may lead to a settlement and I express the hope that, notwithstand-
ing our disappointments at the beginning, the whole country will remain behind
it because we have to have some world organization in any case. We must try
to make it work if we can.

Tribute to great heart of United States.—Now I want to say a word about the
United States, which seems to be a sort of bogey in the minds of a good many
people. Even body has the idea that the United States has a great fund of dollars
which it is trying to hurl at every body for some ulterior motive. All I can say is
that if anybody follows the hearing in Congress to try to get these appropriations,
I do not think they bear that interpretation. They are a demoeratic country
trying to look where they are going and what responsibilities they are under-
taking. Our primary task, as I have said, is to build up with our friends in west-
ern Europe. We have to get resources together and repair a war-damaged
continent, and we have to carry out the development of these new resources
overseas. The United States and the countries of Latin America are clearly as
much a part of our common western civilization as are the nations of the British
Commonwealth. The power and resources of the United States—indeed, I
would say the power and resources of all the countries on the continent of America—
will be needed if we are to create a solid, stable, and healthy world.

When I speak of the United States, I am not thmkmg of the country misrepre-
sented in propaganda as a sort of bhx lock of Wall Street, but a young, vigorous,
democratic people. It is a country not only of great w ealth and great resources
but one whose people are moved by a good will and a gener rosity which many of
us in the Old World are apt to take for granted. American policy, like the policy
of all great countries, must have regard to American interests, lmt it has been so
often traduced as pllrel\ selfish that I think it is time to pay a tribute to the great
heart of the American people which found expression in the European recovery
program. I was quite convineed, and I am now, that there was no political motive
behind the Marshall offer other than the valuable human motive of helping,
Europe to help herself and so restore the economic and political health of this
world. It is of course an American interest but it is everybody’s interest, it is
not exclusively American. This does not make the offer less unselfish.

After relief—recovery.—If you take the sequence of events in the Unitéd States
from lease-lend in the war, and I ecannot let it go by though I have mentioned it
before, I think it is worth oallma. the attention of the House again to the tremen-
dous work in connection with UNRRA. What sort of E urope we should have had
without UNRRA 1 really do not know, it is too horrible to contemplate. [ think
it would have been swept with epidemics. Evervbody had a share of UNRRA,
including Soviet Russia and the eastern states—everybody—and it cost the
United States £675,000,000, Canada, £35,000,000, and it cost this country, even
in our impoverished condition, £155,000,000. It was an event which stemmed
the horrible disease we had fnlluwnu, the 1911 18 war which most have forgotten.
Therefore the European recovery program is a natural sequence in order to try to
help rebuild. Tt is true that the Americans are as realistic as we are. They see
the greatest dangers to world peace in economic chaos and starvation. It was the
argument used over and over again, that we mmade a mistake with Germany in
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leaving her in such depression that it allowed a Hitler to arise. The instinet is
that it is much better to spend money now on rebuilding a healthy and self-reliant
Europe than to wait for the devil of poverty and disease to ereate again conditions
making for war and dictatorship. It is sound sense and His Majestyv’s Govern-
ment weleomes it.

Neither can I see anything wrong in America insisting that the nations of
Europe should do everything in their power to put their house in order as a con-
dition of American aid. If we are to look for hidden political motives, than I
detect them muech more clearly behind the attempt to sabotage the Paris Con-
ference than behind the great Marshall offer.

Anglo-American partnership in Germany.—1 am afraid I am wearying the House,
but it is a very long subject (honorable members, “No.”) May I turn as quickly
as possible to Germany and German organization where we and America are in
partnership? In this connection I would like to call the attention of the House
to the conflict over the political organization of Germany which is bound up with
the zonal problem. We stand for a united Germany, not a dismembered or
divided Germany. We have been in favor of a centralized German Government
but not an over-centralized German Government that, in our view, could be a
danger to peace. On this, I believe, the Americans, the French, and ourselves,
despite slight differences between us, ean reconcile our views. On the other hand,
the Soviet Government are pressing for an over-centralized government, which we
know could be used in the same way to develop a one-party dictatorship as has
been done in the eastern European countries, and we cannot agree to it. It
became clear a yvear ago that Germany was to be made, as a result of the series
of disagreements between the great powers, a terrific financial liability on the
United States and ourselves. No food was to come from the East into the West,
no exchange, and hence the burden would fall upon our exchequers. I indicated
that we had to make it pay by hook or by erook. We really had to make our
zone go and take the liability off the taxpayvers here. Then the Americans offered
fusion of the two zones in 1946 and negotiations for the first fusion agreement then
took place in New York.

After the failure of the Moscow Conference I was pressed verv hard to agree
to some kind of parliamentary instrument in the bizonal area. I opposed it then
because I felt that if the step was taken it would mean probably the creation of
the final division of Germany and of Europe. We therefore kept our arrange-
ments to the economic field, While it is not bound to suceeed we have tried to
make this fusion work and work better by setting up an economie council. We
are still hopeful in Germany, and I hope I shall not be told I am too patient,
because I am not waiting, we are going on with the work. By taking the right
lines in our bizonal organization in Germany I believe that in the end we shall
achieve a proper organization of central Europe. We have to get the organization
on our own side efficient.

Trizonal talks.—Later in 1947 we proceeded with a new fusion agreement.
Now, as a result of talks between the American military governor and our military
governor we have improved, expanded, and extended the economic council on an
interim basis. But that is an interim matter and in a few weeks’ time it is intended
that the British, French, and Americans shall have an exchange of views on the
three zones as well as the two. Those talks will take place at a very early date.
What we have done up to now has been done as an interim arrangement,

Another big problem for Germany which we are still trying to deal with on a
four-power basis is currenecy reform, which is absolutely imperative but very
difficult to arrange. We are not going to assume that the four-power arrangement
is ended at all. We are going to make our three zones work economically in order
to take the load off our exchequer here. But we will go on to try to see whether
in the end we can make it work. The Germans have a part to play in this. After
all, the Germans are more responsible than anyone else in the world for the mess
the world is in and if they are to win the respect of the world again and come
back into the comity of nations they must work hard and act and administer their
deecisions; it cannot be given to them. I had a sense of disgust when I read of
German farmers holding back food from their own kith and kin, and I can assure
the House that the most resolute steps will be taken to put an end to that. But
we would like the German administration to whom we have handed powers to do
it, because it is important if confidence is to be established to see that it is done,
General Clay and General Robertson are to be congratulated on the work carried
on in the two zones.

When the Frankfurt agreement is completed, I will circulate it to Members of
f,g:e House so that they can see it in its detail and I will not weary the House with
it now.
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I must also say that in working for this Germany recovery we have to bear in
mind all the time the countries which have suffered from her attack rather than
put German recovery ahead of the recovery of those who were her vietims, and
this we shall continue to do. We are making trade agreements between Western
Germany and Eastern Europe. All kinds of steps are being taken to develop the
export trade and to put Germany back on her feet. But I must say once again
that if the German people are going to rely on us or act as if we are to feed them
all the time, they are suffering from a delusion. Germany must work and produce
like other countries. -

Mr. PickrHorN (Cambridge University). Would the right honorable gentleman
permit me—I am sorry to interrupt. I am not sure but I think he inadvertently
said “‘eastern Europe’ instead of “western Europe.”

Mr. Bevin. I said trade agreements had been made between western Germany
and eastern Europe. There have been agreements made with Poland and we
are going on with this policy which we think a right one to follow. We are doing
nothing to break down the contacts in spite of all the political difficulties. Time
will not permit me to go into all the difficulties associated with Germany and I
must leave it to my colleagues who will speak later.

Treaty for Austria.—We have persistently endeavored to make a treaty for
Austria. I cannot understand why a great nation of 200,000,000 people like
Soviet Russia should find it necessary to delay a settlement with a small country
of 7,000,000. Whatever the causes may be, I think this torturing of Austria
for all these years is really reprehensible. However at the end of the conference
there was a sign that there was a possibility of a settlement. I seized it at once
and referred it to the deputies and I have been promised a new Soviet proposal
in January. I hope they will do it and let us have a chance of settling the problem.

Conference on Japan.—One other matter I must mention in passing is Japan,
There is a conflict again here because it is desired by the Soviet that we should
refer the peace treaty to the Council of Foreign Ministers, not a very encouraging
prospect. Really it is very difficult to agree to it. Here are Australia, New
Zealand, India, Pakistan, Burma, and the the Netherlands, who were all in the
Japanese war from the very day of Pearl Harbor, and while I am ready to admit
that the maintenance of great Russian armies in the maritime provinces probably
had an effect before they came into the war, the actual time that Russia was in the
Japanese war was but a few days. Yet I am asked to agree that they should take
a predominant position over the allies who fought in the Japanese war all the
way through. Really we cannot expect people to accept that. What we pro-
pose is that the 13 or 14 countries which were involved should form the peace
conference. In this way I think we are more likely to clear up the far eastern
position and I hope the Soviet Government will see their way clear to accept it
and let us get on with the business of at least making one good peace treaty. That
of course includes the United States, Canada, and other countries.

Burma has already been debated in the House and our relations with Burma
now become the responsibility of the Foreign Office. We are looking after their
interests as well as those of the other Far Eastern countries by means of the system
which has been developed there.

The Foreign Office staffs so often get criticized and we are always supposed to
select the wrong people but I do not want to let this occasion pass without paying
a tribute to the staffs of that great office. Since the war the work has been terrific.
Recently, to give an example, with the break-down of convertibility practically
every agreement that we have made had to be changed before the ink was dry,
Otherwise there would have been no food and no exchange. I think the other
departments of state will agree that the magnificent way the ambassadors and their
staffs worked to prevent any serious disturbance, either in trade or exchange, as a
result of the difficulty entitles them to the praises I am giving. They had a very
difficult task and I am quite certain they will continue to serve with success. They
certainly deserve great credit.

Spiritual union—if not of all Europe, then of western Europe.—To conclude,
His Majesty’s Government have striven for the closer consolidation and economic
development and eventually for the spiritual unity of Europe as a whole, but, as |
have said, in eastern Europe we are presented with a fait accompli. No one there
is free to speak or think or to enter into trade or other arrangements of his own
free will. The sovereignty of the eastern European nations is handicapped.
What of the west? Neither we nor the United States nor France is going to ap-
proach western Europe on this basis. It is not in keeping with the spirit of western
civilization and if we are to have an organism in the west it must be a spiritual
union. While no doubt there must be treaties or at least understandings the union
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must primarily be a fusion derived from the basic freedoms and ethical principles
for which we all stand. It must be on terms of equality and it must contain all
the elements of freedom for which we all stand. It is the goal we are now trying
to reach. It cannot be written down in a rigid thesis or in a directive. It is more
of a brotherhood and less of a rigid system.

In spite of criticism leveled at her, Europe has done an amazing job since the
end of the war. One has to be conversant with it to understand just what it has
been like with all the economic confusion which was involved everywhere. The
countries of Europe are returning now to established law and order. There had
never been a war like this before. Never had it beeen so difficult to make peace.
It is not a question of sitting down together as it was at Versailles and then at the
end signing a treaty. This time it is systems, conceptions, and ideologies which
are in conflict. I do not want to take an irrevocable step which will make future
generations pay just because I was overanxious to gain a settlement for settle-
ment’s sake. This time it has to be a real settlement which lasts for a long time.

In this new settlement Germany, like all other European nations, must find
her place, but as I have said she must not come before her recent victims, As
other nations settle down, Germany can settle down but she must be prevented
from becoming aggressive again. We shall welcome her return as a democratic
nation. In all our efforts this is the objective for which we have been working but
I must repeat to the Germans that although I am not blaming the whole German
people, they were the great factor which brought the world to this condition.
They must realize that as a people they have got to work hard to get their own
country and the world back to a proper equilibrium. I have been glad to note
the growing realization of this fact among the Germans themselves.

Despite all the artificial barriers set up and the propaganda blared out, which
no doubt will increase after this debate, we shall pursue a course which will seek to
reunite Europe. If the present division of Europe continues it will be by the act
and the will of the Soviet Government, but such a division would be inconsistent
with the statements of the highest Soviet authorities and of Stalin himself. He
told Mr. Stassen in Moscow, last April that for collaboration it is not requisite
that people should have an identical system. Similar statements have been made
on other occasions. We have always tried and we are still trying to cooperate
with the peoples of eastern Europe on this basis although the activities of the
Cominform like those of its predecessor the Comintern afford the greatest
hindrance to mutual confidence and understanding. However, we shall not be
diverted by threats of propaganda or fifth-column methods from our aim of uniting
by trade, social, cultural, and all other contacts those nations of Europe and of the
world who are ready and able to cooperate. The speed of our recovery and the
success of our achievements will be the answer to all attempts to divide the
peoples of the world into hostile camps. I may claim for myself at least that my
whole life has been devoted to uniting people and not dividing them. This
remains my objective and purpose now. This is the object and purpose that His
Majesty’s Government, of which I am the instrument, seek to promote in dealing
with other countries.

(The foregoing verbatim text is cabled and consequently subject to correction.)

(This material is filed with the Department of Justice, where the required
registration statement of BIS under 56 Stat. 248-258 as an agency of the British
Government is available for inspection. Registration does not imply approval or
disapproval of this material by the United States Government.)

Mr. JarmMAN. In other words, as far as the United States is con-
cerned, I believe that had we not had UNRRA, this program, which
I think we must carry out in self-preservation if for no other reason,
would have cost as much as this program will cost, plus what we have
put into UNRRA?

Mr. Acaeson. I agree with you.

Mr. Jarnman. Thank you. That is all.

Chairman Earon. Mr. Jackson.

Mr. Jackson. Mr. Acheson, is it not true that generally speaking,
we are seeking to do with these 16 European countries, and through
almost exactly the same methods, so far as the economic rehabilitation
end of it is concerned, what we have been trying to do in Greece?
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Mr. AcuesoN. Noj; I think the problem is different in Europe than
1t is in Greece. The objective is perhaps the same, which is recovery,
but the situation is different.

In Greece, we have a country which was utterly torn to pieces during
the war, where it was extremely difficult to establish any sort of a
stable government, and where actual civil war was going on, which
civil war was instigated and aided by people from the outside.

You had very little to start with in Greece. In Greece, the Greek
Government needed both military assistance in order to suppress the
rebellion and safeguard its borders, and it needed economic help. In
the 16 countries with which we are dealing, we have governments which
are firmly established.

Mr. JacksoN. You mean the 15 and Greece.

Mr. Acueson. Fifteen and Greece, yes, sir. You have govern-
ments running all the way from the very strongly established and
solvent governments of Switzerland and Sweden, to governments
which are subjected to rather severe attacks from the left, as in Italy
and France.

But they are all established governments. There is no civil war.
There is no military problem. There is no current attack on their
borders, or current rebellion against the authority of the government.
The problem there is entirely economic, industrial, agricultural,
financial.

Mr. Jackson. Well, is it not true, Mr. Acheson, that had it not
been for this organized attack against the legal government of Greece
by less than 1 percent of the people of Greece, that we might by this
time have made substantial strides toward the rehabilitation of
Greece?

Mr. AcaEsoN. Yes; I think that is true.

Mr. Jackson. Well, is it not also the case that the minorities
currently attacking the Greek Government are fewer, numerically
speaking, than they are, for instance, in France and Italy?

Mr. AcaEsoN. A smaller percentage, you mean?

Mr. Jackson. That is right.

Mr. Acreson. I suppose there are a smaller percentage of guerrillas
in the hills than there are members of the Communist Party in those
two countries.

Of course, the members of the Communist Party are not yet in
the hills with rifles and we hope they will not be.

Mr. Jackson. We were told in Paris that there were 250,000
armed men in Paris—armed men of the left. If 18,000 can create the
furore and defeat the purposes of our program of aid to Greece, is it
not entirely likely that greatly increased numbers elsewhere could
also completely stall this program?

Mr. Acueson. I have no question about the fact that if there were
armed insurrection against any of these governments it would be a
difficult situation. 1 should imagine that the governments could
suppress it and would.

Mr. JacksoN. What should our position be in such a case?

Mr. AcuesoN. I beg your pardon?

Mr. Jackson. What should our position be in the case of armed
insurrection?

Mr. Acueson. I should suppose that, like sin, we would be against it.
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Mr. Jackson. Would that be sufficient, to be against it, and see it
entirely fail, see the program fail entirely, because we were opposed
to it, as we are opposed to sin?

Mr. AcHEsON. Are you getting at whether the United States should
take military action?

Mr. JacksoN. Should we implement these programs, if it became
necessary, in the face of armed aggression by minorities?

Mr. Acaeson. Well, I would not feel competent to speculate on
what we ought to do. 1 have not the faintest doubt that if you do
get the kind of coup d’état which will occur if we do not have this
program, that the United States will be faced with some pretty serious
situations.

Mr. JacksoN. I do not think there is any question about that. I
am going further and assuming it happens in the face of what we plan
to do, because the situation in Greece has been going backward, and
mstead of achieving the stability we had all hoped for—and I speak
as a person who supported the relief bill, supported the Greek-Turkish
aid and so forth

Mr. Acaeson. Yes, I know.

Mr. JacksoN. But many of us are concerned with the very real
problem, and the very real probability that there will be organized
attacks, possibly in the form of armed attacks, against the purposes of
this plan.

Mr. Acaeson. I should think that if you were estimating the possi-
bilities, there is a much decreased possibility that there will be any
armed attack or civil war in the 16 countries if this recovery program
goes through than there is that there would be such an attack if the
program does not go through.

I know you are agreeing with me. You are saying, granted that
that is the case, but what should we do if that more remote possibility
comes to fruition and there is an attack. Well, I suppose we would
help in any appropriate way to support the authority of the Govern-
ment.

Mr. JacksoNn. Thank you very much, Mr. Acheson.

Chairman EaTon. Are there any other questions?

Mr. MaxsFIELp. Mr. Acheson, in connection with the Marshall pro-
posal, we hear now and again from different sources that it will be
inflationary as far as our own economy is concerned, and I am prone
to agree with that statement, despite the fact that insofar as our
grains and other products are concerned, the Secretary of Agriculture
has said that that need not be inflationary.

But suppose we have no European recovery plan? Is it not your
opinion that under the process now in effect, inflation will continue in
this country?

Mr. AcuesonN. Well, yes, I entirely agree with that view. What is
causing an increase in prices in the United States, as elsewhere, is
excess of purchasing power over available goods.

Now, that purchasing power is created by our own tremendous
internal activity. We have more investment, more employment than
we have ever had in the history of the United States.

We have tremendous amounts of money which are available for
purchase.

Now, the European recovery program is a very small part of that.
A very small part indeed. Probably 2% percent—something of that
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sort. Now, one may argue, is it not the 2% percent which causes the
trouble? Then you say, what is 2% percent? Why do you have to
pick this 2} percent out as the part which causes the trouble rather
than some other element of purchasing power?

So far as this tending to bring about inflation is concerned, I suppose
anything which increases purchasing power tends to do that. The
purchasing power would exist whether you have this program or not.
The only effect of it is that this withdraws some goods from the United
States. Are those goods such as would otherwise be bought? They
are, yes. To thatextentithas that effect.

You bave to choose between whether you think that is a detri-
mental result so serious that the United States should allow its most
fundamental considerations of security, the only hope of developing
any collective security through the United States, to go glimmering?

Mr. MansrFIELD. In my opinion, the political aspect of this proposed
legislation is the most important by far, but if there were no ERP,
would it not be logical to assume that the net result would be, instead
of finding markets to get rid of our surpluses, and at the same time
putting those countries where those markets are on a sound, stabilized
basis, that those surpluses would pile up in this country and the
result might be that we would have a very severe deflation, unemploy-
ment and all its concomitant ills?

Mr. Acneson. I think that tendency exists, of course. I do not
think that this program needs to be justified, or ought to be justified,
as a way of getting rid of something we do not want. I do not believe
that is correct. 1 think it is true that if you allow the catastrophe to
happen to the world which will happen if these 16 countries really
collapse from an economic point of view, that over a period of years
we will be in a highly unfavorable situation economically.

Mr. Man~sriewp. That is right. Now, as you see it, Mr. Acheson,
what are the alternatives, if this proposal does not go through?

Mr. Acaeson. I spoke about that for a little while yesterday. It
seems to me that we are faced here with a decision which is perhaps
the most important since the great decisions of the war, that this
country has ever had. It is probably a decision that we will not
have an opportunity to make again. I do not think the chance of
rescuing western Europe is going to be offered to us again.

That raises the question of what is the significance of western
Europe in terms of American security, and American well-being in
the world. I believe it is quite vital. I think we are at a turning
point, whence we may go to increasing friction and difficulty with the
Soviet Union. We may go in a direction in which the tremendous
resources of western Europe—which is the second greatest workshop
of the world—the skill and industry of 270 million people, has a great
chance of being included in a closed system, which will end irretriev-
ably in hostility to us.

On the other hand, if we take a firm attitude here, and make it
perfectly clear that we are doing our utmost to restore stability and
strength to western Europe, I believe, as I said yesterday, that that
strength and stability will be restored, that the Soviet Union, with
complete realism, will adjust itself to it, that friction in Europe will
decrease rather than increase between us, and that many outstanding
issues between the Soviet Union and ourselves which now appear to
be insoluble, can be solved.
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The great danger which exists between us and the Soviet Union
is in allowing situations of weakness and vacuum to occur in the world
and not by pressing forward resolutely to restore strength to those
areas.

Mr. MansFieLp. Would you say, Mr. Acheson, that if this program
did not go into effect, that you would see in the immediate future a
decided increase in state-controlled economies throuchout all of
western Europe? b

Mr. Acueson. That would have to be. There would be no other
alternative. Because the fundamental situation in western Europe
is that you have a great many more people than can live on the
indigenous resources of that area. They can only live by bringing in
goods, creating manufactured articles out of them, selling those
abroad and then buying more.

Now, if that process 1s made impossible, then the only way in which
more people can continue in a state of some sort of order, in an area
where they cannot all live, is to have some group impose on them,
dictatorial regimes. That means that the dictatorial regime will select
those who are going to get the rough end, and perhaps end their lives.
It means that those regimes will have to look desperately for some sort
of connection to supplement the resourees they have. If they cannot
do it in this operation, in connection with the free world, they will have
to do it as Rumania, Bulgaria, Hungary, and Poland have had to do it,
by making closed deals with the Soviet Union, and getting some
articles for very excessive pay in manufactured goods, and so be
brought within the system and made part of it.

Mr. ManxsrFienp. That would tend to demolish the argument of some
of those opposed to this proposal to the effect that if this ERP goes
through, we will be helping governments which are socialistic, so-
called, and we will be furthering those particular types of governments.

It would appear to me, on the basis of your argument, and I agree
with it, that it might have perhaps the opposite result. Now, one
more thing. If this program does not go through, what do you think
would be our position from a military security point of view?

Mr. Acueson. I think it would be greatly weakened. In the first
place, I think that any development of the United Nations would be
definitely not only halted but frustrated and reversed.

We were saying yesterday that it is impossible to consider a United
Nations without Great Britain, France, Belgium, and Holland,
Sweden—that just would not exist.

If those people, and all their skill and strength and resources, were
included in a system which already has over 300,000,000 people in
it, and already extends from the Elbe to the Pacific, you fwould have
a colossal grouping of the human race and resources and skills, with
which you would have to be able to deal.

You micht also find that that great system opened on the Atlantic.
That. would be extremely difficult for us. The repercussions of that
in Asia and South America would be very great. I should not care
to contemplate the result of that.

Mr. MansFreLp. Mr. Acheson, what I am interested in and have
been interested in all the way through these proceedings is the basic
concepts which attach to this legislation insofar as it affects us. Am I
right in assuming that the failure of passage of such a program as
this is would mean that western Europe would be lost to the demo-
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cratic way by default, and through necessity would have to perhaps
turn in the other direction?

Mr. AcresoN. That would be my view, Mr. Congressman. It
would not happen overnight, but it would happen before very long.

Mr. MansrFieLp. Furthermore, if this program does not go through,
as contemplated, would it mean that we would have to spend the
proposed amount of $17,000,000,000 in building up the defenses of
our own country, and perhaps spend a great many billions of dollars
more in takirg care of our own security in a military sense?

Mr. AcuesoN. Yes; 1 think it would mean that and I think it
might mean things even more serious than the spending of money.
I think it might have far-reaching effects on our whole life, both
physically and in the institutions we have.

I think if we were faced with the possibility of trouble with an
organization as vast as the one I have described, wisdom would
dictate that you must do quite a lot with the industrial organization
of this country, because it would be very vulnerable as it is now located
in large centers,

I think our institutions would be under very great strain to main-
tain the liberties and freedom which we have, in a system in which we
would have to devote so much of our time in dealing with fears.

Mr. MansrieLp. Thank you.

Chairman Eaton. Mr. K{'e

Mr. Kee. Mr. Acheson, speaking at least for the older members in
point of service on this committee, I know that we are all very happy
to have you here with us again.

Mr. Acreson. Thank you.

Mr. KeE. It reminds us very much of old times when you helped
us in the consideration of quite a number of the very important
measures down through the years.

Referring to Mr. Jackson’s expressed fear as to possible insurrec-
tion and trouble in the participating countries, it has always been my
impression that this program, that one of the objectives of this
program, really, is to prevent unrest and dissatisfaction and possible
internal disorders in these countries.

Is that not correct?

Mr. AcuesoN. Yes, sir; that is correct.

Mr. Kege. That is all; thank you.

Mr. JacksoNn. Mr. Chairman.

Mr. LopGe. Mr. Chairman, may I ask a few questions?

Mr. AcuesoN. I do not think Mr. Jackson differs with that at all.

Mr. Jackson. Not at all.

Chairman EaTon. Mr. Lodge.

Mr. LopGe. Mr. Acheson, I direct your attention to page 9 of
your statement, in which you indicate that these countries must
increase their exports anywhere from two-thirds to doubling them.

I believe you mean over prewar exports?

Mr. AcaEsON. Yes, sir; by volume.

Mr. Lopce. That suggests two questions, in my mind.

First, is it possible for them to do that with this aid we are giving
them? Do you think that is actually possible?

Mr. Acueson. The Paris report believes that by 1951 they can
raise their exports to between 10 and 11 billion dollars of 1951 value.
Now, their exports in 1938 were $4,600,000,000, which was at 193%
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values, and that is roughly $8,500,000,000, something of that sort.
It 1s 80 percent increase.

Mr. Acueson. I believe, sir, they can do what the Paris report
indichtes by 1951. Now, I pointed out the other day that unless
currencies are convertible by 1951, they still have not achieved
balance, because the Paris report indicates that there would be a
dollar deficit of 3% billion dollars, and a sterling plus at about 1%
billion dollars.

So that they would be in the neighborhood of $1 billion in the hole.

Now, in the event currencies are convertible, they can handle that.
If they are not, they would have to immediately increase their exports
still more, so that they would have to be up to the neighborhood of
$13,000,000,000 of 1951 value.

That is a very strenuous effort. Whether they can do it as fast
as that, I would not be willing to say.

Mr. Lopge. The other matter that this question raises is that most
of these exports will comeé into America. There are other countries,
of course, but there will be an increase of imports into this country.

Mr. AcresoN. There will be an increase, but I should not say
that most of them would come here. Most of them—we hope a very
large part—will go to southeast Asia. Before the war, over a billion
dollars of exports went to southeast Asia. Now practically none
go there.

Before the war, a very large amount of western European exports
went to eastern Europe. That is one of the most hopeful develop-
ments.

Mr. Lopge. That is a potential market?

Mr. Acueson. Well, 1t was an existing market before the war.
Now it is a potential market.

Mr. LopGE. Yes.

Mr. AcresoN. There is some—it is quite substantial—trade be-
tween eastern and western Europe at the present time. It seems
to me that one of the great hopes of bringing about some change in
stability in Europe is doing everything we can to encourage that
trend. The eastern countries of FKurope need it and want it very
badly. They are discouraged, of course, by pressure from the Soviet
Union. But I think it does not do any harm to encourage that con-
flict of interests as much as possible.

There will be & very considerable increase in western European
exports to South American countries, which need these exports very
much, and used to have them. But there will be—I hope there will
be—a substantial increase into the United States as well.

Mr. Lopae. Would that increase into the United States be competi-
tive with our industries here, to such an extent, I mean, as to harm
our economy?

Mr. Acueson. I do not thirk it would. Many of the imports will
be of materials as to which we nave a deficiency. So that will com-
plement and not interfere with our economy.

Some will be of the types of zoods which we do not manufacture to
any great extent—high-grade textiles, for instance, which are not
manufactured to any large degree in the United States, and things of
that sort.

There will be some goods which are competitive. At the present
time, certainly, we have such a shortage of goods that it is not really
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a matter of competition. I think that the American industries can
go ahead supplying everything they have and there still is a demand
to be filled.

Mr. LopGe. But this is 4 or 5 years from now.

Mr. AcaesoN. Five years from now the situation might be different
but I should hope not. I should hope that the degree of prosperity
which we have in this country will not decline.

Chairman Eaton. The Chair would like to make a statement, if it
1s agreeable to the committee.

Mr. Elliott Wadsworth is here. I wanted to put him on yesterday,
but it was impossible. As you know, he was the head of the Red
Cross during the war and he is now with the International Chamber
of Commerce. I wasw ondering if we could finish Mr. Acheson, close
the questioning of Mr, Acheson at half past 11 and give Mr. Wads-
worth a half hour?

Mr. Javits. Mr. Chairman, could I have about 3 minutes at the
proper time?

Chairman Eaton. Yes.

How long would you want, Mr. Wadsworth?

STATEMENT OF ELLIOTT WADSWORTH, OF THE
INTERNATIONAL CHAMBER OF COMMERCE

Mr. Wapsworta. Not very much, Mr. Chairman. I have been
listening to these hearings with a trreat deal of interest and it reminds
me so much of ! my Red Cross experience which began with running
the Red Cross in the First World War. I would like to express some
views.

In the first place, I think this perhaps is very well worth while, and
I hope the money will be provided.

In the second place, I think, from what we have had happen in the
Red Cross for the last 25 or 30 years, and all this.emergency relief,
foreign relief, that the men that go with the money are really more
important than the money.

That is, if a commission of imaginative, active, strenuous men goes
into these countries, with this money behind Lhom they can do a
great deal to pick up the economies of these (Ollntll@b, and as Mr.
Acheson said, that is what the idea is.

The things ‘that will be done in each country will differ tremendously.
I am not saying that the Red Cross ought to do this. It is the last
thing in the world that they ought to do. Some of your witnesses
hmo suggested that the International Red Cross ought to do it.

Of course, they are not equipped in any way to ‘do it. They are
just a small committee, in Geneva.

But when the First World War came on I was chairman of the
Red Cross, and the public handed us about $115,000,000, collected in
a campaign, and said, “With this money will you plcacm o0 out and
do everything you can for the Army and the Navy, and to uphold
the morale of the Allies?”

We set up a commissioner for Europe, and then a commissioner in
each country, and they came back with recommendations as to what
should be done.

They might want trucks in one place, serums in another, food in
another—but anything that filled in some local need. All of a sudden
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they found themselves with a need for equipment to supply the bottle-
necks developing and that did have a tremendous effect on the morale
of these countries.

These people would go in to handle the money. My other point
would be that they should be just as free as possible. No restrictions.
I'hey would be entitled to go mn and do whatever they could for Italy,
France, Belgium, or whatever the country might be, and not try to
bring any money. bacl\, not try to make any Imnq not try to come back
with stock piling, or anything—just get these countries on their feet.
If you get them on their feet, as has been suggested quite often here,
they will be good countries again, and which means they will do a gr cat
deal of business with us and with the world at large.

Those were the two particular points that I “wanted to express,
Mr, Chairman. I hope there will be no restrictions in this bill of any
kind. I do not want to keep bringing up the Red Cross, but it has
been running for 30 or 40 years—it is completvly m(lopvmlont, except
that the President appoints the chairman. Six departments of the
Government were represented on the committee, so that gave us a
tie-in to each department, and the other 12 members were elected.
[he point was the chairman was the dictator. He can do anything.
But he is appointed by the President, he keeps in touch with the
President; often he has the Secretary of State on the committee—
at least the Under Secretary—and the broad policies are decided, but
the Red Cross operates without any control from anyone at all.

I would think that some such set-up as that, for the commission
that is going to handle vast sums of money, would be essential.

They are going to have to move fast, just as fast as they possibly
can.,

This is an adventure, and as has been often said, it is an investment,
not without risk. Certainly there is plenty of risk, and nobody knows
whether this money will pick these countries up, or whether they
would pick themselves up if we just left them alone. But I just want
to say, Mr. Chairman, that it is a great adventure for the United
States. It is worth the money, if the money i1s handled right. If it
is not handled well, aggressively, quickly, energetically, I do not
think the money by itself will acc omplish very much.

Chairman Earon. Thank you, Mr. Wadsworth. Now, Mr.
Mundt.
FURTHER STATEMENT OF DEAN ACHESON

Mr. Munpr. I will direct my questions to Mr. Acheson because it
has been so long since 1 have heard him respond, and he responds so
well. I am pleased to note that he has not lost any of his diplomatic
suavity.

[ would like to get your reaction to a feeling which I have which
i8 contrary, I am afraid, to what the gentleman who has just testified
said.

I do not want this Administration to be run by a dictator. I want
this whole program to make dictators unpopular, wherever they are.
I do not even want it to be run by one party. I want it to be an
American adventure, an American project, in which the whole Ameri-
can population inc 1‘0as111trlv has confidence and which the Europeans
feel 1s an American program, so that if there comes a change in ad-
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ministration there will be no indication that the program is going to
stop and dry up because of that.

For all of those reasons I feel that somewhere in this program there
should be a Board of Directors, on which there would be bipartisan
representation, and that this Board of Directors shall serve as con-
selors or advisers and work with the Administrator much as the board
of directors of a bank works with the president of a bank.

If you do not feel that way about it you must have some good
reasons for disagreeing and I would like to have them.

Chairman Eaton. Before the gentleman answers that, would you
permit me, as chairman, to ask you a question, Mr. Mundt?

The Board of Directors would be appointed from both parties.
Would that Board of Directors do better if it were composed of busi-
nessmen, regardless of their politics?

Mr. Munpr. I think the first part of that is certainly true. I think
it would do better if it . were composed of businessmen. I do not think
you can find good businessmen who are not interested in politics
nowadays.

Chairman Earon. Very well. Mr. Acheson, you may answer the
question.

Mr. AcresoN. I think we went over this question this morning, but
I will go over it again.

I was reporting on the studies of the Brookings Institution, which
seemed to me a very good solution of the organizational problem. It
was pointed out that one of the first recommendations of the Brookings
Institution was that a separate agency should be created. With that
I believe there is very little difference of view anywhere.

Mr. Munpt. By “separate” do you mean outside the State Depart-
ment?

Mr. AcaEsoN. Yes. The Brookings Institution makes a distinction
between an independent agency, which runs itself, and one which is
separate from other organizations in the executive branch.

The Brookings Institution points out that this activity is an activity
of the executive branch of the Government. They believe that the
authority should be vested in a single administrator. They recom-
mend that he should have an advisory board which is appointed to
consult with him and should include representatives of industry, agri-
culture, finance, labor, and perhaps some other groups which should
be represented.

They do not believe that a board is a good instrument for carrying
out executive actions. With that I agree. 1 think a board has an
excellent place, in the field of Government, in dealing with legislative
matters—such as rate making. I think it has a place where you have
adjudicatory actions, such as decisions of cases. I do not think it
works very successfully as an executive agency. Therefore, I am in
favor of vesting the authority in a single person.

There are more than business considerations involved in the admin-
istration of this program. There are very important business con-
siderations, it is true. But there are also others. There are impor-
tant considerations of foreign policy and there are considerations
dealing with the internal policy of the United States.

All of those can be better represented through the participation of
the various agencies of the United States Government which are
charged with the responsibility for the internal economy—transpor-
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tation, ocean transportation, agricultural purchases, and so forth—
than could be done by a board of directors.

That briefly sums it up.

Mr. Munbpr. Except that you have not gotten to my question yet,
which deals with the bipartisan aspect.

Mr. Acaeson. When you come to the bipartisan part of it I think
we want to stop and consider very carefully what we mean. So far
as the constitutional practice of the United States is concerned, the
execution of laws is placed under the President. There can only be
one man who is President. As far as I recall, the last bipartisan
President was John Quincy Adams, who was elected on both tickets.
You cannot split a man. He has to be an individual.

To take this part of executing the laws of the United States out of
the administration, it seems to me, would be very unwise indeed.
I do not think you would achieve the purpose you have in mind by
having a board, even one in which the politics of the members are
equally balanced. A board has to vote. A board has to discuss and
reach conclusions. I think those conclusions are better carried out
by having the Congress put in the legislation what it wants to achieve,
and the conditions and terms under which it wants to achieve it, and
then having the President, whoever he may be, act in accordance
with our constitutional system which has, in this respect, I think,
operated satisfactorily for 150 years.

Mr. Munpr. For 6 years, Mr. Acheson, I served on a board such
as I have in mind for this task—the Game and Fish Commission
of South Dakota. There are three Republicans and three Democrats
and a director, and we never made a political decision. Every decision
had to be made in the interests of conservation because we had to
have a vote of four, which means a bipartisan decision. We had to
have a project decided on its merits.

I do not think that you are departing at all from the American
system of economic administration when you have a board of directors
working with an executive. The executive could be appointed, and
probably should, by the President. He would also select the board.
But he should select,§in my opinion, a board evenly divided between
the two major parties. He would select his executive without regard
to politics. He probably would select a Democrat, which would be
perfectly all right. But I do feel that in this great adventure, as it
has been called, there is room to recruit the best brains of the country,
and I would like to see the three best Democrats in this whole field—
industrial, labor, rehabilitation—and the three best Republicans in
the field set up as a board of directors to work with the man selected
by the President, which is in keeping with the constitutional aspect
you have pointed out.

Mr. AcuesoN. I have no objection to having the best people in
the world in the administration or on an advisory board to work
with this man. I think there are two things which I might amplify.

The decisions which are going to be made by this agency are not
decisions which are going to be aided very much by having representa-
tives of the American political parties consider.

For instance, one of the problems this administration has to decide
and act upon is how to create enough energy in Kurope to turn the
wheels of the railroads, which is going to increase production. That
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has nothing to do with Democratic or Republican politics or partisan-
ship in any way.

There are very serious problems as to whether you shall turn to
coal as the essential source of energy. And, if you do, whether you
will develop the German mines or the higher-cost and less-efficient
French mines. Also, to what extent you could get Polish coal in and
to what extent you might want to supplement that by petroleum.

On the other hand, it may be, from an engineering point of view,
that it is much cheaper and more effective to get energy from petro-
leum. If you take that course you immediately increase the refining
capacity of Europe and you would operate out of the middle eastern
oil-producing fields to produce more petroleum.

That is the type of question that will arise.

You will have questions about how you can get financial stability
m Kurope. Should the currencies be revalued in relation to one
another? Should you have an over-all look into the currencies of
Europe, or will you have to do it piecemeal? That does not have
anything to do with internal American political considerations.

In the second place, 1 think you will be disappointed if you believe
you can get very outstanding men to be on a board where six or
seven or eight people are going to vote on matters of this sort. I do
not see how any strong, vigorous executive people will want to do
that. You will have very, very great trouble in getting qualified
people to be the administrator in the United States and the special
ambassador abroad. I have had experience in trying to get outstand-
ing men out of industry or banking to take these jobs, and if you are
gomng to do that eight times, I just do not think you can achieve it.

Mr. Jarman. Will the gentleman yield momentarily?

Mr. Mu~xpr. Momentarily.

Mr. Jarman. I want to compare these great endeavors. What was
the appropriation this board had control of out in South Dakota?

Mr. Muxpr. We worked on the license fees. We did not have an
appropriation.

Mr. Jarman. Do you remember the approximate amount of it?

Mr. Muxpr. It was not quite as much as this astronomic figure we
are dealing with here. It was a Republican State, and we deal with
smaller ficures out there.

Mr. Jarman. How long was your tenure on that board?

Mr. MuxpT. Six years.

Mr. Jarman. It was not quite as urgent as this 15-month program.

Mr. MunpT. I have another line of questioning I would like to
pursue now.

As I understand it, your major reason for supporting this program—
and it certainly is mine—is that you feel that it will help curtail, or
maybe completely curtail, what you ence referred to very emphatic-
ally, I believe, as the ‘“aggressive expansionist program” of our
castern neighbor; is that correet?

Mr. Acauson. I should like to put it more positively. This is not
a negative attitude. I think that if you go forward with this program
you will restore the strength of western Europe. I think you will
pull western Europe together economically and you will give the
biggest spurt that possibly can be given to the political unification of
western Europe.

If you do that, and have a strong, vigorous, unified western Europe,
I think you change the whole aspect of the Soviet policy.
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Mr. Muxpr. Do you feel that this program per se, standing on its
own bottom and operating by itself, is sufficient to do that if you

get $6,800,000,000 and do nothmg else

Mr. ACHESON. Well, I suppose we would do everything we can to
assist it and help it in every possible way.

Mr. Munpr. Very good. Would you agree with me, then, that
one of the other thmO‘s we should do concuuentlv with this is to
move forward in developing a program whereby the United Nations
can operate effectively?

Mr. AcaesoN. Most assuredly.

Mr. Munpr. Along with it, would you have a vigorous information
program to explain our purpoqeq‘?

Mr. AcaesoNn. Certainly.

Mr. Muxpr. Would you agree, also, along with this, that there
should be a reappraisal of our entire export policy toward those
countries which have openly said that they are trying to defeat the
success of our program in these 16 nations? To me it just is not at
all consistent to be shipping things to countries who say, “We are
trying to defeat the success of your program in western. Europe.”
Helping those countries would be defeating our efforts in western
Europe.

Mr. AcuesoN. SBurely I think we should have a reappraisal. I
think that reappraisal has gone on for some time and 1s going on now.
I think 1t must be clear that you cannot have two 11100mmtent things
at the same time. You are not going to have a strong, vigourus
western Europe without a revival of trade between eastern and
western Europe. That is just quite impossible.

Mr. Munpr. At that pomnt, then, if the Soviets should decide that
they do not want to revive that trade, do you argue that our whole
program is doomed to failure?

Mr. Acaeson. No. I think the chances are very great that the
Soviet Union will not be able to stop the revival of that trade; and if
they exert pressure to do that they will gr outly strain their relations
with these countries.

Mr. Munpr. If you argue that we cannot have a revival of western
Europe without the revival of trade between East and West, you
argue that the Soviet Union can defeat our program if they elect to
do so. They have told the world that they elect to do so.

Mr. Acaeson. They have told the world that they do not want a
revlval of trade between eastern and western Europe.

Mr. Muxpr. They have told the world that they do not want this
program to succeed.

Mr. AcursonN. Yes; but this is not gomg to be decided on the basis
of dialectics in the Cominform. I am quite sure that the influence
of Russia and her satellites is directed to preventing the program from
going into effect.

Mr. Munpr. Or succeeding if it does go into effect.

Mr. Acuaeson. If it does go into effect you will have a great many
forces operating which I think should be stre ngthened, and that is the
intense desire of the countries of eastern ]uumpv to exchange goods
which they have for goods which they can get in western Europe and
cannot get anywhere else. There 18 a very strong pull, and one
which is going on at the present time, at the present moment, between
eastern and western Kurope.

George C. Marshall Foundation, Lexington, Virginia




746 FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

I think what you ought to do is do everything you can to increase
that. Insofar as the Russians attempt to prevent it, you are putting
a very great strain on Russian control in those eastern areas—a strain
which 1s too great for them.

I think their control will break down—which I think is to the good.

But I do not have any doubt in mind that you can’t in the lonw run,
have recovery in western Europe without this revival of trade.

Now, as to the alternative. You say you are strengthening eastern
Europe, and these people are hostile to us, and that is bad. The
alternative is turning the whole thi 1ng over to those people and incor-
porating all those people, with all their skills, resources, and manu-
facturing efforts, sooner or later, into this closed system, of the Soviet
Union.

That, I think, is a worse alternative, unless you continue to have the
thing dra 2 along in a sick state for years and years, in which case you
will have continued Russian pressure in eastern Europe which may,
at any moment, flare up into active hostilities.

Mr. Muw~pr. If I follow the logic of your argument, you disturb me
about the success of this program, because, if T understand what you
say, it is this: That this $6,800,000,000 prorrram cannot succeed in
western Europe without a substantial amount of trade between eastern
Europe and western Europe.

Mr. AcuesoN. I do not say that it cannot succeed, but I say that
unless that is recreated—that trade—then we have got to develop an
equivalent amount of the same type of trade somewhere else.

Mr. Munpr. That is saying something different from what I
understood you to say first.

Mr. Acaeson. Well, I do not know where you would do it. There-
fore, it is of the utmost importance—and if you read the Paris report
you will see that that is one of the premises of that report. This is
nothing new. This has been in the report since it was published last
September.

Mr. Lopge. I think this is a very interesting point, and I believe
that this trade with eastern Europe is a very important factor. The
thing that worries me is, What is to prevent Russia from draining off
the capital-goods smpluqm which we and the 16 pmtlupnimg nations
ship into eastern Europe? If they remain in eastern Europe, and
if there is a revival in western Europe, I can agree with you 100 per-
cent. The thing that worries me is the capacity of the Russians to
drain off those caplt‘ll goods which would, in the end, come in large
part from us.

Mr. AceEsoN. I do not know what you mean by the “capacity
of the Russians” to drain it off.

Mr. LopGe. The ability of the Russians to drain it off. Could they
drain it off?

Mr, AcuesoN. Not and have their system work at all. Trade, I
suppose, is the exchange of articles of comparable value. If there is
any magic by which the Russians could force western Europe to
manufacture goods and send them to them without any return, that
would be what you are talking about.

Mr. LopGe. Yes. I do not believe that is magic, Mr. Acheson.
I think they have done that already, as you have doubtless been
informed.

Mr. Acaeson. They have done that with western Europe?

Mr. Lopge. With eastern Europe.
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Mr. AcuesoN. Of course they have—because they have their
armies there.

Mr. Lopge. I am afraid I have not made my point clear. The point
I make is: If the capital goods surpluses go into eastern Europe in
exchange for agricultural surpluses, what 1s to prevent Russia from
draining those capital goods surpluses off?

Mr. AcaesoN. Mr. Lodge, I do not think I understand what you
mean by ‘““capital goods surpluses.” Do you mean goods or do you
mean machinery?

Mr. LopGe. I mean industrial products as opposed to agricultural
products, to use the term in the usual sense.

Mr. AcHEsON. You mean this: Suppose Bulgaria, for instance,
sells wheat to France and France sells them some trucks.

Mr. LopGe. Trucks which were manufactured, let us say, because
we sent them coal, spare parts, machine tools, and so forth.

Mr. AcuesoN. All right. The trucks are in Bulgaria. You say:
What is to prevent the Russians from just coming in and taking them?

Mr. Lopge. Yes.

Mr. AcaesoN. There is no physical force that will do that. But
what I am telling you, I think, is the most hopeful thing in the world.
If that kind of thing continues, then the Bulgarians are not going to
send any wheat to France. They are not going to do it just for fun.

Now, if the Russians want to send wheat in return for those trucks,
all right.

Mr. Lopge. In other words, we come down to the question of
whether they can, in fact, keep that ‘‘iron curtain” fast or can they
not. They will try to, but can they?

Mr. AcaesoN. That is right.

Mr. Lopge. Thank you very much.

Mr. MunpT. I think that is something we should explore carefully
to make sure that we do not project a program the defeat of which
we can make possible by an attitude on the part of the Soviets.

That is something that I have insisted on throughout—that this be
a comprehensive program. My criticism of the State Department is
that it relies too much on the $6,800,000,000 without doing the corol-
lary things, most of which I think you have mentioned today.

One other question on a different subject. I have a feeling that
if we got into this as a teamwork program—the 16 countries and us,
and perhaps Germany, which would make it 18—to revive and restore
their economy and rehabilitate their politics, or make possible a
foundation of politics over there which is stable, I wonder if you
would agree with me that it is only right and equitable that, as one
of the return considerations that we receive for our efforts, the coun-
tries can help make available to us such radio time as we might require
on state-owned radio stations to tell the people, in their own language
and on their own stations, why we are there and to do the thing that
Mr. Wadsworth so aptly described, namely, what our men, with our
money, are endeavoring to do to help them.

Mr. Acugeson. I have no objection whatever. In fact, I am en-
tirely in favor of the most appropriate and simple methods of getting
access to the means of telling the story in the countries involved.
If that is the best way, I agree with you.

Mr. Munpr. It would not cost us any additional money and it
certainly would be a very fine gesture of friendship and reciprocity
on their part.
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Mr. Acaeson. I think it would be infinitely better if they themselves
were to tell them what we are doing.

Mr. Muxpr. With a little nudging from us as to what they should
say, perhaps.

Mr. Acueson. If our own people, through our own broadecasting
system, were telling us something in the United States we would
believe it a great deal more than if some foreigner were telling us the
same thing.

Mr. Munpr. That is all.

Chairman Eaton. Mrs. Douglas.

Mrs. Doucras. Mr. Acheson, Mr. Lodge characterized as an inter-
esting thesis your statement on the trade situation between eastern
and western Kurope. It is not a thesis but a fact that there is trade
today between eastern and western Europe. Did not the Paris
Conference include trade between eastern and western Europe as a
necessary part of any rehabilitation program for Europe?

Mr. Lopce. Will the lady yield?

Mr. Acreson. What you said is true; yes.

Mrs. Dovucras. Yes, I yield.

Mr. Lopge. I should be delighted to take part in a discussion of
semantics with you at any time, but it seemed to me that it was a
thesis insofar as satisfactory trade relations had not yet been achieved
between eastern and western Europe because of the fact that western
Europe hasn’t sufficient capital goods surpluses and eastern Europe
hasn’t got sufficient agriculture surpluses.

If you believe that the trade already existing between eastern and
western Europe is satisfactory within the terms of ERP, then you
and I have entirely different hopes for this program. \Iy hope is
that it will go far beyond, and, insofar as it does, it constitutes a
thesis at this time.

Mrs. Doucras. I will not get into an argument with you because
we will just waste time. I am not talkmcr about satisfactory or
unsatisfactory trade relations. I am ti}.ll\mw about a fact which I
think we must have firmly in mind before we go to the floor of the
House. Suppose some Congressman on the floor asks, “What do you
mean, trade between eastern and western Europe? Do you mean we
are going to help those Communist countries? We won’t have
anything to do with it.” How can we answer intelligently if we do
not, have the full facts? That there is trade between eastern and
western Europe is a fact and not a thesis. I repeat that there is
today trade between eastern and western Europe.

Mr. Lopce. But relatively little trade.

Mrs. Dovucras. That is richt. But I think the average person in
the street does not realize that such trade exists.

Mr. Lopge. It is quite inadequate.

Mrs. Dovcras. I am not talking about adequate or inadequate
trade relations. I am saying that “there exists now trade between
eastern and western Europe, and I am also saying that in the Paris
report the 16 nations felt that recovery of Europe demanded a con-
tinuance of this trade. 1 think we must recognize existing trade
relations between eastern and western Europe before we go to the
floor of the House.

Mr. LopGe. Insofar as the program is concerned, it is a thesis;
msofar as it exists, it is a fact.

\
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Mrs. Dovcras. It would be tragic if at the eleventh hour we threw
the whole Marshall plan over because we suddenly discovered a fact
that should have been self-evident from the first. The Marshall
plan will certainly indirectly help Communist-dominated countries.
To abandon the program for this reason is to turn all Europe over lock,
stock, and barrel to the Communists. Mr. Acheson, you used the
figure of 2% percent for exports

Mr. AcuaesoN. No. I said what we are talking about, in the
European recovery program, is about 2% percent of the gTOss national
product of the United States.

Mrs. Dovaras. That whole 2% percent is not financed by our aid
program, is it?

Mr. Acaeson. Some of it is financed in other ways.

Mrs. DovGras. Yes. And by a natural flow of exports.

Mr. Acaeson. That is correct.

Mrs. Dovcras. Will you define a little more specifically what will
be the powers of the missions attached to the embassies working for
the aid program?

Mr. Acueson. Well, T suppose that what they will be chiefly
charged with doing is, in the first place, seeing what is being done in
the countries with the aid which we advanced under this program.
They will have to be reporting continually to the Administrator what
is happening in each one of the countries. They will also be reporting
on the degree of recovery, financial stability and intra- European
trade which is going on, The v will be the great source of getting all
sorts of information on the actual operation “of the program.

They may be required to take up with the countries certain things
which the Administrator thinks should be done. It may be that in
one country the Administrator will think that coal production is
lagging, that that ought to be stimulated. It may be that factories
cannot run because they are not getting enough power. Then, we
may be sending too much material for factories and not putting enough
emphasis on getting more power

Mrs. DoucrLas. Then they w 1]1 be technical men.

Mr. AcuesoN. They will be technical men in the very broadest
sense of the word; yes.

Mrs. DouGras. To get back to the board, in the administration
of the program, the Brookings Institute suggests that the Adminis-
trator work with the heads of the bureaus and governmental de-
partments.

Mr. Acaeson. Yes.

Mrs. Dovcras. If you replaced the heads of bureaus and govern-
mental agencies with a board made up of businessmen, w oul(l the v be
as well informed as to the availability of foods as the Secre tary of
Agriculture and his staff?

Mr. AcuEesox. They will have to go, in any event, to the depart-
ments of the Government which were dealing with these particular
subjects.

Mrs. Dovcras. What will happen if such a board of businessmen
outlines a program for the export of foods under the Marshall plan and
the Agriculture Department, when questioned, disagrees with their
figures? The Agriculture Department has one set of ficures and the
board of businessmen has another set of figures [n'm'itl(-cl by experts
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outside of Government. What will happen then? Will this make for
the harmonious and efficient administration of the Marshall plan?

Mr. AcHESON. You are creating a very serious problem if you have
a board. The action of a board is anonymous. A board can get all
the information that exists about a problem from the Department of
Agriculture or anyone else. Then the board votes. And the board
may vote 5 to 3 to do something contrary to all this information.
Nobody is responsible for that. Nobody is called up to explain why
they should do something which everybody in the Government has
salid 1s impossible.

The chairman says: “All I know is that the vote was 5 to 3 the other
way.” There is no one to assume the responsibility. This has
happened before. It is not merely theoretical.

Mrs. Douvcras. Europe recovered at a more rapid rate after this
war than after the last war?

Mr. AcuEsoN. Yes.

Mrs. Douveras. How much of that, would you say, was due to
UNRRA?

Mr. Acmeson. Well, UNRRA, with the other assistance which
came from the United States, was very largely responsible for it.

Mrs. Doucras. It has been mentioned here today that we must have
the support of the American people for this program if we are to con-
tinue and see it through to a successful conclusion.

Mr. Acaeson. That is correct. | ,

Mrs. Douveras. Then it is very dangerous to go around, for what-
ever reason, continually attacking UNRRA, would you not say?
Because the American people might well feel that if they had thrown
their money down a rathole with UNRRA then there would be no
hope of success with this program, which I think is the reaction of a
great many people in the country at this moment.

Mr. Acueson. I think it is a very great mistake to attack it un-
justifiably. If it did any things which were inefficient or erroneous,
I think those should be brought out.

Mrs. Dougras. This program, in your opinion, will not hurt the
United ?Nations, but indeed is essential if the United Nations is to
survive?

Mr. Acaeson. That is correct.

Mrs. DovGras. And it is not a United Nations problem because all
the nations of the world do not go into a single nation—into France
for instance—and help her work out a problem. She must work out
ber own problems. And we, unilaterally, are giving her the aid so
that she can work out her own problems and so that they can be a
member in good standing within the United Nations.

Mr. AcmesoN. That is true, Mrs. Douglas. The fundamental
problem here is that in order to furnish the necessary imports there
has to be financing, which can only be furnished by the United States
Congress. Therefore it is not anyone’s problem except that of the
United States Congress.

Mrs. Dovcras. Would you not say that in all our talk of commun-
ism, and the fear of Russia and what may lie ahead, we perhaps stress
too lightly the fact that even if Russia were our close friend in the
world at the moment and there were no fear of communism, we would
be still confronted with a world which has been shattered by war and a
world which must be repaired?
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Mr. AcaesoN. That is entirely true. The Russian attitude merely
makes it more urgent and more difficult.

Mrs. Doucras. More difficult, but we are still working out of the
war picture into a peace picture, and we are the only nation in the
world that can give the help needed at this time.

Mr. AcaesoN. I agree entirely.

Mrs. Douvgras. Thank you.

Chairman EaTox. Mr. Javits.

Mr. Javirs. Mr. Acheson, it 1s a fact—I assume we 2ll agree—
that the European recovery program will be made or unmaulv by the
technical skill of the people who administer it on the ground. Do we
agree on that?

“Mr. Acrrsox. That would be very important. I should hope
that, insofar as administration in Eumpe 1s concerned, there will be as
little as possible American administration. The actual translation of
goods into productive activity has to be done by the countries them-
selves.

Mr. Javirs. Well, this is essentially an engineering job, a job of
making production. We can agree on that.

Mr. Acarson. That is the ultimate goal. It has a ereat deal to
do with how you appeal to the people, and so forth, however.

Mr. Javits. Is it not a fact that the most successful agency which
was able to enlist the technical brains of trade and industry was the
War Production Board?

l’\II AcuesoN. I should say the War Department did a pretty good
job

Mr. Javrrs. Well, the WPB was the War Department’s arm.

Mr. AcuesoN. It was part of it.

Mr. Javits. Well, when we get to the grass-roots administration of
the European recovery pr Otrmm-—I am not talking about the high-
level policy—should we not fullow as closely as we can a proven model?

Mr. AcaesoN. If that is the model, we ought to follow it. I think
the job you have here is somewhat different to that which the War
Production Board was doing.

Mr. Javirs. Will you tell us why?

Mr. Acueson. The War Production Board did not have the job
of acquiring and shipping to the various parts of the world a whole
series of goods and determining what should or should not be done.
All of those things were done by what were called the claimant agencies.
The War Department developed what it needed to fizht the war.
The Navy Department developed what it needed to ficht the war.
All of those people carried on their operations with the factories that
were producing. The War Production Board was an agency to resolve
the conflicts when too many people wanted the same thing and also
to stimulate production.

Mzr. Javirs. That is it; to stimulate production, that is the fact.
Thank you very much.

Chairman Earon. We will recess until 2 o’clock.

Thank you very much, Mr. Acheson. We have enjoyed having
you with us.

Mr. AcaesonN. Thank you, sir.

(Whereupon, at 12:30 p. m., the committee recessed until 2 p. m.
the same day.)
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AFTERNOON SESSION

Chairman Earon. The committee will please come to order.

We have the very distinguished pleasure of welcoming as a witness
today Mr. Ma.t'ti){, Chairman of the Board of Directors of the Export-
Import Bank.

I will ask Mr. Martin to make his statement.

STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN,
BOARD OF DIRECTORS, EXPORT-IMPORT BANK

Mr. MarTiN. Mr. Chairman, in appearing before you to discuss
the European recovery program, I believe it appropriate for me to
indicate generally the function performed by the Export-Import
Bank in the past and the function it should perform under the pro-
gram which is now the subject of consideration by this committee.

The bank was created by the Government of the United States to
fill & need in the world of finance resulting from the lack of-adequate
private capital facilities for financing trade between the United States
and foreign countries.

From the time of its creation in 1934 until 1939, the bank operated
on a limited scale and its activities were, for the most part, confined
to short- and medium-term credits to finance the export of specific
industrial products or commodities.

With the advent of the European war, in 1939, the United States
Government was called upon by foreign governments, particularly
in Latin America, for financial assistance to support their economies.
Funds were voted the bank by the Congress for that purpose, and
from 1939 until the end of World War II the Bank extended a number
of direct Government long-term loans.

In July 1945, the Congress, anticipating the need of the war-torn
countries for emergency financial aid from the United States, enacted
the Export-Import Bank Act of 1945 and increased the bank’s lending
authority to $3,500,000,000.

In the hearings and debates on the bill at that time it was made
clear that the Congress expected the bank to aid in the reconstruction
and rehabilitation of the economies of war-devastated countries
through long-term reconstruction credits during the period between
the end of the war and the time when the International Bank for
Reconstruction and Development would commence operations.

Accordingly the bank, during the period from September, 1945,
until the latter part of 1946 authorized large long-term credits to the
Governments of France, Belgium, The Netherlands, Greece, Poland,
Norway, Denmark and Finland. Dollarwise, these loans constituted
the great bulk of the lending of the bank during this period.

After the International Bank had begun operations, the Board of
Directors of the Export-Import Bank moved to bring to an end the
program of large emergency reconstruction credits and to revert to
the bank’s more normal funetion of facilitating and financing Ameriean
foreign trade by short- and medium-term credits for specific purposes.
This action of the board wa . reported to the Congress in the published
semiannual report for the period ending December 31, 1946.

As events developed, however, the need of foreign governments for
financial assistance proved greater than had been foreseen; the Inter-
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national Bank was unable to assume the burden to the extent orig-
mally expected of it; and the Export-Import Bank found it impossible
to meet all demands made upon it for reconstruction assistance and
financial aid, either because of lack of funds or because the eredits
sought would not meet the standards set up by the Congress in the
Etport—lmpmt Bank Act of 1945.

The consequence has been that the Congress has had to vote addi-
tional funds for foreign aid and now is being called upon for still
more funds under the European recovery program which has been
submitted for its consideration. [

The program contemplates that assistance may be extended by
way of grants, cash payments, or credits. It is generally agreed that
the }prort Impo:t Bank is the agency thmnnh which the credits
under the program shall be extende d. Itisan agency which combines
financial, economie, and political elements essential to foreign lending
and 1s administered by a bipartisan board. Except for certain special-
1zed credits, it has pmfoumd, and is today performing, all foreign
lending in which the Government has vnfra'wd In its 14 years of
existence the bank has acquired wide experience in developing and
applymtr sound prineiples and practices in the consideration and
administration of foreign loans under widely diverse conditions.

With an agency nllvud\' in existence which has engaged in foreign
lending and which will continue to engage in foreign lending under
the E_\pm t-Import Bank Act of 1945, it would be most inadvisable
to create another agency performing like functions. 1 do not need
to describe to the members of this committee the confusion that
results and the duplication of efiorts involved 1n the case of two
governmental agencies operating in the same or similar field. 1
believe it suffices to say that all foreign lending should be centralized
in one agenecy of the Government.

Ac cvplmu ‘this thesis, the problem which confronts us in formulating
the foreign-aid program is to utilize the bank within the framework
of an over-all unified aid program. The necessity for an over-all
unified program is clear. There is no satisfactory or logical method
by which one is able to say in advance as to what amount of the total
aid extended should be by way of eredit and what amount by way
of grant. Nor is it feasible to determine in advance which products
or commodities should be furnished on grant and which on credit
terms. These and other considerations call for an over-all unified
program which is controlled and directed by one entity.

L believe that the administration program now before you, as pre-
sented in H, R. 4840 introduced by your esteemed chairman, Mr.
Eaton, achieves this end of utilizing the Export-Import. Bank within
the framework of an over-all unified program. By the provisions of
the bill, the Administrator in consultation with the National Advisory
Council would determine whether assistance is to be extended on
grant, cash payment, or credit terms. Then, and I now quote
from the bill:

When it is determined that assistance should be extended under the provisions
of this act on eredit terms, the Administrator shall allocate funds for the purpose
to the Export-Fmport Bank of Washington, which shall notwithstanding the
provisions of the Export-Import Bank Act of 1045 (59 Stat. 526), as amended,

make and administer the credit as directed, and on terms spec ifie d by the Ad-
ministrator in consultation with the said National Advisory Counecil.
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The bank, as the agent of the Administrator, would extend all
credits that are to be made under the program except possibly those
involving the sale of Government-owned property. The precise
manner in which the agency relationship between the Administrator
and the bank would function would depend, in the final analysis, on
the working arrangement that is established between the two agen-
cies. In the licht, however, of the avowed purpose of all concerned
that it is not intended to duplicate the facilities of existing Govern-
ment agencies, 1t 1s assumed that the Administrator would utilize
the services and facilities of the bank to the maximum extent consistent
with his statutory obligations.

The obligations of the Administrator under the bill with respect to
the making of credits are such as to permit him to consult and advise
with the bank from the time it is determined that a particular request
for assistance involves the possibility of a credit. It is to be expected
that the bank working directly with the Administrator or, in any
event, as a participant in the machinery of the National Advisory
Council, would actively participate in the analysis of a credit and the
determination of the terms on which it is ultimately to be established.

Likewise, in the administration of the credits, it is to be expected
that the bank would play a full role subject only to ultimate control
being retained by the Administrator so long as he has statutory exist-
ence. Thus, although there is no gainsaying the fact that the bank
would be functioning in purely an agency capacity under the program,
it is assumed that the role would be that of an active rather than a
passive agent.

I would like to interject a comment in my written statement to
the effect that in putting this sentence in we did it with full realization
that it would be possible to bypass the Export-Import Bank in this
operation, but it is assumed that the purposes and intention of the
act are clear and that the Administrator would be just as interested
in the success of this program as we would and that there would be
no attempt or point in his attempting to bypass the bank. We would
therefore be an active and not, as I say, passive agent in any sense
of the word.

There i1s no conflict in the dual function that the bank would per-
form for the duration of the European recovery program—that of
acting in an agency capacity under the program and of acting, at the
same time, in an independent capacity under the provisions of the
Export-Import Bank Act of 1945. Loans made by the bank as agent
for the Administrator would be so carried on the books of the bank
and loans made by the bank under the Export-Import Bank Act of
1945 would be carried as such type of loans.

If it be the decision of the Congress that there be an over-all unified
program, the board of directors of the Export-Import Bank believes
that the bank could appropriately and effectively contribute its
experience and facilities in an agency capacity for the lending activ-
ities—whatever may be the form and status of the entity created by
the Congress to control and direct the over-all program.

Chairman Eaton. Mr. Martin, we thank you for this very sugges-
tive statement of yours. -

Would you clear up now how your statement of the position of the
Export-Import Bank fits into the proposal of these two bills that are
now before us—the Herter bill and the administration bill? How is it
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going to work? Suppose Congress passes or authorizes an appropri-
ation of so many billions of dollars. Where will those billions be
placed for administration and use?

Mr. Marrin. Under the administration act, the Administrator will
take a look at the entire program and bring it to the attention of the
National Advisory Council. It is decided there that some portion of
the projected program for a given country could be made in the form
of a loan. I would like to point out that T would represent the bank
as a member of the National Advisory Council so I would be in on
that determination for the bank.

After a determination has been made that it would be a loan, the
Administrator, working in conjunction with the National Advisory
Council, would set the terms and conditions of the loan and the funds
would be allocated out of his appropriation to the Export-Import
Bank and set up on the books of the Export-Import Bank as an ERP
loan.

Chairman Earon. Both of these bills provide more or less for an
organization under the ERP called a council or board. How would
they function in relation to the National Advisory Council?

Mr. MarTiN. Under Mr. Herter’s bill, he has a larger national
advisory council, I take it, in the Foreign Aid Council which would
comprise the members of the EFRA plus the members of the National
Advisory Counecil and, I believe, one or two additional. But I assume
that that council would act in the same relationship to the program
that the National Advisory Council does now, although it would, if I
read his bill correctly, have a little broader authority than the present
National Advisory Council under the terms of the Bretton Woods
Agreement Act.

Chairman Earon. Mr. Herter is here himself. I was wondering
if the committee would permit Mr. Herter to ask a question at this
time in defense of his child.

Mr. HErTER. I did not want to interject myself into this at all. T
appreciate being given the privilege of listening.

Mr. MansFiELD. 1 so move that Mr. Herter be allowed to testify
as a witness.

Chairman Earon. If it is agreeable to the committee, all members
say ‘‘aye.’

(Chorus of ayes.)

Mr. Herrer. There 1s one question I would like to ask.

I take it that under either bill the Export-Import Bank would play
the role of being the lending authority. That is generally agreed, as
Mr. Martin has testified.

Chairman EaTon. The only lending authority.

Mr. HeErTER. In the case of the administration bill and the other
bill, sir, the determination of terms and conditions of a loan is made
by the administrator with the National Advisory Council. You, on
the other hand, are still bound, under the statute, to make loans which,
in your judgment, have a reasonable chance of repayment. And yet
an entirely outside body is going to tell you what the terms and condi-
tions of those loans should be. I wonder how you reconcile those two
things.

Mr. MarTin. Our approach to that has been the desirability of an
over-all unified program, and the problem that has bothered us is how
you make an evaluation of reasonable assurance of repayment when
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there are several factors moving forward at-the same time—relief,
grants-in-aid, loans, all made at the same time—assuming that this
program is going to move forward from the date that it is approved, if
it 1s approved, by the Congress.

If the relief goes forward satisfactorily, and the grants-in-aid go
forward satisfactorily, then the loan could legitimately be called a loan,
in our opinion. But if the relief breaks down, or the grant-in-aid
breaks down, then we question whether we would be justified in saying
that the third prong is a loan at all.

Mr. Herrer. But, yet, under the bill as drafted, you are required
to make that loan whether you want to make it or not. The funds
are given to you. You are required to make it. Yet there still
remains in the statute the provision that you can only make loans
if you think you have a reasonable chance of return.

Mr. MarTIN. The loan is not made under our statute. That is
waived entirely.

Mr. Herrer. That is waived entirely?

Mr. MarTin. That is correct.

Mr. HerTer. So that, in effect, you are really a servicing agency
for loans which you may or may not think are good loans.

Mr. MarTIiN. That 1s correct.

Chairman Eaton. Who would be responsible for making a bad
loan, Mr. Martin or Mr. Herter?

Mr. Marmin. I would like to let both of us out of that and blame it
on the Administrator.

Chairman Earon. Or on the Congress?

I think we will ask Mr. Jonkman to take over.

Mr. JonkmaN. Mr. Martin, what is the objection to handling it
on a business basis? For instance, let the Administrator handle
the grants-in-aid and when he comes to a situation where he thinks
they should not be grants-in-aid but should be a loan refer them to
you, to the Export-Import Bank. Then, if it is not fit for a loan,
you have a double check on that and it is sent back to him and he has
to give grants-in-aid. What is the objection to having loans handled
by a loan agency?

It has been explained here that you are not the loan agency under
any circumstances. It is camouflage to me. All you do is hand over
the money when they tell you to.

Mr. Marrin. There is an implication of what you say in that,
but the fact of the matter, from our point of view, is that the problem
we are facing is a fluid, flexible problem, and there are elements that
I have seen in the paper referred to in these hearings as ‘“‘imponder-
ables.”

[ come back to the only thinking that is clear to me in my own
mind—that the justification for having it all as a unified over-all
program is in the fact that there are contingent factors in making
these loans to the extent that you can make them loans.

Incidentally, I do not think very much of it, in my personal view,
can be in the form of loans. 1 think a great portion of it will have
to be grants-in-aid or straight relief.

To the extent that you can make it a loan, it is not a case of whether
you can build the foundation and then the first floor and then put
the loan on top. If you could do that it would be simple. But
here is a case where you have to build the first floor, the second floor,
and the third floor at the same time.
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I am using a sample of the approach that I have made to it in my
own thinking—that if we could do it step by step that point you hav
would be perfectly valid. If you have to do it as a c;xmultfmomm
operation there is a strong case that can be made that there is a por-
tion of the credit that can be made as a loan—probably should be a
loan. I feel quite sure that it should be made as a loan to the extent
that there 1s a chance of it being repaid, but only on the condition
that the first two of my three prongs are suc cessful, and you would
not know that until after the program is moving forward.

Therefore to put the responsibility on the board of the E xport-
Import Bank to assume that step 1 and step 2 are successful seems to
me to put the board of the bank in a poqitirm that is quite difficult.

Mr. JonkmaN. I do not follow you on that step 1 and step 2. I
do not see that it makes any material difference. Certainly the loans
that are contemplated under this act have not the characteristics of
loans or you could simply shove them into that category. If you
mean by step 1 and 2 that the country must have one or two grants-
in-aid before it gets sound enough for a loan, then all right. The
loan would not be in order until the Administrator had done his work
with grants-in-aid.

I just cannot see why we cannot have somewhat of a business
application of this thing so that when you are going to call part of it
loans they shall be loans instead of ulmmlﬂuo‘o(l orants-in-aid.

Do you not think that would be the sounder method, and if it were
the case of loans the Administrator would say, “I think you are in a
sufficiently sound condition, financially and what have you, to get a
loan. You make your application to the Export- lmpult Bank.”
If you turn them down it has to be a grant. But if he is going to pass
judgment on it and say, “This isn’t a good loan; you couldn’t oet bv
the E\port -Import Bank, but I will recommend you for a luan
what will you do?

Mr. MarTIN. I cannot say that that is not a way of doing 1t, and
I cannot say that the Export-Import Bank could not oper ate under
such a system. We would have to have additional capital, then,
for whatever portion might be loans.

Mr. JonkmAaN. Sure.

Mr. MarTIiN. Now, how you (lotmmino the amount of that capital
l‘i something that bothers us, also, in considering 1t—how we can tell

in advance what might be made as a loan at this st: wge of the game is
very difficult for us to see.

Mr. JonkmaN. The administration is estimating the loans will
constitute from 20 to 40 percent of the total amount. Why not give
you, the Export-Import Bank, an additional 2% billion or 3 billion
ﬂl]d then make this a straight grant proposition for the other 4 or

% billion, or whatever it may be?

Ml M ARTIN. That, unquestionably, could be done. But it would
just be taking an ar hltmrv ficure and assign it to the Export-Import

ank for loans and might H(‘ll()llHlV l]dlltll(“l]) the Administrator in
the problem that he will have of trying to utilize these funds as ex-
peditiously and as intelligently as possible.

Let me just try to give you my point of view on the problem that
the Administrator faces as compared to the problem of the Export-
]mport Bank 2 years ago, when we undertook this foreign lending
program—reconstruction l(‘ll(ll]l("—-])ll(}l to the time the International
Bank had come into existence.
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We then knew that there was a certain amount of physical recon-
struction that had to be done—what I called “clearing away the debris
of war.” Regardless of the balance-of-payments position of the indi-
vidual cnuntly and regardless of the normal factors that would be
taken into (onsulelatlon in considering a loan, it 1s very easy to see
that here is a plant that has been (leth‘OV(‘d—lt must be replaced.
Here is a community that is not working; you have got to get them
back to work and get them started.

Well, I think we have made amazing progress on that. 1 covered
all the major countries that we have made loans to this summer, as
everybody else did, and I was amazed at the success, it seemed to me,
of some of the reconstruction work that has been achieved.

Starting with the latter part of 1946 and the beginning of 1947, I
felt that the situation had changed, that the problem was not phvsm&l
reconstruction so much as it was financial and monetary reconstruc-
tion and the will to increase taxes and balance the budget and do the
other things.

There was additional reconstruction needed and additional fuel
needed because monetary factors cannot atone for the lack of vitality
in workers if they haven’t sufficient food to eat or for the lack of fuel
to make a plant operate, if it is set up to operate but has neither the
fuel nor the raw materials.

But apart from those things, which I considered to be relatively
minor at this stage of the program, the main thing is to get these
countries to help themselves through making it pos:.lble for them to
comprehensively balance their budgets out of this additional assist-
ance. This is the last chance they are going to have to balance their
budgets. If they do not do it this time I think they are in serious
trouble. I say the man who is tackling this needs as much support,
as much latitude, and as much autlmrltv as you gentlemen can see
fit to give so that he can move rapidly and ('Ol.lla("@()llblv and intelli-
0'entlv on all fronts to meet this problem, which is entirely different,
In my opinion, from the problem of physical reconstruction per se.

It 1s because of this point of view, and fully recognizing the merit
of your position of placing the Export-lmport Bank in the position
where we would have to say “No; we can’t do it,” yet, from the
standpoint of the Administrator, it might be desirable for him to say,
in a given situation, “I am (romtr to give you so much food; I am going
to give you so much in the way of raw nmtmmls but I am not going
to give you this, this, and this. I am going to set this up as a short-
term loan, and if you do not repay it in 90 (lav or 120 days I am going
to consider that you have failed in your program.” Or, “I am gouw
to make it a 1-year or a 2-year loan. We will review it mmtantly

That is the technique that I think would be desirable from the
standpoint of the Administrator.

Mr. Jongman. Would you add to that that if they do not make
good he could charge it off to grants?

Mr. Martin. He might decide to do that.

Mr. JoNKMAN. It must be within your program, if you say he is to
use 1t that way—and if they do not pay, then do that:

Mr. MarTiN. That would be his problem. How he would meet it,
Idonot know. He would have, under this bill, the authority to change
terms and conditions in the loans, of course, if he wanted to. I do not
think he would turn it into a grant. If he made it, I think he might
extend the terms or alter the terms.
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Mr. JonkMaN. But it is your impression, as a banker, that this
would be a better way to handle it under the bill than as I suggested,
and that is to make the loans exclusively under the jurisdiction of the
Export-Import Bank, looking at the objective of the program?

Mr. MagrTin. I have studied this question repeatedly and I have
come to the' conclusion that this would be the more desirable of the
two methods. :

I think it could work under either method. I believe there would
be less risk, from the standpoint of the Administrator and the problems
he might face, if it were done this way.

Mr. JongMAaN. Thank you, Mr. Martin. That is all, Mr.Chairman.

Chairman Eaton. Mr. Kee?

Mr. Kee. No questions, Mr. Chairman.

Chairman EaTon. Mrs. Bolton?

Mrs. Borrox. Mr. Martin, my colleagues have expressed our
pleasure at having you before us. I would like to add that we are
delichted to have you because there are practical questions needing
clarification that one puzzles over very much.

I do not know any economics except those I learned in my own
home, so I am perhaps asking kindergarten questions. But in study-
ing the whole set-up of the Export-Import Bank and the various
monetary set-ups, the relation of the currencies abroad, and now the
devaluation of the franc and the Jira and the effort on the part of
those countries to move toward the stabilization of currencies, com-
bined with the insistence on the part of some of the Members of the
House and some of the witnesses that until there would be stabilization
there is no hope of recovery and that we are just sinking money down
the drain and therefore one of the first steps must be efforts toward
stabilization, would you be good enough to explain a little bit what
the situation is in the matter of the pegging of the currency and this
Monetary Fund which, as I understand 1t, was set up to do this very
thing—stabilize currencies?

Mr. MarTiN. You have just had a good example of the problem in
the case of the franc. There is no way I can express it better than to
say that the monetary soundness starts from a balanced budget. It
starts from a balancing of supply and demand, either internally or
externally, in a way that the expenditures and receipts balance.

Now, most of the countries involved have had their situation un-
balanced today for a variety of reasons. We all are familiar with
the war, of course. We have been trying to fill in some of the devas-
tated areas from the outside. Now, the natural tendency, of course,
has been to live beyond their means. In living beyond their means
they have wanted to import items that they did not have from the
outside without correspondingly arranging for anything in their
budget to make the offset. They have made a certain degree of
progress in doing it. But there is a good deal of resistance. Internal
taxation is not easy to impose, the marshaling of securities is not easy
to achieve, and there is still an element where the law of supply and
demand with stable prices is not met. It is met from the outside.
You have what we call black markets and every other device to obtain
the goods.

Now, when that gets completely out of hand, and there is no bal-
ance on either side of the ledger, then you have a monetary instability
that grows worse because of lack of confidence on the part of the
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people. I go back to my elementary economics, that money is a
medium of exchanﬂ'e and a standard of value, and its basic ingredient
is confidence.

Now, outside of gold, there has been a flicht toward the dollar
because the dollar is the only means of obtaining this outside assist-
ance, and this disequilibrium in the balance of pavmunts has occurred
because there is a tendency to import more than they can possibly
export.

Mrs. Bovuron. Particularly with the france pegged?

Mr. MarriN. That is right. Now the first steps have been taken
toward correcting that 51tu‘1t10n

Mrs. BoLTon. By France.

Mr. MarTiN. By France and by Italy.

Mrs. Borron. May I interrupt and ask you whether, in view of
the fact that France has done that in spite of the regulations she agreed
to with the other nations, we are going to go alonn' as though she had
kept to the line? After all she has rather ]umpcd the gun; has she
not?

Mr. MarTin. Well, she has not acceded to the requirements of the
monetary fund.

Mrs. Borron. Is that because perhaps we should restudy the
monetary fund and make it a little more realistic?

Mr. Marrmin. Well, that is a difficult question to answer, Mrs.
Bolton. I am not really equipped to go into all the details of the
monetary fund. I think what we are saying, when we come up to
Congress for additional funds in the Marshall plan, is that there is
needed a reevaluation of the British loan, the Export-Import Bank
lending program, the International Monetary Fund, and the Inter-
national Bank.

Mrs. Bouron. That seems to me rather fundamental to the whole
Marshall plan because maybe we do not need so much of the Marshall
plan if we get straightened out in the way of currency. That is
what I hoped you would say.

Mr. MarTIN, I think rather the reverse is true. I think that with-
out the Marshall plan none of these things we have been discussing
can possibly succeed.

Mrs. Bouron. I understand what you mean and T am rather with
you because I have developed a fondness for the Marshall plan, not
necessarily as it is presented to us but as we hope it is to be effected.
Surely what France did when she devalued her franc has not been
destructive.

Mr. MarTiN. No; I would say that progress was made there. I
think the Monetary Fund had some real reason to quarrel with some
portion of the steps that France took, but I believe that the debate
that has occurred with respect to the action that was taken has been
beneficial to everybody involved and that after the first impact of it
the results may be considerably improved by the fact that a great
many countries thoroughly considered their currency problem, whether
we agree with the steps the French took or not. There was a lot of
intelligent work done with respect to currencies that I believe will
prove beneficial.

Mrs. Bouron. You are not afraid that it will upset the whole
sterling end of it at this point?

: \I{l MarriN. Only the future will tell that. - I question whether
1t wall,
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Mrs. BorTon. The sterling block, after all, does not necessarily
have a halo on it. It, too, might perhaps have a few things that
needed changing for the general welfare of the world.

Mr. MarTIN. I think that is right.

Mrs. Borron. I think the chairman is looking at me. My 5
minutes are up.

Chairman Eaton. Mr. Jarman?

Mr. JarMaN. Mr. Martin, you have referred several times to the
over-all, unified program. Do you mean, by that, those three prongs,
those three steps you spoke of?

Mr. MArTIN. Yes. That is just the convenient device I have of
thinking of it in my own mind.

Mr. JArmMAN. You said what?

Mr. Marmin. Relief, grants-in-aid, and loans being the parts of the
possible program.

Mr. JArRMAN. Bearing those three in mind, and refreshing our
memory on the basis of a business basis and your reference to holpmg
them help themselves and the gentlewoman from Ohio’s reference to
sinking money, it will probably be proposed, as usual, to reduce the
amount stipulated in this bill, which is $6,800,000.

Now, if it were reduced to $4,500,000,0(){) I think that would be about
two-thirds—not exactly, but approximately two-thirds. Would that
two-thirds accomplish two-thirds as much as the $6,008,000,000 will,
in your opinion?

Mr. MarTIN. I cannot answer that directly. The only comment
I can make on that is that I consider the amount of money involved
as capital for the program. 1 use this word “capital” not in a strict
sense but in the same sense that the $3,500,000,000 in the Export-
Import Bank is the operating fund-of the bank.

Now, in our operations we attempt to use as little of the money as
possible. We are not trying to get rid of the money of the Export-
Import Bank. If we reached a situation where we felt we needed
more capital, of course we would come to the Congress with it. But
if we have the program tied down so that we know that z amount is
for this country and z amount for that country, before we start,
there is no management judgment involved at all.

One of the thmrrs that worried me, looking at this question objec-
tively, has been that we ought not vompletr‘lv tie the hand of the
Administrator. The only anwser that I can give to your quvcaimn
directly is that it will depend upon the Administrator’s capacity and,
also, upon some of the conditions with which he is f‘uml.

If we have a much better winter, as we are having so far in Europe,
and an improving situation on the crop front all along the line, at
some point the bad luck turns, you know, and things can turn ve ry
quickly. But I think and I would say that the figure that we are
talking about here—which is obviously put toge ther on the basis of
the bLSt estimates that could be gathered in the time allotted— the
figure is one that was considered reasonable, from the standpoint of
capital, to give this individual to work with. Whether two-thirds of
it would do or not will depend on a great many factors outside the
control of the Administrator and, also, his skill and ability. It comes
back there to that question.

Mr. JarmaN. I never functioned 1 day in a bank in all my life.
But I regard this capital as you do. It is capital we propose to invest
in world salvation and the national security of this country.
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Now, back to your answer. I believe you expressed the opinion
that comparatively little of this finall y would be loaned. Am I correct?

Mr. MArTIN. You are correct, with this proviso: That as of today,
I am testifying. I think that this is a current situation, and condi-
tions could change.

Mr. JarmaN. Of course. What would you think of a purely relief
program for Europe—no reconstruction, just purely relief—as com-
paled with this program?

Mr. Marrin. Well, I do not think it would do more than prevent,
some of our friends from going over the precipice quite as rapidly as
they would otherwise. It would give them a little bit of a lease on
life. Then they would go down the hill, anyway.

Mr. JarmaN. In view of your 0p1n10n that comparatively little of
this will be loans, what else would $4,500,000,000 do besides provide
pure relief?

Mr. Magrrin. Well, that is the problem of the administrator.
There are degrees. 1If it is just food given to somebody and consumed,
that is one thmrr If it is raw materials that can be fed into a plant,
it may, as a O‘rant-in-aid, achieve purposes quite distinct from what
I call pure relief.

Mr. JArman. That is correct.

Mr. Marrin. We would get the plan to operate, you see. I realize
it is not very good, but I like my three-prong point. I like to think
that the combination of these and certain bold strokes—courageous
strokes that may be made in the early stage of this work, along with
possible improvement in the situation in the hands of others than
ourselves—might make it possible for a larger portion of this to be
loans, or some tvpe of loan.

Mr. Jarman. You would hate mightily to eliminate that long
prong, would you not?

Mr. Martin. I would, sir.

Mr. Jarman. If the leductmn of this amount by one-third were to
be had it would at least tend in that direction, would it not, because
relief in grants are going to come before the loans? Of course, they
are all unified. I agree with you. But if there has to be a chmce if
there is not enough money to go to the three prongs, would it not first
go to relief and crmnts~111—a1d‘?

Mr. MarTIN. That would certainly be the first tendency. In the
current situation it would be because, as I testified last spring, 1
think we have been exporting a great de al more than we are importing,
so that the general balance- of-p ayment situation does not favor lcmns

Mr. Jarman. Of course, it could but be a guess on either of our
parts, but if the amount should be reduced suillclentlv to eliminate
that third prong and all of the money appropriated w ould have to be
spent for relief and grants-in-aid, and assuming that two-thirds of the
amount is given, it woulrl not ‘lccomphqh two-thirds as much, would
it? 1 know there are a lot of “ifs” there, but my point'is if we just
fulmqh relief year after year and grants-in-aid, as we have been doing,
and do not start recovery by loans and other means, we would not
accomplish two-thirds as much as we would with the whole amount.

Mr. MarTIiN., I am not trying to evade your question, but I can
only answer it by coming back to the administration, I think the
administrator would have to determine. I believe he still might have
the three prongs with a smaller amount.

George C. Marshall Foundation, Lexington, Virginia




FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM 763

Mr. JarmaN. I thoroughly agree with your realization that the
administrator must determine—but what I am trying to get away
from i1s cutting the amount so we will just have a constant WPA,
European WPA program from here on out.

Mr. MarTiN. I do not want the amount cut at all.

Mr. JarmaN. Thank you.

Chairman Earon. Mr. Jarman, your discussion that two-thirds is
not as great as three-thirds runs counter to the most invincible faith
of the American people, namely, that the part is greater than the
whole. [Laughter.]

Chairman Earon. Mr. Smith.

Mr. Smita. On page 2 of your testimony, you call attention to the
fact that from 1945 until the end of 1946 the bank had authorized
large long-term credits to certain governments. Now, you have
just stated in response to a question from Mr. Jarman that you think
the whole amount should be authorized. My question is how long
can we continue this sort of operation? I think that is the question
the American people are asking today, Mr. Martin.

Mr. MarTin. Well, I think we should continue it until we achieve
the result. I do not think anybody can say at this stage of the game
that this amount of money, if you see fit to grant it, will necessarily
put us on the road to prosperity and plenty. But I feel that the
risk, the calculated risk we are taking here is very much in favor of
our going forward at this stage of the game and attempting to not
take a defeatist attitude toward it, but attempting to add something
constructive to the picture.

Mr. Smita. Have we not been doing that thing for a long time now?

Mr. MarTIN. I believe we have added a great deal to the picture.
That is one thing I disagree with entirely when people say we have
not accomplished anything.

Mr. Smrra. The Paris report states that recovery in Europe up
until the end of 1946 had reached a prewar level. Now, we are con-
fronted with the position or statement that it has suddenly disin-
tegrated, and now the need for this aid. You, as a banker, having
had some experience with these loans to these countries—I would
like to ask you what has retarded a continuous march forward.

Mr. Martin. Well, I think the first thing that you have heard
commented on many times that happened was the winter and the
drought. Nobody can evaluate the impact of that on any economy.
I made some travels this summer and did the best I could to try to
think in terms of how much that may have hindered progress that
was being made. I do not think I can come up with any economic
evaluation of it. But I know it was substantial. In some places it
was practically a catastrophe. You could go to a country like
Finland to see what has happened to the water-power situation as a
result of the drought. Those people have made heroic efforts at
recovery and have achieved a great deal. What we have put out
today has not achieved all of the things we hoped it would achieve.
But 1t has made a tremendous contribution. The situation would be
immeasurably worse if we had not done it. Not all of the funds that
have been spent have been spent wisely. I could not testify here
even in respect to the Export-Import Bank that all of the funds had
been expended as wisely as they might have been expended. But
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we certainly did what we could to follow them. I think that
tremendous progress has been made.

Mr. Smita. Then, do I understand your position is that in 1947
the situation was worsened because of the drought and the extreme
weather?

Mr. MarTiN. The drought and weather was one important factor
in it. The other factor is the one that I cited earlier in the discussion,
that having covered a good bit of physical reconstruction.

Mr. Smrta. To what extent do you believe that certain govern-
mental policies of those nations have interfered and retarded recovery?

Mr. Martin. I think at the current time quite a number of their
policies have retarded recovery.

Mr. Smita. Do you not think they should put their houses in order
and comply with certain conditions that we might write into this
legislation in order to be eligible for the aid we propose to give?

Mr. Marmv. I certalnly think they should put their houses in
order. I question the wisdom of writing specifically into this act any
more conditions than you have to write. I realize your responsibility
as Congressmen in this situation because of the fact that I hope the
administrator will have as much latitude as you can possibly give
him. He will need the help of every last one of us. We will all have
to get behind this fellow: Congress, business, everybody. That is
because it is a really heroic struggle being made to right the ship. 1
believe it can be righted.

Mr. SmITH. Ihopo you are right.

Mr. JarMAN. In addition to the drought and the weather and the
policies of the Governments, did not the Communist-dominated
strikes have something to do, too, with reducing production?

Mr. MarTin. It had a great deal to do with it, sir.

Mr. Jarman. Thank you.

Chairman Earon. Mrs. Douglas.

Mrs. Doucras. I am delighted to have you here. Following the
questioning that has just been coing on, it was not in the P aris report
was it, that Europe had recovered to the point of production it had
before the war? In some cases it was 80 percent of prewar production
and some cases 90 percent. It varied in different countries. It
had not surpassed prewar production any place, had it?

Mr. Marmin. I think that is true. 1 am sorry I just cannot tell
you, Mrs. Douglas.

Mrs. Douaras. Mr. Smith, do you have any figures showing the
increase of population of Europe in the last 7 or 8 years? KEven
where production has been brought up to 80 or 90 percent
prewar figures, such recovery in certain industries does not begin to
make up for the loss of productivity because of war devastation, dis-
ruption of the financial circulatory system and the fatigue of the
people, does it?

Mr. Marmin. I have no figures, but I can say that when you
consider the devastation that occurred in 5 years of warfare and
the horrible psychological as well as physical destruction that was
wrought, the recovery, in my judgment, that has oceurred in the
countries under discussion is little short of amazing. There are, of
course, a number of black spots. There are a number of situations.
Take the Netherlands, caught between the German vacuum on one
side and the East Indies on the other side, that makes their situation
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very difficult. But when you go through and see Rotterdam and
Amsterdam and Arnheim and the fact that all these buildings have
been patched up and here are little plants that are getting ready to
work again, and think of the fact that they had been occupied for a
long period of time, and apply that test to all the countries, or go up
to Finland where, to me, the spirit and atmosphere of the people is
really amazing, you come out with a much more hopeful picture than
I think has been pictured to us. The fact that we have so many
difficulties ahead of us, I think, has made us think more woefully about
the picture than we are justified in thinking.

Mrs. Doucras. That is what I am trying to get at. I want to see
the Marshall plan succeed. I think that we view the Europ:an
picture too woefully. I also think that we have not reported ac-
curately on previous investments with the result that people today
are doubtful as to the advisability of future investments. Will we
be throwing our money down a rat hole? Have our investments
gotten us anywhere? If you listen to some people talk, you certainly
wouldn’t think so. If we want to see this program succeed, the
American people must have confidence in it. 1 think there are two
points that we should highlight: (1) Recovery following World War
IT has been miraculous—greater than after World War 1. The in-
vestment in UNRRA was well made. (2) World War II was so
much more destructive than World War I and the countries of Europe
have been so drained of their resources, that it will take them years
to build back a sound economy. England and Europe are so close
to complete economic bankruptey and chaos that any relatively
minor misfortune such as a loss of a erop because of frost or drougiit
becomes an economic crisis. That part of the world that has been
torn by the war has no backlog of money or resources to draw upon.
Is that not true?

Mr. MarTIiN. That is correct.

Mrs. Dougras. The recovery of England and Europe has been
wonderful but we might compare this recovery to some one who has
had pneumonia and was on his death bed. Everyone thought he was
going to die. The fact that he is back on his feet is miraculous but
he must be very careful not to stand in a draft. If he does, he will
be back down again because of his very weakened condition.

Mr. Martin. I agree with that completely. I realize all the diffi-
culties that are in front of us. I think it would be an unfortunate
thing for us to turn back at this time. I think we have very little to
apologize for in the work that is being done. With respect to the
Export-Import Bank loans, I am glad to have an opportunity to tell
this group that I found in talks with the finance ministers of all the
countries involved that they have incorporated in their budgets a
place to repay these loans. They have accepted them as loans. They
want to do everything in their power to repay them.

Mrs.,Douaras. You say they are long-term loans here. What is
the average length of the loan?

Mr. MarTIN. I would say 20 years. I think that it is just good
banking business, where people want to repay their loans and are
doing everything they can to meet their obligations, to do everything
you can to keep them solvent debtors. That is my idea of good bank-
ng.

Mrs. Doucras. Thank you, Mr. Martin.
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Chairman EaTon. Mr. Lodge.

Mr. Lopge. Mr. Martin, we are very pleased to have you here, sir.

I wondered, in the first place, whether most of the loans that you
are making are made to the governments of the countries, or whether
some are made to private enterprises.

Mr. MarTiN. Almost all of the loans that we made in the early part
of this reconstruction period were to the governments. It has been
our intention to revert to short- and medium-term loans for specifie
purposes, with every emphasis on doing it to private concerns in pref-
erence to the government.

Mr. Lopce. I am glad to hear that, because during my travels
abroad I came across some information which seemed to me to indi-
cate that it might be a good thing for the Export-Import Bank to deal
with private concerns to some extent at least. That would be true
particularly in western Europe, France, and Italy.

With respect to repayment by way of strategic materials, you
mentioned that it would be your hope and it is the intention of the
administration bill that all loans should be channeled through the
Export-Import Bank. Would that mean that where advances by us
were to be repaid with strategic materials that that type of loan
would also be channeled through the Export-Import Bank?

Mr. MARTIN. Yes, sir. The conditions of it would be set under
the administration bill by the administrator and the National Ad-
visory Council.

Mr. LopGe. You appeared to me to draw a distinction between
relief and grants-in-aid. That rather puzzled me because I have
been thinking of relief as being a grant-in-aid, and the recovery item
as being as far as possible loans. How do you distinguish between
relief and grant-in-aid?

Mr. MarTiN. I am glad you raised that. My distinction is that
relief is almost entirely food—food and fuel in the sense of just keep-
ing a community going. A grant-in-aid in my vocabulary here,
which is just loose phraseology for my own thinking, of course, would
be the supply of raw materials, where plants have gotten up to the
point, where they can produce, if they do not have sufficient fuel or
sufficient raw materials, to produce, but there is no immediate likeli-
hood of their being able to attain sufficient production to pay out.

Mr. Lopee. You might say that certain forms of grants-in-aid do
not constitute relief. But you certainly could not say that relief
does not constitute a grant-in-aid.

Mr. MARTIN. I could not, under that definition; I agree.

Mr. Lopce. Now, we have a number of categories here, then. We
start with the assumption that the Export-Import Bank need never
have existed if our private institutions in this country had been
willing to extend sufficient loans. Therefore, we start with the as-
sumption that the restrictions on the loaning power of the Export-
Import Bank are somewhat less great than they would be with respect
to private banking agencies. Now, we propose to have another
category of loans which are even less bankable than the Export-
Import Bank loans; is that correct? Would you say that this is a
third category of loans, so to speak?

Mr. MarTiN. I cannot deny the implication that there is a third
category of loans. But I think whether it really is a third category of
loans or not depends upon the success of the program as a whole.
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Mzr. Lopge. But you have the power within this clause which you
quote on page 5 of your statement. The provisions of the Export-
Import Bank Act of 1945 are, to that extent abolished. At least, you
need pay no attention to them as far as these loans are concerned.
That means you would have much more latitude with respect to
loans under ERP than with respect -to the loans you now make; is
that true?

Mr. MarTtiN. The same test would apply—capacity to repay.
There is more latitude with respect to judging that capacity to repay,
because you are putting my other two there.

Mr. Lopge. They would have to show less capacity to repay under
this than under the provisions which you now have governing you?

Mr. MarTIN. I cannot deny that.

Mr. LopgEe.-I am simply reciting the facts. I am not raising
objections.

Mr. MarTIN. I agree with you.

Mr. Lopce. Would vour point be this—that if the Export-Import
Bank were restricted to its present provisions, then the Adminis-
trator of ERP would be faced with the choice of either treating the
matter as an outrigcht grant or having it fall within the provisions now
existing, and that it is the hope of the administration that some of these
loans though not as valid as the loans you are now allowed to make
may nevertheless in the end be repaid; 1s that correct?

Mr. MarrtiN. That is correct.

Mr. Lopce. You know when we had the foreign-aid bill before us
during the last session, the criterion which we were faced with was this:
Insofar as we were providing items which brought no dollars into these
countries, but which were designed primarily to combat disease and
unrest, they should be grant-in-aid items; and that, insofar as they
did bring in dollars, they should be loans. Would you think that that
criterion should be adhered to strictly with respect to the present
proposal?

Mr. MarTiN. No. I would fall back again on the judgment of the
Administrator.

Mr. Lopge. In exercising his judgment, he will be guided by cer-
tain eriteria, and I have no doubt that he will be influenced by what
you have to say. Accordingly I would be very much interested to
know what criteria you would be inclined to set up if you were the
Administrator of the program. Would you be inclined to take that
measuring stick presented to us last year at the time the foreign-aid
legislation was before us?

Mr. Marmin. I would not want to accept any criterion at, the pres-
eth time. That is where I come out every time I try to go through
this.

Mr. Lopge. In other words, in explaining this legislation to our
colleagues on the floor, you would suggest that we say that no criteria
can be set up as to whether an item is to be considered as a grant or
as a loan, that we must leave that entirely to the discretion of the
Administrator and there is no way of even guessing by what measure-
ments he will act?

Mr. MagrTin. That is essentially my position, I think a hydro-
electric plant in certain areas of the world must be given as a pure
grant-in-aid. I think food and fuel and fertilizer in other areas of
the world can be given as a loan, and that the type of criteria can
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only be established in terms of capacity to repay, and that that capac-
ity to repay in part is dependent on this concept of the degree of co-
operation that can be attained among the 16 nations in helping them-
selves and the degree to which the Administrator can integrate this
whole plan into a unit.

Mr. Lopge. Yes. In other words, you would say that we should
throw overboard the criterion which was presented to us during the
last session as to how to differentiate between when an item is to be
given as a granftin-aid and when it is to be given as a loan?

Mr. MagrTiN. I would not throw it overboard, but I would not
want it as a hard-and-fast rule.

Mr. Lopge. From our point of view, as legislators, we should
exclude that from the bill according to your opinion.

Mr. MarTIN. I woud rather throw it overboard, then.

Mr. LopGe. Are we under the 5-minute rule?

Chairman EaTon, Yes, sir.

Mr. Lopge. Thank you.

Chairman Earon. Mr. Mansfield. . _

Mr. MaNsFIELD. Your testimony has been most interesting. 1
assume that, generally speaking, the loans by the Export-Import
Bank are put out on a sound business basis, with a reasonable expecta-
tion that the money so loaned will be returned in due course. Since
you have been Chairman of the Board at the Export-Import Bank, has
the bank made any political loans?

Mr. Marrin. Mr. Mansfield, I insist that the line between politics
and economiecs is so thin it is practically indistinguishable today.
But I can truthfully say without any reservation at all that on the
basis of the criteria, on the basis of what we believe to be sound
criteria in relation to the broad picture, that every loan that has been
made by the present Board of the Export-Import Bank has been made
completely in accord with our injunction from Congress, a reasonable
assurance of repayment, the expectation that there will be reasonable
assurance of repayment. Now, I do not say to you that every loan
that the Export-Import Bank has today is a sound loan. I say that
at the time it was made we evaluated it in relation to the instruction
that Congress gave to us, sometimes stretching the concept as far as
we could permit our conscience to stretch i1t without having the
rubber band break, to achieve our objectives. Subsequent events
have occurred that have altered the situation. I cite one instance.
Perhaps I should not call names. But I think it is all right. I would
say that Greece is the situation. We made a loan to Greece in the
early part of 1946 in the hope that there would be a broad revival of
multilateral trade throughout Europe. We made it for specific
purposes, to improve & railroad and a port. We were never able to
get off first base with it. Today we have suspended 11 million of
that 25 million. We have stopped any further commitments under
the credit and we think the situation in Greece—the warfare that you
know about, and everything—would make it look like perhaps we
were unwise in having made that loan.  But at the time we made it,
it was not political—it had an element of politics in it in the sense
we wished the Greek people well and we hoped that their Govern-
ment would improve—but it was based on our belief that they would
be able to repay, and it was limited to specific equipment and services
which we could follow.
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Mr. MansFieLp. Mr. Martin, I appreciate your candid statement
very much. I do not think that the Greek loan, in the sense that you
described it, could be considered as a political loan, except in very,
very minor palt because, certainly, in view of the fact that the Greek
fleet, the merchant fleet, was coming back into being on a large scale
at that time, there were good possibilities that a loan of that nature
could be repaid within a reasonable length of time. However, there
were circumstances which have appeared since then which have put
a different complexion on the picture. What I had in mind was the
$100,000,000 loan made to Italy about a year or a year and a half ago,
which I approve of, by the way, but which I have been led to believe
was a political loan, and because of pressure on the Export-Import
Bank that money was sent to Italy; is that correct?

Mr. MarTIN. The Export-Import Bank refused to establish the
Italian loan as a political loan, ard the Export-Import Bank has
repeatedly refused to make [)Ollth(Ll loans. The Italian request wa
entirely different than the one uitlmately approved. When it was
approved—it was not approved as a political loan, in our judgment.

Mr. MansFreLp. As a banker, then, you can come before this
committee with a very clear conscience in that respect?

Mr. MarTiN. I certainly can.

Mr. Mansrrerp. Thank you.

Chairman Earon. Now, having established the clear conscience of
Mr. Martin, it would be a goml time for him to esc ape.

Mrs. BOLTO\T We are having no further chance to question Mr.
Martin?

Chairman Earon. We have another witness. Mr. Taylor has been
delayed. We would like to have him on this afternoon.

Mr. Martin, if we feel the need of your counsel again, can you
come back?

Mr. MarTiN. I am at your service at any time.

Chairman Earon. Thank you, Mr. Martin. Goodbye and good
luck to you.

Mr. Jonkman, will you take the chair?

Mr. Jonkman. The committee will come to order.

Our next witness is Mr. Henry J. Taylor.

We will be pleased to listen to your statement and then perhaps
ask you questions, Mr. Taylor.

STATEMENT OF HENRY J. TAYLOR, AUTHOR-ECONOMIST,
NEW YORK CITY, N. Y.

Mr. Tayror. Mr. Chairman and ladies and gentlemen, 1 appreciate
your invitation to be here today. I upnlnfrm" I was caught in a
conspiracy by the Pennsylvania Railroad which made my train 4
hours late, so I ()nlv arrived in Washington at 1 o’clock.

I have been going back and forth to Europe as a newspaperman
and economist—of course, I speak here only as an individual—ever
since the German inflation in 1923. It made a tremendous | impact on
my having been a student of economics at the University of Virginia,
because it elevated the subject of economics from its textbook
atmosphere into the ‘question of how people live together and what
happens when great economic problems just snnplv sweep a nation.
So far as I have been able to see in Europe—and I worked there in
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32 countries during the war—these problems are simply gigantic. In
any one of these nations, the economic question or military or the
religious, which is very important in some areas, is actually enough
to stump the wisest man I know. When you put them all together
they become literally astronomical; and in this Marshall plan, and
the hopes I think people have for it, there is ample room for honest
disagreement of opinion.

This is a little embarrassing for someone who has no official position,
because we have had a tremendous number of  very high echelon
leaders appear before this and the Senate committee, and I feel a
little like the mouse at an assembly of the lions. But the mouse can
speak, 1 think, primarily the standpoint of what I am convinced is in
the mind of a great many of our people across the country, and from
the very disturbed feeling about the matter in which the thing is
being presented.

In respect to this statement, I will condense it and attempt to define
it to each member of the committee. It seems to me the first thing
we have to realize is that the subject of Europe’s troubles will be with
us for a long time. In the past years of war, unnumbered men have
died there to give humanity another chance, and we who remain can-
not say good-by to their efforts, not when we humbly remember that
they said good-by to life itself. The problems we face are, I think,
a residual part of a tremendous endeavor in human uplift, and that,
I believe, is the inner meaning of what average folks in our country try
to do for people abroad today.

In 4 years, or in any number of years, there are no ends and no
terminals in human uplift, and no ultimates in the advance of human
progress, and no final goals that cannot be made better. I am con-
vinced that our hearts are in the right place regarding aid to Europe.
Humanity and the people in our country cry out for peace and for the
assurance of peace and are willing to go to any length to try to bring
that about.

The will of the country is for food and fuel, and peace, for a better
living for everyone. No other major nation in history has ever re-
garded the rest of the world in this light, so far as I have been able to
find out, and I think that is another reason why we can be proud that
we are Americans.

Certainly we are entitled to know the plain, unvarnished truth in-
sofar as it can be found.

I would like to tell you, ladies and gentlemen, very frankly, that to
me, as a citizen, it 18 wonderful and reassuring and stimulating to
notice the news reports and hear that this committee and other com-
mittes in the House and in the Senate—and I have appeared before
the Senate Foreign Relations Committee as of last week—are very
definitely out after the facts and propose to get them, because I am
convinced that, by and large, we have not been getting them before.

It is my business to go where there is trouble, and I have found
trouble and have been sent to see it all over the world. After being
in the Far East, I come now fresh from the impact of Europe, as so
many men do in the House and Senate.

I have come back from a 5,000-mile automobile trip, probing
around the grass roots of Europe, England, France, Italy, Greece,
Switzerland, Belgium, Holland, and Germany.

I think anyone would agree that to see a lot, driving around in the
highways in a little car does not match up with high-level discussion
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of Government officers, which is also the function of a newspaper-
man or with propaganda.

As a citizen, may I again say that this committee should be thanked
for the patience and vigor in getting at the facts in the interest of the
American working people who were called on to pay the bill.

I am not convin ced that both here at home and abroad in economic
matters disproportionate emphasis has hitherto been put, not on the
reality of the European situation, but on how to propagandize a
distracted and worried folk here at home into action from our hearts
instead of allowing us to think with our heads.

Accordingly, what do you find in the people across the land?
Suddenly there is a feeling of frustration about sending new billions
abroad. We want to help Eur ope, but we feel we are vottlnrr a hook-
ing—like a fish—all the time we are doing it.

Now, I don’t agree with this; but there must be a reason why the
feeling 1s so wulespread To the extent that the reason is because the
appeal 1s to our emotions, instead of to our brains, I submit that thisis,
grossly unfair as a way to treat ordinary people who have to work
each day and earn a living, and who are the ones who finally pay
the bill.

Our problem and our duty as a good people—and we are good
people—is to help Europe, not according to our desires, but according
to our careful judgments and to our powers, and 1 do not believe we
are looking at this picture or the problem in a large enough way.

The proposed legislation as written carries, to me at least, the
implication of potontml world peace. That is 'what I am interested
in. But however it deals only with the aspect of European recovery
in western Europe, which is of itself only one of the disastrous centers
of the world picture of which I, by personal visits, am intensely
conscious, to the degree that our people’s hopes for world peace are
lifted by empahsis, placed on western Europe alone through this leg-
islation, and America will be clearly called upon to absorb another
failure in world affairs because certainly the entire global situation is
involved in any true achievement of world peace.

A war that comes to us from Europe, or a war that comes to us from
Asia, is nevertheless a war, and it is a basic avoidance of war that has
the great hope, I think, at the final human level in what we do.

To the degree that the public sentiment is rallied behind the
Marshall plﬁn and leaves behind it a feeling that if we do this, then
we have really done something to pin down world peace, whereas
a little more thmkm(r might 111(11(‘ate it 1s only a step, to that degree
the finality inherent in the present situation disturbs me very much.

However, taking this limited peace of proposed legislation alone,
the same 1mp11('at10n of solution in Europe alone disturbs me as well.
In the legislation, this is the implication once we adopt this subsidy
theory, if all ooes well, it is a 4-year run, and that is that.

Now that may not be the intention of the planners, but it is cer-
tainly the impression created by the 4-year pwsontnimn Yet an
unfavorable balance of trade in these 16 countries has been a fixed
condition for nearly, in fact, for over 50 years. Before the war these
same 16 countries of western Europe imported about $6,600,000,000
worth of goods and commodities annually and exported only $4,600,-
000,000. That, my friend, i1s the historic pattern.
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Thus a balance was attained by income from foreign investments,
most of which were permanently liquidated before the war, and other
invisible balances.

The normal expectancy is that even under this plan there will be
the same $2,000,000,000 deficit as prewar, as extending back for a
period of 50 years.

A(:cmdmtrlv in the face of European realities, this draft legislation
submitted bv the State Department actually becomes more a pro-
posal for stop-gap aid—simply extended over a longer period of
time—than a potential solution to the degree that may be supposed.

America is a world power, but we became a world power because we
were strong at home, and in no other way. We must remain so, or
there is no other hope for world peace.

But remember, there is also no guaranty on our ability to remain
strong, staying No. 1 in the world. In our quickly changing day,
everything is quickened, the rise and fall of nations included—quicker
than ever in history.

When home power is lost, world power is lost—not slowly these
days, but rapidly. Why cannot England defend Greece? I have
boen in Greece, and the British are pulling out of there. The reason
1s because Englqnd is weak at home. This is not through recognition
of their own self-interest in Greece. This is not through lack of
courage. The reason is because England is weak at home.

W hv cannot England take an effective stand in the Far East for a
free and independent China, where England’s interests are fully as
oreat as ours? Because Fnﬂland is weak at home.

Why cannot England modlfv and give balance to contrary elements
on the continent of E urope only 23 miles away? Because England is
. weak at home.

And how long ago was England as strong in world affairs as we
consider ourselves to be today? Less than 50 years ago. What man
or woman anywhere on earth, alive only 50 years ago would have
dreamed then for a minute that the oreat England of only 50 years
ago, the greatest of all the great powers of all times, standing astride
the w011(l the power that could afford to do amtlnng, would be the
England of today that can afford to do so little?

Regardless of our desires, our leaders must decide what our country
can do in Europe and the world and what it cannot do.

I was impressed by the question that Congressman Smith asked,
“How long?” Thatis very pertinent. They must analyze our actions
in terms of our powers and again, not of our desires. They must
decide we cannot do everything.

There are a hundred places to start, and there is no place to stop.
Human nature being what it is, I do not think we should blame Euro-
pean politicians too much for asking us for so much.

It is a lot to expect of them or any other people in governmental
life and any country, including our own, to ask for less when they
think they can get more. But as you prudent people know, 1 think
we should look back and see what we have already spent, or mlsspent
some $22,000,000,000 since the war. How good have our planners,
caleulations been to date?

In 1945 you will recall that our country was told that the world
economic problems would be solved by an International Bank, costing
a mere $635,000,000, and an International Fund costing America
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2% billion dollars more. We were told that if this were done, loans to
Great Britain would not be necessary. It was done, and what hap-
pened? In spite of such assurances we were soon mnfrcmted by new
mstances for a stop-gap loan of $4,000,000,000 to Great Britain. As
a newspaperman I had no sooner Dot thrnucrh sitting on hearings on
that then I found myself sitting tllrou"h the hearings on a British
loan. In spite of such assurances, we were soon confronted by a new
loan to Great Britain. Once more great and widely publicized testi-
mony was presented to committees like this and to the country to con-
vince us this would and could save the world, but surely, I hardly
need remind you of what has happened to the British loan. It has
gone down the drain.

I might interpolate. I, for one, do not agree that it has all been
wasted at all. But -insofar as one of its most important features are
concerned, it 1s mishandled.

Has England been saved? Has the world been saved? Apparently
not. Otherwise, what are we talking about?

Other items intrude themselves into our recollections: $3,000,000,-
000 was furnished to the Export-Import Bank. Another 3 billion
American dollars were drained into the darkness and confusion of
UNRRA and I might add by way of UNRRA into the darkness and
confusion of the Soviet Union and Russia’s puppet states.

Now, I have here, if I might respectfully submit it to the committee,
a list of all the items we have appropriated since VE-day, May 1945,
taken only of the known aid of $300,000,000 or more, per item in this
list of which eight represent a billion dollars or more, and to which
the total through the latest appropriation of the Eightieth Congress,
and stop-gap aid, totals $22,136,000,000, in items of $300,000 {}(}() or

more.

B T I e e D S o e o e e oG $3, 750, 000, 000
Benart-import: Bank loans.__-_ _ _ __ __ . e camma- ‘2, Hl 000, 000
International Monetary Fund, United States share__ _________ ‘2, 7.’:0, (}ﬂ(}, 000
UNRRA shipments gontinming fo.date. ______ o _______ 2, 700, 000, 000
Lend-lease—still emptying pipe lines___ ____ _________________ 2,271, 000, 000
Saonnts by the War Department__ . _ = _ - 1, 771, 000, 000
Surplus property disposals abroad - _ - _ ______________________ 1, 148, 000, 000
Forgiven debt of Italy to the United States__________________ 1, 000, 000, 000
o e S S D N A 640, 000, 000
International Bank, United Statesshare__________ ___________ 635, 000, 000
Relief in occupied S AT Y R N S R 600, 000, 000
Stop-gap aid voted in Decembcr in the special session_________ 540, 000, 000
Y R e L P S Lt 400, 000, 000
Relehin war devastated areasS . - - o oo e e i s cmc e 350, 000, 000
Reimbursement to Italy for invasion curreney . ________ 350, 000, 000
Other foreign relief appropriations, 80th Cong________________ 300, 000, 000

Known total, only in these big items______________ —__- 22 136, 000, 000

Now, no one honestly attempting to give a picture of Europe today
could s&v that these funds were entirely wasted or that they were
entirely unnecessary. Certainly, 1 would not say that.

That is in the face of what I have seen and places I have been. But
I do say, and it is a point I would like to make to this committee, that
these vast funds were agreed to by the American people 1111011"11
Congress because of high pressure propaganda without proper con-
sideration, they were unsuited to their pur poses, the proper limitations
were not appllul the amounts were excessive, the proper administra-
tion was not required, and a large part of the money was wasted.
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I am convinced we have got to do better from here on out. But now
they are at it again for a new $17,000,000,000. There is something in
the atmosphere as if this were for the first time, as if there was the
cliscovel‘y of an opportunity to pioneer in world aid under the Marshall

an.

i Now, I think there is a widespread feeling across our land that we
are still caught in the clutch of a spending philosophy. This spending
of itself is a good thing, just so long as the people are taxed enough to
pay it back. I think that shows up in our foreign affairs as well as
domestic matters. |

In our opinion, and I am only giving my own, this thought should
be retired into the obscurity from which it is a pity it ever emerged.
But it is still with us, and I consider this fact to be of small consolation
to American working people or enterprisers who foot the bill. It is
like the wife saying to her hard-pressed husband when he comes home
tired at night from work, that it doesn’t malke any difference how much
she spends as long as he doesn’t spend more than he earns.

This philosophy seems to have been communicated very emphatic-
ally to the many, many government people I have seen abroad. The
theory, if we didn’t export after the war nearly as much as we exported
lend-lease during the war, even if we had to give it away, that America
would face a great depression, is here. Now, how the planners ever
reached that conclusion with 142,000,000 Americans needing every-
thing under the sun, I do not know. It was one of the most gigantic
miscalculations in the Government level in history.

Anyhow, it certainly made a big impression on lots of people in
Europe.

I think that is a very sad frame of mind for them to be in when the
add up lists of what they need from us. In fact, the whole Marshall
plan as a relief and recovery operation is in fact brought into a different
perspective when you inspect the belatedly released break-down of
amounts to go to each of the countries scheduled to get aid, all or
nothing.

A break-down by countries actually left out of the official 131-page
presentation to this committee requesting consideration for the
appropriation will reveal that.

They must have had the figures or they could not have arrived at
the calculations. If they had the figures, one of the most pertinent
things about the figures was who was going to get the money.

I was in Paris when these figures were prepared. It was in con-
nection with making the Paris report. 1t was my business to be there
and observe the making of that report. Mrs. Douglas was absolutely
dead right in her recollection or impression of that report in respect to
recovery features. Where they did go above the board, they had to go
there anyway. You use the analogy of a child that caught cold. He
partially recovers, stands in a draft, and has a relapse.

But in this case, in introducing this on the heavily weighted feature
of communism, I am afraid the presenters of the plan ran themselves
up a blind alley in that they could not effectively reveal what people
will get the money because so many of them do not know anything
about communism.

That was a public relations error. It was very serious, it seems to
me, in trying to educate the American public.

I am told they took a public relations poll, a Gallup poll, though
they didn’t choose Mr. Gallup, last summer and discovered that
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insofar as getting it through Congress, it would be overwhelmingly
better if they gave it an over-all tint of anticommunism.

Now, that was pertinent to some of these countries, specifically to
Italy, and to Fr ance, but it was not pertinent to a lot of the countries,
including Ireland.

However, there is a great deal of flavor in there of the Luckman
committee, where you decide on how the soap will sell best: you say
“bubbles, beauty, or price.” We will count noses and it is bubbles.
So out 1t goes that way as a “bubbles’” campaign.

This questmn of the presentation of the Marshall plan for the pur-
pose of stopping communism in Europe simply does not hold water
except in a fraction of the fund. I am convinced, because I have
a wholesome respect for the complexity for the European economie
system that the planners in the State Department conceivably have
made. They conceivably could have made a sound presentation for
this fund to these 16 countries.

But not on an anti-Communist basis. As long as they did make it
on an anti-Communist basis, they could not plO(iU(‘L the names of
the countries that were going to get the money.

Here they are: England, $5,348,000,000, 32 percent of the entire
17 billion dollars to be paid for by every man and woman who works
m America, on top of the, latest grant of $3,750,000,000 consumed
there since 1945.

Now, England may need this moneéy, and it may be a good thing to
send it to them. I do not think in any such scale, however. They
do not need it to keep the people from voting COHIInlllllbt and tho
do not need it to keep western civilization from crumbling in Lngl&nd

France will get $3,701,000,000. Italy, $2,913,000,000. The Ameri-
can and British zones ‘of Gernmny, $2,499,000,000. Holland, $2,-
436,000,000; Belgium snd Luxemburg, $1,419,000,000. (‘vrm.mv
comes as a great surprise to me. How many peoplo In our countzv
have felt that there was a last gasp against the crumbling western
civilization in Europe, and the fact that the people might vote Com-
munist if we did not give them this aid would imagine “for a moment
that in Holland, where the Communist vote is less than 7 percent,
there is to be an expenditure of $2,436,000,000?

I do not think that is properly prescnte(l to the people that have
to pay the bill.

Then we come to Belgium and Luxembourg. Belgium is in the
middle of a good recovery. She gets $1,419,000,000. Then we have
Austria; there is a legitimate feature there on the anti-Communist
angle: $713,000,000. Denmark gets $582,000,000. There is a vote
of 4 percent communism.

Ireland, $497,000,000. A billion dollars will go Ireland and Den-
mark 8.10]10 and if there is a Communist in Irel: wnd, my friends, no
Irishman knows it.

Greece, $473,000,000. There you are getting back on the track.
Norway, $234,000,000. Portugal, which has a “Fascist dictator and
has had for 22 years, and there resides Dr. Salazar. If you are a
Communist in Por Lugul, I assume you get shot. If you don’t get shot,
you get locked up. Portugal gets $150,000,000.

I have been to Pmtun‘al many times. lmtwrul is a Fascist state.
That is where we get so fussv and that is why l think that the Com-
munists and the Fascists alike in Europe sneer at the moral level of
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our foreign policy. Inone breath we say we fight communism. T am
for that. In another breath we say we are against totalitarian states,
and we get cozy with them when we feel we should.

You have self-interests.

I claim that if we are really going to say that we have a high moral
policy, we should be consistent, or we cannot expect our moral in-
tentions to register, which is my complicated way of saying that I think
the moral poh(_v »ponsowd by the average fe llow in America is more
moral in their hearts and intentions than is executed by our State
Department.

Next we have Iceland, and you can imagine how much western
civilization is crumbling in Iceland; they get $38,000,000.

Turkey; I went to I‘uxlx(y, t0o. Fhme is one party in Turkey.
Turkey gets $18,000,000.

Sweden an(l Switzerland, praises be, ask for nothing and may,
fact, end up with a fav orable balance totaling $176, f)U() 000.

Interesting enough, Finland, which is the ()nly country which paid
its debts at all, is not in the Marshall plan.

Now, whatever their needs may be, and some are very real, I am
convinced that European politicians and in a most human and under-

standable way, nevertheless consistently and systematically over-
stating to us their country’s requirements and understanding their
&blllLV to pay.

I think we have to approa(-h aid to qurope with that understanding,
no matter who says “all or nothing.”

Now, let me remind you of a little episode that happened in regard
to the stop-oap aid of last December, as an example, because I think
that is a pretty serious charge for an observer to make, and I would
like to document it because I “do not believe in just genvml statements.

I do not think it is honest to let 1t hang there.

When I was in Paris, and the 16 nations were calculating their
requests for long-term aul several also asked for stop-gap aid. The
amount they r(quo%ted was $685,000,000 American stop-gap aid for
France and Italy; $227,000,000 to Italy, $485,000,000 to France

I do not know whether those ficures were communicated to our
country, but those were the figures they settled on at the Paris Con-
ference when I was there.

You will remember a very dramatic call was made for a special
session of Congress to act on this urgent need for what was defined as
being chiefly, “food, fuel, and fertilizer.”

Suddenly our poopl(' s hearts were torn by the prospect of the
terrible weather and all the rest in Europe, and especially by the
strikes and so forth.

Well, the French part was reduced to from $458,000,000, to which
level I had seen it padded in Paris, to $328,000,000; the figcure finally
presented to Congress.

Of this $131,000,000 reduction, $80,000,000 had been included for
balance of debt payments between France and Belgium, another
$20,000,000 for an old debt France owed England, and hnallv an item
of $15,000,000 which also was an old debt.

Under Secretary of State Lovett testified, as I believe he should,
that he agreed that those items totaling ﬂall.) 000,000—or over a
quarter of 111(‘ entire French amount n.al\('(l for so dramatically from
Uncle Sam as stop-gap aid had nothing whatever to do with urgent
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needs for “food, fuel, or fertilizer’’; not the life, health, or well-being
of a single Frenchman was at stake, and none of it could be classified
as anti-Communist effort of any kind. It was a straight paper pad-
ding, marked “Urgent”.

We must realize at the same time, and in the same connection, the
immense administrative snafu and statistical uncertainty represented
by the national socialist experiments in England and France, and the
absolute absence of trustworthy statistics in a place like Greece.

I was in Greece with Ambassador Griswold, who I think is doing
a good job there as best he can, and he was running ragged, trying to
find out the elements of the thing.

Again, to document that on a matter of statistics which after all
show up in dollars and cents we have to pay, I would like to cite an
experience I had in Greece.

I went to see the Minister of Health, and he told me that the people
were down to 1,800 calories a day in respect to food.

Now, the food situation in Greece is very bad. It is not nearly
as bad as it is painted from our viewpoint, because Greece and the
Balkans is a poor country at best, and I think it is very unfortunate
to compare it with Hutchinson, Kans.

There are terrible shortages in some particulars, like milk. The
delivery of our milk to the kids is a tremendously inspiring thing,
It is wonderful.

Other programs have been overlooked in the praise I think should
be given them.

There was a program that carried no glamor, but important,
carried on by UNRRA. It was a wonderful thing in Greece. But
the statistical level, as in these other countries, is just no good. It
is an example.

I asked how he got the figure of 1,800 calories.

“Well,” the official said, ““we took the food production and then we
took the population, plus imports, and we arrived at the 1,800
calories.”

Well, they haven’t had a census in Greece for over 20 years. The
Greek Government has no more idea of how many people live in
Greece than you or I have—which I think is very remote.

They have had influxes of Armenians and exfluxes of other people
for 20 years, and they just don’t know how many people there are
there, but he was willing to say that they took the population, as they
conceived it, and used that as a basis.

Now, naturally, the last thing in the world that the Greek farmer
would do would be to tell the Government agent how much food he
grew, because he knew it would be either taxed or confiscated.

So there the whole thing is arrived at, and we received these statis-
tics in our country, and we base national policy on them—on two
basic figures, both of which are just pulled out of the air.

Such statistics should be given a complete second look by compe-
tent men who understand production; for the problem of European
recovery is primarily a production problem.

I do not think we should base our outpourings on the judgments of
people who are looking at these countries from a dozen different angles
and on a conglomeration of incentives. We have social purposes and
humanitarian objectives and military advantages badly jumbled nearly
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every place I have been. The Europeans see this and, to a degree,
mmpose on 1t.

Just a few minutes ago Mr. Martin himself stated that the line
between politics and economics is so fine—I think those were his
words, as I jotted them down—so fine today as to be indistinguishable.
That is exactly what I mean. You must distinguish objectives, or
you cannot properly prepare to meet and create the achievements that
you are looking for. You cannot afford to design something along
the lines of social value, then when it fails to have a social value, you
say, “Well, it is a military value.” Or if you design along military
lines you say that it had a social value.

There is no way to pin the planners down when they become suffi-
ciently confused. Regardless of what we do and regardless of what
incentive should dominate in different areas, and I should think it
should be different in different areas, the delivery end of our aid in
the future needs vigorous and intelligent correction and at once, or
we should not spend another penny because once you vote the money,
it is good-by. -

At least that is the way it looks to me over there, and I subseribe
completely to the proposal for an American organization to be estab-
lished here and abroad on the pattern outlined in November by the
Herter committee, and ignored in the present bill known as the
Marshall bill offered December 19.

May I respectfully applaud and respectfully endorse the statement
of the chairman of the Senate Foreign Relations Committee in regard
to this.proposed legislation?

I quote, of course, Senator Vandenberg in his public statement
speaking, I believe, to Secretary Marshall:

You must create a system in which the American people have confidence or

vou will all be sunk without trace. They have a feeling that the administration

of foreign grants-in-aid since the war has been pretty sterile of results * * *

they want a new element of business responsibility that will give them a reliance
" that this program is to be conducted in a businesslike way. Otherwise you will
fail and fail miserably. '

That is exactly my view.

I wrote a book one time, in 1940 about Europe, and what they were
going to mean to us.” The title of the book was “Time Runs Out.”

I think time runs out now, and we haven’t any more time to monkey
around and not gain knowledge and improvement from the mistakes
of the past.

This draft legislation submitted by the State Department for the
use of this Foreign Affairs Committee—and to be specific, on pages
4 through 10, sections 4, 7, 8, 9, and to a degree section 10-—makes
the Administrator what Mr. Arthur Krock called a prisoner of the
State Department. I cannot possibly supply a more apt and accurate
description,

Nor could I supply a more fatal one, under such a set-up. This is
a point I am afraid has been too widely overlooked, although perhaps
not, under such a set-up and unless the set-up is right, no really top-
flight production-minded high-caliber production executive I can think
of would take that job. “

Now, I am going to speak Mrs. Douglas’ language for a moment.
We have got a casting job to do here. Unless the seript is suitable
for a top-flicht performer, they can hawlk that seript from one end of
the United States to another, and they won’t be able to cast it.
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That will be the ultimate problem.

Finally, the competent actors have to show up on the stage, and
do the perfm mance. And the getting of competent actors and ac tI ess-
es to do anything depends on the part you write in there for them.

That fact seems to me to have been tragically overiooked. It isn’t
just enough, suitable as it might even be, to write the specifications
for this job.

I was again impressed by what Mr. Martin said and what Secretary
Patterson said the day I appeared on January 22 before the Senate
Committee. It isn’t just enough to write this job from the standpoint
of the suitableness and the Government viewpoint any more than it
is satisfactory to write a play from the suitableness of the author’s
viewpoint.

This place must be filled by men who believe they can succeed in it,
and that means it has got to conform to the yardsticks of top- ﬂlght
fellows that are going to be asked to assume, what I believe is the
most gigantic productlon problem of modern times.

After all, this place must be designed to conform, not alone to the
wishes of the Government people, but in a pattern as well to meet
necessary sound yardsticks for possible success that certainly would
be placed on it by the kind of men who would have to be attracted in
order to agree to serve just as the author must have in mind the
a,greeableness of the people he is going to cast.

Now, the call for brains, production brains, is the real call for this
place. If the job is not desmned right, there will be no respondents.
There 1sn’t a whisper of such a proper Cleblf"ll in this plan.

May I repeat, I was invited to testify before the Senate Foreign
Relations Committee on January 22, and did so, and at the conclu-
sion, Senator Vandenberg, as chauman, stated pul_)hcly——aml I was
certainly glad to hear him say it—that insofar as his committee was
concerned the administrative provisions insisted upon by the State
Department would not be approved, and that was a public statement.

We are all familiar with that now. My own feeling is that we
must not miss the significance of the fact, however, that the group
of planners which pr esented the Marshall plan must nevertheless be
held responsible for lack of vision and understanding about their own
undertaking, or the impossible administrative provisions would not
have been put in in the first place.

My wife and I, for instance, were to commission an architect to
make a house for us, and he forcrets to put in the front door. So the
house becomes an unworkable thing.

I then must reconsider all the blueprints to see what this fellow is
designing from beginning to end, not just the evidence of the omission
of the front door, which is the tlunn I can put my hand on.

A proposal so unreliable in that direction must be presumed to be
equally unreliable in other directions, and the validity of the whole
concept must be reviewed in that light, as well as the amounts asked
for, in my opinion.

But on the administrative phase, because it is so vital, let us go
further. Even the recommendations of the Brookings Instlt,utlon
insofar as I have been able to study, hardly seem sufficient, if the
needed kind of Administrator and associates are to be attracted ta
serve.
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I would not only urge an independent agency such as a European
Reconstruction Authority, but I would streamline its set-up beyond
the Brookings report. Surely on the Board there should be repre-
sentation of the State Department, but most importantly the other
Members of the Board must be individuals of known accomplishments
in industrial production, finance, and in industrial management and
organization, who would on their public record have public confidence,

No lame ducks of either the political or business variety wanted.
The Board, I think, should consist of not over nine men, and better
only seven, and be vested with absolute authority and responsibility
to meet the needs which are constantly changing.

Individuals selected should give their full time to the gigantic
project requiring 3 or 4 years. No headlines about the choice of the
Administrator on one day and then a polite letter some months later
that he has fulfilled the major part of his duties and is bowing out,
will suffice.

It anything is done it will be the nature of this administrative set-
up, and the brains attracted into it, along with the freedom of those
brains to function, which will make this “operation constructive’ or
“operation failure.”

And there is no time for more failures, not as things look in the
places abroad where 1 have been.

The incompetency of our present program is simply appalling.
With world conditions as they are, America cannot afford to be in-
competent on such a scale today. We have the competence to do
what we should do, whatever that may be. We simply do not use it.

The Russians give France a little wheat—much less than they prom-
ised—and get more credit for it than we get for $2,000,000,000 worth
of materials we have shipped France since the end of the war. Thus
it goes.

The simple fact is that for their own internal political purposes,
political leaders actually hide where this aid is coming from, and we
let them get away with it, year after year.

It works in approximately this fashion: You say to an American
official of a country in Europe, “What is going to happen to all this
material and these things after they get over there?”” He says, “Oh,
my goodness, I have nothing to do with that. I'm a diplomat, and
I’'m having all the troubles I can think about now, without having a
lot of reconstruction problems.” Of course, the commercial attaché
can’t handle it, either; he is making reports.

So you say, “Well, have you had any consultations with the cabinet
of this government about what they are going to do to improve
American relations and to contain communism by having the people
of this nation know that it is the American people and the American
free-enterprise system that is coming to their aid?” Then, he says,
“Oh, I think that is a lot to expect. You see, they have to look out
for their own political problems. They have their own votes to get,
and if they emphasize to the people that America is helping them, it
will make it appear as though they, themselves, are that much less
valuable m running the country, so we really can’t expect them to
give us much aid along the lines of explaining to the people where the
help comes from.

“Also, they have a Russian problem. If they emphasize to the
people that they are getting the aid from us, it may damage their
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Russian relationships; for that additional reason they wouldn’t be
able to thank us publicly.”

Well, sooner or later, after you have heard that enough, you begin
to wonder—not where the local politicians in Europe are going to
come off with American aid, but what we are going to achieve out of
this legislation in terms of results and, tl.utluzrmm'o, results that are
traceable by average European peoples to America and not to the
Soviet Union.

Furthermore, I do not believe we have attacked in a hard-headed
manner the ability to pay represented in United States dollar assets
of those 16 countries, and their nationals held safe in the United
States.

By our Government’s own latest figures—these assets of the coun-
tries covered by this proposed 17 billion dollar legislation now total
$13,659,000,000. Of this amount here in the United States $6,-
568,000,000 1s in gold.

Obvxouslv, this entire nest egg cannot be used, but I am certainly
not impressed by complicated economic argumen ts that leave it intact.
Certainly more of their own 13% billions here can be used than our
foreign friends imply and, as European seli-help is presented as a
fundamental of this draft legislation, I think a better outpouring by
Europe’s own governments “and nahlonals—vspe( ially the very rich
over there—is 1*oq111r0d before this legislation requests the uml\mw
people of America to make up the difference and foot the bill.

My own observations abroad on this point of greater ability to pay
were exactly the same as Senator Lodge reportedly e\pwcssvd in the
Senate committee hearings.

After all, you know, there is something wrong with the way we aid
Europe, or the vast aid we have nhmdv given would have helped
Europe more than it has. If we don’t watch out, the new billions will
simply be used up again, and leave us right back where we started.

That is not wmld ald and that 1s not restraining Russia, or com-
munism. It is simply talung one jump into the dark and looking
around and then taking another.

In this manner we should not now begin to meet new, gigantic
additional requests from abroad and ship free—*"“on the cuff”’—gigantic
new outpourings of items that are buried behind dollar signs and
largely withheld from public discussion, resulting in a w 1(]0&:1)1&1(1 lack
of appreciation about the obvious effect.

The cost of additional foreign aid is fr equently described to us as

2 or 3 percent of our average national production. This, I am sorry
to say, is a misleading presentation of the facts. It draws our attention
away from the shortagm imvolved. By relying on an average of the
national production it omits the fact that there are great differences
in the depths of shortages. Is the demand for steel 2 or 3 percent of
our national product-ion‘? Oh, no, my friends.

Is the demand for freight cars 2 or 3 percent of our production?
Well, hardly.

The demand for wheat is 30 percent of our annual production.

What is that 2 or 3 percent anyway?

It reminds me of the story of the man who was drowned crossing
a stream that averaged 2 feet deep.

So far, only 4 years are included in the plan, and only a part of
Western It.mope The bill: $17,000,000,000 to be paid by every man
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and woman who works in America. Other bills that would be set by
this pattern: (1) Asia, (2) Latin America, (3) The Middle East, and
(4) Indonesia are yet to be heard from.

That is what T meant when T said earlier in this testimony don’t
think we are looking at this pattern and setting the program in a large
enough way.

Sooner or later we must figure the cost in terms of the basic stability
of our own economy here at home.

We American people have already contributed to postwar relief
abroad at the rate of $553 per family.  Under present official proposals
for increased relief abroad the United States family bill would be
built up to $1,000 per American family by 1952.

From the viewpoint of the working man, that is a lot of money.
But I would be less than frank with this committee if T did not tell
you that as a citizen I, for one, resent the comparison of this fund for
European aid with the cost of war.

I spent 6 years in this war, and by the time Pearl Harbor came and
we were in it, believe me, this was a very old and weary and tiring
war to me.

I had been in Finland and I was with the British Eighth Army in
Egypt, and I don’t know where else. Nothing is worse than war. It
18 an impertinence to compare the cost of any program with the real
cost of war which is the lives and injuries to men.

There can never be a proper comparison made between these two,
and to the extent it is suggested that $17,000,000,000 is a cheap way
not to fight a war, it seems to me there is an element there which is
utterly distasteful from the standpoint of the injuries and the losses
that have come to our homes and to our friends.

On the tax question alone, the latest draft legislation proposing aid
to Europe means nearly $7,000,000,000 of taxes in 1948 and all of us
over and above what we would otherwise have to pay.

Loots of people aren’t getting along so well, with the withholding tax
right now. The elevator man in my building is paying a withholding
tax of $10 every 2 weeks because that is the law. The building is
owined by the New York Central. He has the railroad pension plan,
so that on alternate 2 weeks he pays $9 into the pension plan. The
pension plan is about the best chance for the future. He cannot
give up the withholding plan, but if you are making $50 a week, with
a wife and two children, the cost of living like it 18, you are paying the
withholding tax and paying for your pension plan every other week,
you have something on your hands.

The idea that, “Oh, well, these bills may be just part of our national
production,” leaves a fellow pretty cold if he only has the difference to
spend for himself and for lns family.

Some say that if a billion dollars of the aid is handled by the Inter-
national Bank, the taxes may only be $6,000,000,000 more than
otherwise.

I call your attention to those words, “Only $6,000,000,000".

Yet, who can even visualize what $1,000,000,000 18? I think that is
the trouble with the presentation of it. We do not ship dollars, we
ship goods.

The dollars show up in the taxes. But as to the $6,000,000,000 in
taxes, or $7,000,000,000 of this proposed aid, $7,000,000,000 is two-
fifths of the total sum paid in personal income taxes by the American
people.
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It is almost as much as the entire income taxes paid by all American
corporations, and as far as the over-all 4-year $17,000, 000,000 amount
is concerned, that in this boom year is as much as the entire profits
of all the American industry, big and little, throughout our land.

You know and I know that “the tax rate is alle‘ldv a dangerous
feature in our economy. Our country has been taxed now bv local,
State, and Federal Governments, not just the Fe{lelal Government
alone, but local, State, and Federal, at the rate of a billion dollars a
week, $52,000, 000 000 in taxes collected last year.

- Taxes now cost about 30 percent of the national income. It is
a popular mhconcep tion that the rich pay most of these. Of course,
there aren’t enough rich to do it. If you took all of the difference of
the income of people making 350,000 a year, above the tax rate today,
the difference would be $638 000 ,000 which would not be enough to
run the Government 3 days.

Common sense tells you who pays it. The working fellow and the
working girl pays it.

All we have to do is to keep taxes at this rate long enough, spend
enough and tax enough, and not get the desired results from it, and we
will simply go into socialism throuo'h the back door, thro urrh the tax
system, and there is where your productlon I am convinced, will fall.

Now, we say that this is a fight against inflation, yet it is not
'expla,me(l that nothing could be more mﬁntlonarv than vast exports
paid out of the pul)hc purse, not repaid, and sticking us squarely in
our shortages.

If there 1s to be a decrease in our exports, now is the best time to
absorb that reduction.

In the year 1947 our exports totaled 14% billion dollars. It was
mostly free.

Our balancing imports ran only a,bout 5% billion dollars; a gap of
9 billion dollars. We know, or should know, that these exports are
abnormal.

Furthermore, we are gearing our plO(llI(‘LlO!l to this rate of exports
at these high prlcoa the inflation in farm prices and farm lands
being terrific and the build- up on the inflation side of our domestic
economy being immense in many classifications.

They will not be continued indefinitely and there, right there,
our own town criers about the boom-and-bust [)1]110‘3()[)1]Y are within
their own export spending philosophy and their actions creating the
worst fundamental of all in respeet to boom and bust. There is a
limit to the number of failures Americans can absorb.

At some point our leaders failed or we would not have suffered as
we did in the depression.

At another point our leaders failed, or we should have been so
strong on land, on sea, and in the air that there could have been no
War.

And now they fail again, if they do not see that the future peace
of the world depends on the internal strength of the United States,
and if they squander that strength so that we have no strength, when
the ships are down.

Thank you very much.

Mr. JonkmaN. Thank you, Mr. Taylor, for a very searching and
cha.llengmg statement.

, I presume there may be some questions.

69082—48-————~00
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Judge Kee, do you have any?

Mr. Keg. Mr. Taylm I think it would probably meet with the
approval of the committee if you would identify yourself just a little
further as to your background and experience.

Mr. TayrLor. I would be very happy to, Judge.

My name is Henry J. Tzwlol ] live in New York. I graduated
from the University of Virginia. I studied economics there in the
graduate school. My life has been involved in a study of international
economics, first, because I considered it a fascinating and important
subject, and sucon(l because having been in the newspaper business
my business took me abroad very often.

Long ago I began writing for the economic publication, and jour-
nals in our counttv and abroad.

When the war came I was in Germany, in August 1939, when the
Germans went into Poland.

I was making an economic survey of the totalitarian economics., 1
had been convinced as early as 1935 that the Germans would threaten
the world and it would end in war and involve the United States.

I went on record with that in numerous ways. When the war came
in 1939, what had been limited to economic writing, became super-
charged in terms of public interest at home with the war material.

I was employed by the newspapers there for covering all over
Europe. When we came into the war I was, I believe, the first cor-
respondent that had the accreditation of the War Department to all
theaters of the war.

When war was over in Europe, I was then sent to the Far East.

I returned here and I am an author and a writer and a radio com-
mentator.

Mr. Kge. Do you today have any active connection with any news-
paper?

Mr. Tayror. Yes. I work only, however, for the Seripp-Howard
newspapers, whenever I have any writing to do of any interest to
me and them.

Mr. Kre. You are not regularly employed by any newspaper at
this time?

Mr. Tayror. No.

Mr. Kge. Do you in appearing before this committee represent
any organization or any body of citizens, or do you speak merely for
yomqoli‘?

Mr. Tavror. I hoped to make that clear in my opening remark.
I not only represent no organization, but in an ordinary sense I have
no affiliations. I have been for years a member of the board of
directors of the Economic Club of New York; I am a member of the
Pilgrims, a society for good relations with England.

i represent no one. T am just a free-w heonng, independent Amer-
ican citizen, and I appear here in that spirit.

Mr. Keg. I failed, because, perhaps, of dumbness on my part, to
get your position with reference to this legislation. I would like to
know whether or not you are for or against the proposal as outlined in
the bill that we have now under consideration.

Mr. TavrLor. I am for the Marshall idea as expressed on June 5, by
Secretary Marshall, of European self-help with America to fill up ‘the

gap. As a matter of fact, it seemed to me quite an overdue sug-
gestion,
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If you do not mind my saying so, I concluded it as a major thesis in
a book I wrote in 1943 called Men in Motion.

I think the Marshall plan or idea as suggested in the Harvard com-
mencement speech, when finally reduced to a legislative proposal on
December 19, is quite a different matter. I am for the idea, and I
oppose this legislation as written.

Mr. Kee. Do you favor or oppose an appropriation to carry out a
plan as outlined, by Secretary Marshall, or do you favor an appropria-
tion to implement any plan?

Mr. Tayror. I do not think the plan as presented here, that any
money should be appropriated for this plan as written. As far as I
can gather that has already been decided insofar as the Senate
committee is concerned.

I think the problem here, Judge, is a very interesting one. I spoke
about it in this room to a friend of mine a little earlier.

A fellow might say that it would be a good thing if you and I went
into a partnership, you know, some kind of a business, maybe a farm
implement business in a small town.

Maybe you have the money and I was willing to go out and try to
do my part, and it is a good idea. We took it to a lawyer and the
lawyer would say, “You two fellows should draw up a partnership
agreement now. I think it is a good idea, too.”

Then we draw up the partnership agreement, or the lawyer does,
or somebody else does, and a moment finallyv comes when that good
idea you have and that you and I be partners reduces itself to a part-
nership agreement. From that moment on we have to live under
that agreement.

You do not live under the idea, and if there is no provision that
that agreement provides what happens to me in the event you die,
or who puts up more money if I run out of money, or what the divi-
sion of the profits will be, and so forth, the lawyer would say to us,
“It is a swell idea for you two fellows to be partners, but don’t either
one of you sign that partnership agreement because 1t isn’t workable.”

Mr. Kee. You recognize the fact we have a very serious condition
in Europe?

Mr. TayLor. Yes.

Mr. Kee. Do you favor the United States taking any part in
relieving the situation over there and making any effort toward putting
those nations on their feet again?

Mr. TayrLor. Most emphatically; yes.

Mr. Kse. If you favor that, then what part of the present bill are
you opposed to, the method of administering 1t?

Mr. TayLor. I don’t think you have a plan. If it is administered
under the terms described in this act, you have not. Certainly I
have attempted to oppose the administrative features, and as emphat-
ically as I can.

I (@) don’t think they will work and (b) I don’t think you will get
anybody who is really a top-flight production man to take such a job
under those conditions.

Mr. Kee. Would you favor the administrative provisions as set out
and suggested by the Herter bill?

Mr. TAvLOR. I thought I said in my statement that I endorsed
those heartily. I would go further than the Herter bill, however.
The basic difference, as I read it, between the Harriman report and the
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Herter bill is that the Harriman report comes closer to greater au-
thority on the part of the Chairman, whereas the Herter bill has more
of a committee flavor in it, a division of authority.

I would like to see the general concept, in fact the coneept of the
Herter committee, but with the elevation of the authority in the power
of a Chairman to about the degree, or more than the degree, contained
in the Harriman repeort.

My own intention, and I think it is entirely a detail, is that that
committee is a little bit big.

Mr. Kee. If we would eliminate from the bill now under considera-
tion here its provisions with reference to its administration and
incorporate the Herter bill, would you favor the bill we have before us?

Mr. TayLor. Then you come to a question of for the first time
qualifying, which is only my opinion, in being able to help at all.

I think then you would have a workable operation in the inde-
pendent agency. Then I think you have got to go back and review,
not so much the individual padding in the amounts from the stand-
point of an extra dynamo or an extra thrashing machine, and so
forth, but the concept.

The concept is very different, if you were in Paris. You know
these countries were really told to write their honest and best estimates
of what it would take to make business good in those countries in 4
years. That is a pretty big order. If somebody said what it would
t!;ake to make business good in America in 4 years, we could go pretty

ar.

A lot of things we need here we don’t have to have which are highly
desirable. It is the projection that worries me in terms of the amount,
not the individual padding.

I would have that reviewed. I would not tie the Administrator’s
hands too much on it.

Mr. Kee. There is no amount suggested that should be appro-
priated? Is that your view?

Mr. TayrLor. I would proceed on the general assumption that any
amount that was presented would be too big. If that sounds reckless,
I would suggest that I think it is basically present in all foreign
countries, that when any nation tells another nation they need money,
there will be a lot of trading made on that.

Mr. Kee. You understand the object of evidence before this com-
mittee is to help the committee make up its mind with reference to
this legislation?

Mr. TayLor. That is right. |

Mr. Kee. What I am trying to get at is, have you any suggestions
to make to this committee as to what amount, if any, should I_m
appropriated to meet the condition that we are trying to meet in
Europe?

Mr. TayLor. No; except the fundamental principle that when you
suggest that you take the figures of $6,800,000,000 for the first year,
which after all you know is approximately the same amount as contem-
plated in the Paris figures. That figure of $17,000,000,000 over-all,
when they take the price tag off, if you put the Export-Import Bank
loans i general expectancy, you get it up to $22,000,000,000. That
is the same figure they asked for after the first day. They first asked
for $29,000,000,000, and I saw them knock $7,000,000,000 off that.

Mr. Kee. Can you help this committee by making a suggestion of
what amount we should appropriate or authorize?
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Mr. Tavror. I believe—would you not consider that it would be
rather reckless of me to just pick a figure out of the air and say that
this figure would do as well as another one?

If I were on this committee I would certainly cut that $6,800,000,000
and I would cut it drastically.

By ‘““drastically’” I mean at least $3,000,000,000 in the first 15
months, and I think you would find that we redound then with the
speculation of improvement abroad, to all major aid that would
really affect the stability of the countries and then if we needed more,
I would give them more.

Mr. JonkmaN. The time of the gentleman has expired.

Mrs. Bolton?

Mrs. Borron. I confess to being a little confused at your attitude.
I was interested to have you answer Mr. Kee as you did, that you
were in favor of the Marshall idea because what I am left with is
that you are in opposition to every idea that has been set forth.

I wondered what in your mind could be done? How can it be
worked out? What is to be done? Would you not give your
alternatives? I am quite confused.

Mr. TayrLor. I will try to, if I may.

To begin with, I believe, at least I understand, that the function
of the committee is to talk about the tangible legislation presented
to this committee.

Mrs. Borron. I think there, Mr. Taylor, we perhaps should have
told you that in the beginning when the committee met to organize
these hearings, we passed a resolution to the effect that we were going
to study this whole matter of recovery on a world-wide basis, assuming
that the United States Government was trying to set up a new policy
relative to its position in world recovery we would begin by studying
the recovery plan for Europe. We are not restricted in any respect
therefore to the two bills which happen to be on the table.

Mr. TavyLor. Yes. As a witness I felt that 1 was testifying on
these two bills.

Mrs. Borron. You were, of course.

Mr. TAvLor. Therefore, I oppose these. I do not know what the
two bills are, other than the one presented by the State Department.

Mrs. Borron. The Herter bills?

Mr. Tavror. I was testifying on the State Department’s draft
legislation.

Mrs. Bouron. You see nothing good in it?

Mr. Tavror. I do not think it is workable.

Mrs. Borron. What alternative or suggestion would you give?

Mr. Tavror. I attempted to incorporate several. The plan, so far
as I am concerned, starts and stops, but how it is run concerns me.
I do not think any plan is a plan beyond how it is administered.

Mrs. Borron. I think we are all in agreement with that.

Mr. Tavror. So I think in discussing this legislation if you are
going to testify about it, you have to start in what you believe to be
the fundamental, and the fundamental in this legislation in my
opinion would be if we passed it as presented we would find ourselves
right back where we started with the same money having gone through
these economies and not having produced.

I am opposed to that.

Mrs. Bouron. What sort of an administration would you set up?

Mr., Tavror. I have tried to outline it here on several pages. I
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went into it in detail. It consists of six pages, including the endorse-
ment of the Herter committee as a substitute.

Mrs. Borron. You are quite satisfied then with the Herter com-
mittee set-up that there is no danger in a divided front being presented
to the other countries of the world by the United States?

Mr. Tayror. I think that is reaching for it. We have, practically
every place that I have been, numerous activities.

Mrs. Borron. We had six or seven fronts during the war.

Mr. TavLor. You have an example of it tmlav We have a very
able man, a bmrmhm egeneral, Gordon Seville, in “charge of the \rmv
Air Forces training program, an airfield (lovelopment program in an
advisory capacity in Brazil. He is out looking at these airfields all
over Brazil. The Brazilians are saying, “We Teed a hundred bull-
dozers to make this field longer.” He is saying that they don’t need
a hundred bulldozers down there. What is the reason for making the
fields longer? They do not have the planes needed to make a longer
field.

He would not approve such a requisition as that.

He sees a good deal of Mr. Pauley in the Embassy in Rio de Janeiro.
He does not get in his hair, and if the Brazilians come up and say that
Vargas wants this or that he says that he is not working for Vargas,
that he is there on the aupmt program.

I would like to feel that the recommendations contained i this
testimony were very specific. Without them I do not think you have
a plan.

I think the misunderstanding across our country is very real about
this. It is we no longer have an idea. We are faced now with drawing
a partnership ‘wmomont We must all live under it, I think, for
much longer than for 4 years.

In many more parts of the world than just western Europe we will
have to live with this program. We should recognize that or else not
suggest that the Marshall plan bring world peace.

]\Im Borron. We are not suagvstmtr that.

Mr. Tavror. But the proposal suggests. There is an atmosphere
of that, not the guaranty, but the lmpllcatmn is that this 1s an impor-
tant btep.

Mrs. Bouron. Not the implication from this committee!

Mr. TayrLor. No; not from this committee, and I attempted here
to suggest that it was the work of the committee that was enlightening.

Mrs. Borron. Maybe the implication lies in the way these things
are given to the public, but that is something we cannot avoid.

Mr. TAYLOR. I (nuwlatuhtml the committee on getting the facts.

Mr. JoNnkmaN. Mr. Jarman?

Mr. Jarman. You are quite definitely a man of broad experience
and extensive travel. Do you think there is anything good about our
State Department at all?

Mr. TayrLor. Well now, that is kind of a touchy subject with me.

Mr. Jarman. You do not have to answer, if you do not want to.

Mr. Tavror. I would be glad to. Prac bics lly every place I have
been in the world, I have IlOLI((‘(| I think without exception, in the
different u)untnos that you will find at least one, and 'mow often
than that several, w onderful Foreign Service officers who wallv know
the score in that country, are good Americans, talented fellows, pretty
lonely, and by and large, umlmp aid.
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Customarily they weep on the shoulders of traveling newspapermen
like myself because they are glad to see somebody from home who has
been in other countries. By and large, I think they get crossed up
at home base. Time and again I have been in areas of the world
where it appeared at home as though we were simply improvising
policies, where I know and have on occasions seen reports predicting
it months and months, if not years, earlier.

Now, those people are all a part of the State Department, and I do
not think they have received the credit they are due. But I do think
the organizational nature of the State Department tends more to kill
off these fellows than to bring them forward and give them their full
cruising range.

So, when you ask me if I see anything good in the State Department,
I think the State Department personnel in the field is far better than
1s generally supposed.

Nothing annoys me any more than to suggest ambassadors only go
around drinking tea, and stuff like that. That is not true. I think
the State Department has gotten itself into a position either by tra-
dition or over a period of time, or possibly because so many things
have been thrown into the State Department that were left over
after the war, including economic warfare, and so forth, that the
original concept of the State Department as a policy-making agency
is not suited as an operational agency.

Mr. JarmAN. In other words, the gist of your idea is that the Foreign
Service is all right, but the State Department here in Washington is
not so hot?

Mr. Tayror. They do cross them up.

Mr. JARMAN. Since we are operating under the 5-minute rule, I
will not have time to get answers to these questions, I have so many.
I will comment as much as I can, and if you want to in the record
comment on what I say, I will be happy for you to do so.

Mr. Tayror. Thank you.

Mr. JarMaN. You say another 3 billion American dollars would
drain into the darkness and confusion of Russia.

I disagree thoroughly that all of the UNRRA fund went to Soviet
Russia and Russia’s puppet states.

Mr. Tayror. I did not mean to imply all. I think a substantial
part did. Isn’t it true that the majority did? All those—although,
of course, not all.

Mr. JarmaN. I do not think so. However, if you will permit me
to comment in the record because I would not otherwise get through,
I want to give the gentlemen over there ample time for their ques-
tioning.

This item of Holland is $2,446,000,000 and it may be a loan and
not a grant. You spoke of the fact that Denmark had 4 percent
Communists. 1 was going to ask you, but I will just state that I
understand Russia has only about 5 percent.

Mr. Tayror. I do not compare Denmark to the Soviet Union.

Mr. Jarman. Even with all its faults, somebody in the State
Department did find $131 million reduction in the French and Italian
figure. You said it was reduced 131 million?

Mr. Tayror. Yes. There were*other reductions. The reductions
I referred to totaled $115,000,000, and I attempted to place the credit
for that reduction on the State Department where it belongs. I am
trying to make fair testimony.
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Mr. Jarmax. I am suge you are. I am glad they have found that.

As to this question you asked the GrceL Minister, I do not know
how else he could estimate the population except on the basis of his
l\nowledge that immigration was so much, and other shiftings of
populations that did not have a bearing on the census, as you say.

I do not see how he could have other than made the estimate that
he did.

Finland, you say—and I thoroughly agree with your appreciation
of Finland—is not included in the loan. But she was invited, you
know.

Mr. TavrLor. Oh, yes. I think she stayed out, don’t you, in fear
of the Soviet Union, or I assume she did.

Mr. JArMAN. I am sure of that.

Mr. TavLor. Or after the formula adopted by Switzerland and
Sweden.

Mr. Jarman. Now, speaking of Communists, too, you seem to make
a good deal of the fact that the claim this is ﬁrrhtmo communism 1is
all so much talk.

Mr. Tayror. No. I said they applied it on the over-all presenta-
tion basis. I thought I went out of my way to try to emphasize it was
pertinent to certain areas, but is not an over-all applicable label for
the total amount.

Mr. JarmaN. In some of these areas. You kind of laughed at
communism being in Portugal.

Mr. TAvyrLogr. Yes.

Mr. Jarman. Your information is different from mine. 1 may be
wrong. The information I gained there in October was that there is a
very c:trons: and (lanworouca Communist underground, regardless of
whether Salazar is good or bad, and I agree with you he is a smooth
gentleman.

Mr. Tavyror. He is a dictator.

Mr. Jarmax. You referred to Ireland. M y impression is that there
is a strong Communist underground in Ireland, and that Mr. De Valera
is well aware of it and that the IRA is riddled with Communists.
Further, they will figure in the next election.

Mr. Tavror. Now, really, are we going to send a half a billion
dollars all over the world in countries the size of Ireland on the local
government’s estimates that if we don't give them half a billion
dollars, they are liable to vote Communist. We really have got our-
selves into quite a proposition.

Myr. JarmaN. I do not know they estimated that. I am comment-
ing on your testimony.

Mr. Tavror. I have only been in Ireland three times. Is this com-
mittee really worried about Ireland going Communist?

Mr. Jarman. Well, we are worried a lot more than you are.

Mr. Tavror. If they are worried at all, they are worried a lot more
than I am about that one.

Mr. Jongman. The time of the gentleman has expired.

Mr. Lodge?

Mr. Lobge. Mr. Taylor, I find your testimony very interesting and
stimulating.

Of course, I think your views are‘entitled to a great deal of consider-
ation. But I had a fe eling as I listened to it that there was to some
extent a kind of contradiction involved in your testimony. I can
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join you in lamenting the waste and misdirection of much of the
money that was poured out by this country, and I find that in one
part of your testimony you say that we must realize that we are
mvolved and that this is not the end.

Yet on page 11 you say, “Now we are in it again for a new
$17,000,000,000 as if it were for the first time.”

Mr. TAYLOR. Yes.

Mr. Lopce. Perhaps that is not a contradiction in your mind.
One reason we are in it again to this extent perhaps is because of prior
inefficiency. But there are other reasons I think we are involved for
quite a while, as you do.

Mr. TayrLor. Yes.

Mr. Lopge. Therefore, I am a little surprised that you should be
so surprised that we are in it again.

Mr. TayLor. You know, that seems to me to be a very interesting
point. I am dealing here with a complaint that I do not believe can
be overcome in any manner but by a redressing of the presentation
of the Marshall plan. When I state “we are in it again”, as if it were
for the first time, what I mean is this:

We have been reading the advertisements in the newspapers.
Many committees have been formed. The general implication is
to the American working people or people in our country that do not
have a chance to study these things as carefully as they might, who
are distracted by other things, that the war is over and now we must
help Europe.

You know, lessons in idealism,

Mr. Lovge. May I say there that T believe this administration
has for many years made a mistake in presenting most of this foreign
aid legislation on the basis of humanitarianism. I think it should
have been presented on the basis that they are strategical measures
with humanitarian overtones, let us say, with relief characteristics.

Mr. TayLor. I agree. But the ordinary fellow across our country,
and I get it from a lot of places, there is a concerted effort to suggest
that what we need to do is not let Europe down, you know, that now
is a time when we have got to realize that we are a part of Europe,
that the world is affected by these interrelationships.

We are kept so busy looking ahead that we forget that is exactly
what we have been doing for nearly 3 years, and the Marshall plan is
brought forward with an amazing amount of propaganda as if it were
the first concerted effort by our Government to get at some of these
problems.

Mr. LopgeE. May we count on you to advertise the national security
implications of the Marshall idea?

Mr. TavyrLor. The Marshall idea so far as I am concerned, Mr,
Lodge, does not become national security until it is buttoned up to be
run right. No. I am just adamant on the point that this is no better
or worse a plan than the decision that it is finally made as to how it is
to be run. The older I get the more I think nothing works without
experienced brains.

You can take any business or any theater or store, or anything else,
and if the management is not right you can put all the money there is
in the world in 1t and it does not do the job.

Mr. Lovge. I will agree with you that the program will sink or
swim on the basis of the quality of the administrator.
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Mr. Tavror. And authority.

Mr. Lobpge. Another point you raised with which I find myself in
some disagreement, Mr. Taylor, is on this question of anti-communism.

I would personally be very much opposed to taking your view on
that particular matter. In other words, as I understood your view,
we single out Italy and France, let us say, and countries which are
dlrectly threatened by internal Communist force, and if it is entirely
an anti-Communist measure we do not help England or Ireland. I
do not see it that way

Mrs. Borron. Will the gentleman yield, if the chairman gives him
the time I take out of his 5 minutes?

Mr. Lopge. Certainly.

Mrs. Bouron. I was a little disturbed by Mr. Taylor saying con-
stantly that this was just an anti-C ommunist measure, bocauqe as 1
have read the bill, as T have read the whole business, it is not set up
at all as a measure solely to be anti-Communist.

I think for the record’s sake we of the committee should make it
very clear that that is not the basis upon which this bill has been
brought to us. The bill is the recovery of Europe.

Mr. Lopce. I think I know exactly what the lady has in mind.

Mr. Tavror. It was in the presentation.

Mr. LopcE. What Mrs. Bolton thinks, I think, is a more affirmative
approach toward the restoration of Futope and by so doing, by spread-
ing the free trade area of Europe, we will spread the area "of freedom
which will incidentally have the effect of holding back the Com-
munists.

Mr. TayLor. When the British loan was proposed, it had one pro-
found weakness—not the money, but a basic weakness. I am speak-
ing now from the economist’s viewpoint. It carried the implication
that this major loan to England would of itself create a stabilized con-
dition abroad. The objection to the British loan should have been
that it was a treatment on a piecemeal basis. The fundamental
value of the Marshall plan as suggested in June was that we were
going to stop this piecemeal business and treat Europe as a coordi-
nated unit, which it is.

Mr. Lodcre That is precisely why I find fault with your thesis on
England. We must not treat it piecemeal,

Mr. Tavror. I would like to see the figcht made on sound grounds,
and they then took the $17,000,000,000 price tag off it, they lose their
sound position because what thev mnrllt well have (lone in my opinion,
and believe me I would have been for this, that they could have said
“Look here, you fellows,"I know it 1s easier to vote $6,800,000 than
$17,000, 000 000 in an election year, especially an election year,’
but if we do that we are back where we start, on piecemeal aid.

We have a plan here that involves 4 years and $17,000,000,000
because the true recovery of Europe is going to take (a) a lot of money
and (b) time.

It will probably take more than 4 years. But the real way to go
about this is to take the full leap, tie these countries together as far
as you possibly can, spend the money as wisely as you can, and do
not look for any results this side of 4 years.

Therefore, far from being “lllmtr to take off the $17,000,000,000
price tag, and reduce it to 1 year, what we really are proposing to
you is a 4-year plan that we are (’r_m\-'im-v.(] under proper administra-
tive management will do the job.
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They could have made that argument. From my point of view as
an economist it could have been made on absolutely sound grounds.

Mr. Borron. Would you guarantee that in 4 years it would be
sound?

Mr. Tavyror. The only possible approach is that.

Mrs. Borrox. You put a time limit there?

Mr. Tavror. Instead of that when the heat went on, they pulled the
so-called price tag off, reverted back to $6,800,000,000 and no com-
mitment for more than 1 year, which is why I attempted to say that
this then becomes stop-gap aid. You cannot put it both ways, you
know.

Mr. LopgeE. May I comment on that? My comment on that is
that it is still not stopgap aid even on that basis, for the following
reasons:

In the first place, if you appropriate enough money, part of it is
for relief and part for recovery. Insofar as it is relief, it might be
considered stopgap, except that without relief no recovery is possible.

Insofar as it is recovery, it is certainly not stopgap aid by the
very definition of the word “recovery.”

Furthermore, even if you do not appropriate for more than 15
months—let us take the figure of $6,800,000,000—nevertheless you
may have an authorization which anticipates further authorizations.
Therefore, it seems to me that your view is not necessarily true as
far as the presentation of the measure is concerned.

There are certain advantages to doing it each way.

In the first place, these are estimates, guesses, to some extent.
They are bound to be. They are based largely on dollar deficits,
balance of payments. If there is an international monetary con-
ference and these countries devaluate their currencies, and there is a
consequent increase of exports which results in a diminution of the
dollar deficits, that will alleviate the burden on the American taxpayer
since the amount we will have to pay will not be so great.

Or perhaps if we adopt the Herter proposal we will be bringing aid
to Indonesia, in which case we might have to have more.

Mr. Tayror. What happens if Russia joins the Marshall plan?
They can, under the first provision. Supposing these people in the
Soviet Union or the Kremlin decide to show some sense after awhile.
They have shown no indication thus far, but supposing they said,
“For Heaven’s sake, with all this stuff passed around, who are we to
be so ideological?”’

What do you think would happen if Russia joined the Marshall
plan?

Mr. LopgeE. My answer to that is that if Russia will be willing to
sign the agreement which will be proposed by the State Department,
pursuant to legislation which we will draft, she will be agreeing to
conditions which would mean that it would be quite to our advantage
to have Russia join.

Mr. TayLor. You certainly could not expect the Soviet Union to
accept any other conditions than any other country; so, in the first
page of the legislation, that is included.

Any other nations that are willing to conform to the articles of
declaration will be included.

Mr. Lopce. Let me say that this legislation has not yet been re-
ported out of the committee.
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Mr. Tayror. Watch that one, if you will.

Mr. LopGE. I think the chairman will agree with me that it will be
our effort to establish conditions which, were the Soviet Union to
agree to those conditions, a happy situation will result

Mr. Tavyror. It would have to be uniform. We cannot maintain
friendly relations with a power and give $5,300,000,000 to one nation
and then refuse it to another needy nation. You will find they will
show as much need as another country.

Mr. Lopce. Do you think Spain should be invited in?

Mr. TavLor. I do not think Spain is in the picture. I think Spain
has healthy possibilities for France, because the semi-closed border in
between those countries is a very bad thing for France. Spain was
not in the war, but Russia was in the war. If she, since the Marshall
plan, signs the bill, then what do we do?

Mr. JonkmaN. Just go by the past experience, Mr. Taylor; would
it be good business to accept Russia’s acceptance under the Marshall
plan?

Mr. Tayror. Ishould say not, but we have left the latchstring out;
and if she pulls it, we have the whale by the tail.

Mr. Jonkman. Would you care to comment as to your opinions
as to why she did not accept it? That is conjecture. I wonder if you
have any views on that? If you have any views on that, will you
express them?

Mr. Tayror. I have. I think itis a typical case of the great snafus
that come into totalitarian management and states where the bitterness
and the confusions and the propaganda finally get all twisted up. It
is the only possible account for the strategic blunders in the war that
Germans made.

I think Russia has shown the same tendency of really not knowing
what is good for them. They get so used to saying ‘“No”, they just
take the party line, and they say “ No” when a fellow was handing them
something that is just swell.

Mr. JonkmaN. Is it possible they know very well, or knew very
well, that if they came in under the Marshall plan, it would not go
through?

Mr. Tayror. That would be a paradox, because it is claimed they
are fichting the Marshall plan in Europe, a claim which leaves me with
mixed feelings, because they are doing it so obviously that I am sus-
picious of the Asiatic approach.

However, if coming in would keep it from going through, and if
they don’t want it to go through, you would think there would be more
reason why they do not come in. It was predicted in London that
Molotov would walk out of the Paris Conference. 1 am perfectly
certain that was no surprise.

Mr. JonkmaN. What do you think was our protection, that we
put the $6,000,000,000 in?

Mr. TavyrLor. Toward coming in?

Mr. JoNkmaN. Yes.

Mr. Tayuor. I think the Marshall plan as conceived before the
Paris Conference of June, from which Molotov exited, should have
recognized in its final presentation in December that we had gone
then so far along the road of what is desecribed informally, but not
officially, as competition with the totalitarian states for the well-being
of Europe that the plan should incorporate in it absolute provisions
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that it would make it impossible for the Russian Soviet Union to come
in and simply take this ride, but, of course, having done what they
wanted to then do whatever thev preferred to, to injure the world
and us.

Mr. Jonkman. That i1s all; thank you.

Mr. Lobge. May I say one more thing? I would like to return for
a minute to a point you brought out in relation to this as an anti-
Communist measure.

It seems to me we have to have a view of Europe as a possible
federated economic community.

Mr. TayLor. Yes.

Mr. LopGge. Now, then, the question of whether these countries
in which communism is not a menace—England, for instance—should
receive grants in aid, is a matter for determination by the Adminis-
trator. It seems to me that it would negate the whole purpose of the
hoped-for economic federation of Eluope if this measure were inter-
preted solely in the light in which you appear to interpret it.

Mr. TayLor. Mr. Lodge, I am afraid you and I have a basic mis-
conception about that approach. I am claiming in my testimony, or
attempting to, that as a matter of impact on “the American people
and on Congress the propaganda line was set by the State Depart-
ment as presenting this on an anti-Communist basis as a result of a
survey indicating that that would contain the most “oomph,” and I
noticed that the proposers of the plan emphasized and reemphasized
that this was an anti-Communist fund we were putting in there.

Mr. Lopge. What do you believe it to be?

Mr. TayLor. I beheve it to be a recovery program for Europe, in
which communism is only one of the features.

Mr. LopGge. But do you think that as Europe recovers the Com-
munist threat will be diminished?

Mr. TayrLor. Not nearly as much as many of my friends; because
I noticed, for example, that there was nothing wrong with lwmg condi-
tions in Hungﬂ,ly when the Communists seized Hungary. There was
nothing wrong in certain of our American cities when political leaders
seized the city hall.

Mr. Longe. Now, you are talking exactly my language. I have
attempted to bring ‘out during all of these hearings this fact—that
the purpose of the Marshal plan insofar as it has a polltlcnl purpose,
is to reduce the popularity of communism, the spread of the con-
tagion of communism; and that in Polan(l for instance, you have
unlv 3 percent Communists. In France you "have 30 percent, accord-
ing to recent polls. So my question has been—and I have not yet had
W hat I consider a satisfactor y answer—even if the ERP goes tluowrh
in time, will that be enough to protect the Governments of France and
Italy from internal force, from extralegal attempts to demolish the
legality of the Italian and French Governments?

Mr. TayLor. Absolutely not; and, accordingly, it is the implication,
and unstated implication, of 'this insolvable relationship between
living conditions in communism which leaves me cold. They are not
related as both ends of a beam are.

Mr. LopGe. Communism is, to a large extent, brute force, and this
should be simply regarded as one prong in our strategic al arsenal,

Mr. TayLor. That is right. Then, Mr. Lodge, you begin to get
the thing into the pm]e(,tmn I would like to see it in. What worries
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me so much is that this projection so far has been so wide of some of
these marks you and I are talking about that the latent feeling that
exists 1n our country—and it is very vocal right now—is that we get a
hooking when we go into Europe. I said in my testimony I do not
agree with that. That is a very widespread feeling. I think one of
the reasons is because of the very things you and I are talking about.
The actual purpose turns out to be different from the presentation;
whereas, in many instances, the actual purpose could stand on its
two feet, if properly exposed.

Mr. Lopce. Thank you very much, Mr. Taylor.

Mr. JonkmaN. If 1 understood your presentation, you expressed
that the Herter bill does contain the machinery that would be most
likely to accomplish the purpose; and if you criticize that, it would be
that there should be more power in the Administrator under the
Herter bill?

Mr. TayLor. Yes.

Mr. JoNnkmAN. If he was given practically a free hand, or it was
taken into consideration that we knew he was resposnible for foreign
policy to the State Department, then the plan could work and you
coulld attract men of the caliber that would be required to make it
work?

Mr. Tayvror. Sure; because I think Secretary Anderson testified
what a difficult job it was to get competent men to come to Wash-
ington any more and stay here. I do not know; were you in business
before you went to Congress, or were you an.attorney?

Mr. JonkmaN. I was practicing law.

Mr. Tavror. All right. If you had been a production man, that
would have been different. He will need quite a few people in this
job. In the first place, the individual will have to take it up with
his own company; and they will say, “Charley, what authority do
you have?” You will not get a man to take the job unless he has
a_cruising range. They won’t find a competent man in this set-up.
How is he going to get other fellows? He will finally be convinced
that he has the authority to do it, and he will pick up the telephone
and call up some fellow that has been working for 20 years with him,
and knows all about foundries, and he will say: ‘“Bill, we are going
to ask your company to let you go for awhile. I have got an awful
big job on my hands, and have agreed to do it. I don’t want to go
to Kurope for 3 or 4 years, but I am. We have got a tremendous
amount of stake in this. If Mert will let you go and you quit your
jobl and come with me, I will back you to the limit and we will get
1t done.”

That fellow will get Bill, Frank, Joe, this fellow, and they will see
what they can do.

Mr. Jonkman. Have you thought of any provision to put in the
Herter bill to accomplish that as to words, or phraseology?

Mr. Tavvor. Amplification of the definition of the absolute
responsibilities related to verbiage that shows that he must be able
to assume responsibility and make decisions on his own authority
in the face of changing conditions.

The theory that the Secretary of State will be able to put a stop on
something is the equivalent of a veto power. No manager who faces
veto power can manage. The fellow that really ultimately manages
is the fellow who has the veto power. '
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Mr. Lopce. Do you think, Mr. Taylor, that you would have more
chance of getting the American people to understand this measure
and of getting outstanding talent to participate in it if you could
destroy the superstition that there is a sharp dividing line between
war and peace, if you could bring people to understand that vars are
only extensions of peacetime confidence and that we are up to our
neck in a conflict now?

Mr. Tayror. Of course, it is late in the day, but we are all talking
about some vastly big subjects. It has never been clear, historically
speaking, that good times brought peace. It has never been clear
that commerce is the road to peace. ¢

That 1s a cliché often used. It is “ar easier to demonstrate that
where commerce has expanded, wars have ensued. Where there is
no commerce—witness the Eskimo in his igloo—you have peace.

I, for one, am terribly disturbed about the great generalities brought
forward. One is that if there are bad times, any place in the world,
it means that it affects America.

Isn’t it obvious that, far from that being true, the fact is that if
there are bad times and trouble in some places in the world, this
affects America, not all places? There will be bad times, I venture
to suggest, in India, for many, many generations.

If we are to await stable economy in the United States until there
are good times in India, my friends, we are going to have a very long
waits

Yet India is definitely a part of the world.

Mr. Chairman, you have been awfully kind to me today. I am
very grateful to this committee for this opportunity to be with you.

Mr. JonkmanN. We enjoyed hearing you. You made a very
interesting presentation and, I want to say, a courageous statement.

Mr. Tayror. Thank you.

Mr. Jonkman. It is not many witnesses who have come here and
gone as far as you have in saying what they really think about the
weaknesses and frailities of the Marshall plan. It is those we must
know, and you certainly have done your share as a citizen in informing
this committee; and, to a large extent, you have shifted the responsi-
bility to us.

Thank you very much for coming.

Mr. TayrLor. That is all I tried to do. I think this is a pretty
serious subject.

Mr. JonkmaN. I am sure it is.

(Whereupon, at 5:15 p. m., the committee adjourned, to reconvene
at 10 a. m., Tuesday, February 3, 1948.)

(The following was submitted for inclusion in the record:)

THE MARSHALL PLAN

StarEmMENT FromM HerBeErT HoovER TO SENATOR ARTHUR H. VANDENBERG,
CratrMaN, ComMiTTEE ON ForREIGN RELATIONS, UNITED STATES SENATE,
WasuincToN, D. C.

JANUARY 18, 194R.

Senator ARTHUR H. VANDENBERG,

Chairman, Committee on Foreign Relations, United States Senate,
Washington, D. C.
My Dear SenaTor: I have your request that I should present to the Foreign

Relations Committee my views on the proposed Economic Cooperation Adminis-

tration for aid to 16 western European countries.
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First of all T wish to make clear my conviction that we should help to the full
extent which does not weaken our own economy and thus defeat all world recovery.

There are three dominant reasons why we should do so:

First, the spiritual character of the Ameriean people has always led them, and
will for all time eompel them, to prevent huneger and cold to the full extent of their
surplus, and even to the extent of personal self-denial.

Second, while the defeat of communism in western Europe is of vital importance
to the preservation of moral and spiritual values for which we stand, it is g.lso of
vital importance to us that the economic and political unity of western Europe
should be stimulated.

Third, the project builds for peace in the world.

DANGERS IN EUROPE

The dangers inherent in the project are very great. On one side is the possible
failure of western Europe, now engaged in widespread experiments in soetalization
of industry, to secure the restoration of produetivity; their possible failure to
secure domestic fiscal and currency stability; their possible failure to secure
economic and political cooperation with each other; and their possible failure to
defeat the destructive politico-economie forees in their midst.

UNITED STATES DANGERS

On the American side, dangers are that the volume of exports and finance
proposed may accelerate an already serious inflation; that it further delays our
recuperation from the war; that it drains our natural resources and continues
excessive taxation; all of which might bring depression and thus destroy the
strength of the one remaining source of aid to a world in chaos.

We must take some risks, and I should have liked to be able to give unqualified
endorsement of the ECA as presented to the Congress. I am compelled, however,
by conscience to say that the plan as presented should have certain construective
modifications and more safeguards.

I suggest six directions of such action:

First, as to its organization.

Second, as to the scope of the plan.

Third, as to positive conditions to which the recipient countries should agree.

Fourth, as to the period to which we are committed.

Fifth, as to limits of burden upon the United States.

Sixth, as to some suggestions for lightening the burden to the American taxpayer
and upon our economy, and yet preserve our purpose.

ORGANIZATION OF ECA

No one would contend that the political relations involved in this plan should
not be controlled by the foreign-policy branch of the Government. But this plan
18 far more business and economic than political.

By this proposal, together with other authorities, and our other foreign aid
projects, we are placing the control of the whole American economy in the hands
of the organization which directs these operations. Its policies ean determine
the volume of exports, and thus prices, wages, rationing, inflation, and the progress
of the incomplete reconstruction in the United States.

Beyond domestic questions, there are momentous foreign economie policies to
be decided by the administrators of these powers. The need, finance, and source
of supply must be determined for each recipient country. These operations
must be coordinated with our exports to all other countries and with our other
relief operations. Above all there must be continuous evaluation to determine
whether the economiec and social policies of the constituent countries are contribut-
ing to success.

Such power should not be placed in the hands of any one man or any one de-
partment of our government. Obviously the administrative work involved should
be conducted by one man. But its policies should be directed by a group, no
doubt including department heads, but also including nonofficial eitizens. The
proposals of Congressman Christian Herter insofar as they imply group conclu-
sions come nearer to meeting this requirement.

I assume it is intended to carry out this operation as a bi-partisan enterprise,
for only thus can we hope for success. There is far too muech at stake to permit
partisan approach. If these policies are to be bi-partisan, then the members of
this board or commission should be selected by prior consultation with the
congressional leaders.
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SCOPE OF RESPONSIBILITIES SHOULD NOT BE LIMITED TO THE 16 COUNTRIES

Even if administration of these funds is limited to the 16 countries, the scope of
policy determination must be far wider. The front against communism lies not
alone in Europe; it stretches through Latin America and Asia. We have to bear
in mind that the exports of the United States include also very necessary exports
to those countries which supply us with essential imports and whose economies are
positively linked with our own as, for instance, the Latin-American states.

We must, if we pursue this national policy, include aid to China and other
nations, together with the occupied territories of Germany, Japan and Korea.
There are thus not 16 countries directly under relief, but 20, and possibly more. *

The food supply and reconstruction of industry in Germany, Japan, Korea, and
China are inseparable from the 16 countries. Both logic and administrative
management suggest that they be placed in the hands of this commission.

We cannot separate a 20-nation segment of the world from the other 20 friendly
nations and give it priority over them. Any undertaking to use American re-
sources to the full extent to bring about stability of the world implies coordination
with other countries.

CERTAIN CONDITIONS WHICH SHOULD BE AGREED TO BY RECIPIENTS OF E. C. A,

The plan presupposes certain basic conditions of cooperation between the
countries to be aided which are essential to the success of our efforts.

One of the hopes of the world is economic and political solidarity of western
Europe.

Internally in each country the plan envisages an increase in productivity by
abandonment of restraints upon enterprise and economy. It envisages balanced
budgets and checks on inflation. Above all there need be abandonment of their
wholly fictitious basis of foreign exchange. Were these things assured and were
exchange based upon realities, private Western Hemisphere funds would pour
into those areas; their domestic hoards of gold and currency would begin to come
out and the demand for their exports would increase. All of which would decrease
the drains and strains upon the United States taxpayer.

Moreover, the reopening of German and Japanese industrial plants is not only
essential to provide needed materials in Europe and Asia, but the situation is at
present an ‘‘operation rat hole’” to the extent of a billion and a half dollars for
each year of charitable food from the United States to keep these people alive.
With restoration of their production, and exports, that sum could be applied to
reconstruction by ECA, not used to keep idle thousands of German and Japanese
plants and workmen. Specifically, those of the 16 countries concerned should
agree to the trizonal economic union of western Germany; a peace with Japan;
a cessation of plant destruction and removal; and abolition or increase in “‘levels of
industry” in these two countries.

No one expects all these things to happen overnight, but unless they are begun
quickly our service toward world recovery will be largely in vain.

OUR COMMITMENTS SHOULD NOT BE EXTENDED TO 4 YEARS

The plan originally proposed an authorization to ECA of $17,000,000,000 and
a 4-vear program. The first 15-months’ appropriation is proposed at 6.8 billion.
But in addition to this, we are committed to western Germany, Japan, Korea, and
possibly China, and perhaps others, for supplies amounting to about 2 billion in
this same period of 15 months, or a total of nearly $9 000,000,000.

It was prudent not to require that commitments be made by the United States
at the present time for more than the first 15 months, until July 1, 1949. We
cannot even hazard what the export and financial possibllities of the United
States will be for more than a year in advance. Food being the largest item in the
whole program, we can only judge from harvest to harvest. Nor can we long
forecast our industrial production. Furthermore, we cannot tell in advance the
requirements of each of these countries to which it is proposed to extend aid.
They, too, are dependent upon their harvests; they are dependent upon coopera-
tion between governments, and upon their labor and many other elements for
which we cannot fix a financial or commodity commitment.

Even a moral commitment to a 4-year program is unwise. We cannot enforce
ideas upon other self-governing peoples, and we should keep ourselves entirely
free to end our efforts without recrimination. The United States will at all times
aid against hunger and cold. The fact that we have already spent probably
20 billions upon this purpose since this war and over 5 billions after the last war
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should be sufficient assurance that we will continue to support right-thinking
peoples in the future.

THE BURDEN UPON THE UNITED STATES

Whether the American economy can stand a burden of 9 billions of relief in
this 15 months must arouse great anxiety.

It amounts to about 18 percent of our whole Federal tax income during such
a period. It amounts to 36 percent of all the personal income taxes. Yet the
country surely needs tax relief if its productivity and employment are to be
sustained.

Another disturbing question is the effect upon prices, wages and inflation
generally of the volume of exports and finance here proposed. In the fiscal year
1946 we exported 4.4 billion dollars more goods than we imported. In the fiscal
year 1947 we exported $7,000,000,000 worth of goods more than we imported.
(In both cases services are omitted.)

These differences were represented by gifts and loans to foreign nations. They
were bumper-crop years, yet the volume of exports in fiscal year 1947 and since
have undoubtedly raised prices and started inflationary spirals. It seems diffieult
to believe that we ean continue at the rate now proposed and not produce the
same effect.

It is not an answer to say that under this plan large amounts of American
money will be used for purchases of commodities in other countries on behalf
of recipient nations and thus relieve export pressure upon the United States.
These other countries thus receiving our money will wish to transform that
money into goods from the United States. If we refuse export certificates for
all or part of their demands because we do not have the goods, either our money
will go to a discount, or we will necessarily enter obligations to pay those nations
at some future date. Thus the United States will in effect be borrowing money
abroad to finance this program.

It is an illusion that scarcity and thus inecreasing .inflation can be more than
temporarily retarded by compulsory fixing of wages, prices and rationing. Aside
from the reduction of primary freedoms involved, history and our national
experience prove that any such course sets up chain reactions which ultimately
decrease production and defeat their very purpose. A part of western Europe's
present difficulties is due to these practices. v

The only safe road for us is not to overexport. We can to some extent inerease
the amounts available for export and hold prices by adopting strong voluntary
conservation measures; by using voluntary restraints on prices and wages; by
doing more and harder work with uninterrupted production. Such voluntary
organization, if vigorously and systematically administered, avoids most of the
evils of the coercive system.

SOME SUGGESTIONS FOR LIGHTENING THE BURDEN UPON THE AMERICAN TAXPAYER
AND UPON OUR ECONOMY

If some of the imported quantities scheduled be reexamined in the light of
supplies, if certain principles were established by Congress, if certain requirements
were fixed, and if an effective business organization were set up, 1 am confident
that the burden upon the American taxpayer could be lessened and our essential
purpose accomplished.

European proposals on which this plan is based have undoubtedly been formu-
lated in good faith but some suggestions seem permissible.

First. The food programs when correlated to the needs of the rest of the world
would appear greater than the world supply during the first period from April
to June 1948, and at the same time maintain rations in the occupied areas and
some ‘“‘plan” countries at an endurable level. Further, these programs seem to
imply a dependence upon world harvests much greater next year than last,

Second. The program for agricultural reconstruction seems imperative, but the
program for industrial production implies not alone a restoration of prewar
productivity but a great increase in such production above prewar. That is
indeed greatly to be desired, but whether Americans are able out of production
and taxes at this time to provide more than a restoration to prewar levels is
another question.

Third. The program calls for export of about $800,000,000 of capital goods
including steel and machinery from the United States in the 15-month period.
Both the Harriman and the House of Representatives reports cast doubt upon
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our ability to supply this amount of steel production and to maintain our neces-
sary exports to other vital quarters. A House report states that these demands
are ‘‘a staggering deficit to impose upon steel in the United States * * * it
is difficult to see how * * * it would be possible to fulfill this program with-
out seriously weakening our economy.” The capital goods programs of the 16
nations of necessity may need to be extended over a longer term.

In fact, our productive machine today is crippled by the insufficient railway
equipment for the prompt delivery of goods; our food production is lessened by
searcity in agricultural machinery; we have sporadic oil famines due to lack of
oilwell, refining and transport equipment; our automotive industry is short of
raw materials; we are dreadfully short of building materials for veterans’ homes.
No further evidence of shortage is needed than the black market where steel is
selling for over 100 percent premiums.

It would seem that the possibilities of early steel and machinery production in
Germany should be more vigorously undertaken, obviously with readily effective
eurbs as to any munitions diversion. With removal of the inhibitions on these
German industries, with vigor and working capital, a large segment of this pro-
gram could be supplied from that quarter, instead of by increasing scarcities and
delaying reconstruction and increasing taxpayer costs in the United States. It may
be said that Germany cannot do this and export coal to the 16 nations. Pending
increase in Ruhr coal, some increase in United States coal exports might be found
to be better. The same policies should be applied to fertilizers and to oil refining
in Germany.

In any event, it would appear that the 15 months’ capital goods program must
be extended over a much longer period.

Fourth. The estimates of over $650,000,000 of petroleum supplies to the 16
nations for the next 15 months represent a considerable increase over the last 15
months and would seem to be greater than the supply. Pending development in
the Persian Gulf, the world is already short of oil and there seems no source for
any such an increase.

Fifth. Inquiry might be made into methods of relieving the United States
Treasury of some of this cost through collateral loans by, say, the RFC, or by
the Export-Import Bank.

There are citizens in some of these European states who have large private
property in the United States and in other parts of the Western Hemisphere.
Prior to the war, the British Government collected a group of such investments
and borrowed money on them in the United States. There are large sums of this
character still outstanding, and they could be collected by the various European
governments, paving their citizens in their own bonds; these assets could then be
pledged as security for loans in the United States. If there is protest that taking
over these privately held resources is a hardship to the owners, it may be pointed
out that the alternative is a far greater hardship for the American taxpaver. In
the first instance, the owner would be reimbursed in full in his own currency; in
the second, the American citizen would be taxed the full amount and never see
it again.

Sixth. Some expansion of private enterprise in supplying of capital goods to
the 16 nations, and thus relief to the United States Treasury, might be found in
the use of foreign currencies realized from the sale by the recipient countries of
United States goods coming to them as gifts or grants.

In April 1947 T recommended to the Congress, in connection with the relief
appropriations then before it, that it should specify that the currency received
from the resale of American goods to the populations in each country be deposited
in their national banks to the credit of the United States. We should then set up
& commission which, in cooperation with the government concerned, would use
this money to promote produectivity within that country. A form of that proposal
was incorporated in'the European Aid Act of 1947 and is contemplated in the
present legislation.

My suggestion here is that if these funds were to be used in the aided countries
to pay for labor and domestic materials in productive works, there should be thus
created an equity upon which American private enterprise could furnish the
necessary imports of capital goods.

Seventh. It is proposed that this nearly 9 billions in 15 months shall be by
grants which are gifts, as well as by loans. I suggest the Congress should define
some general principles of distinetion between gifts and loans.

We must disillusion ourselves that loans from the United States Government,
except where secured by transferable property, or other specific security, are real
loans. They are gifts. There are economic as well as political reasons why
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such “loans” will not, and cannot, be repaid. We will act more intelligently if
within the minds of our own people and those of the recipient peoples we separate
our gifts from our loans. e should separate charity from business.

That division can be made clear if we confine our gifts to the actual American
surplus of consumption goods such as food, coal, fertilizers, and cotton (not for re-
export), which are essential to maintain life. I believe the American people are
perfectly willing to g\il}ze these commodities as a gift to those countries which can-
mnot pay for them. hile giving these away will be privation, yet we can repro-
duce the agricultural products and we have ample future resources in coal and
some fertilizers. The total of such relief goods from the United States during
this 15 months might amount to $3,000,000,000. Such an amount of gifts would
enable participating countries to use their exports to pay for other goods in their
programs.

The relief exports to Germany, Japan, and Korea should be a first charge on all
reparations.

Eighth, I do not believe we should be called upon to make gifts or grants of steel
and other capital goods. They can be paid for out of the increased produectivity
which they create.

In the program of proposed supplies to the 16 countries from the United States,
nearly one billion dollars are capital goods. Aside from the portion which can be
financed by private enterprise, such goods should be financed by the Export-
Import Bank or the World Bank whose independence of decision should not be
modified under the present set-up as they can continue to take specific and
ultimately reliable securities payable form the increased production they create.

Ninth. I do not believe we should make gifts or grants of American money to
pay for goods from other countries.

The program of supplies apparently calls for a large part of 3.5 billions of
Western Hemisphere goods to be purchased with American money from Canada,
Argentina, and other Western Hemisphere states. Of this amount, under 200
million represents capital goods, the rest being mostly agricultural products. As
the latter represents surplus production of the other Western Hemisphere coun-
tries, it would appear that they should be anxious to sell and, no doubt, to co-
operate in creating world stability. It would seem, therefore, that these states
should extend credits to the 16 countries for such goods. A partial guaranty or
advance, against such credits by the United States through the Export-Import
Bank is the most that we should be asked to give.

CONCLUSION

With these various suggestions I believe it is possible considerably to reduce
the burden upon our citizens and at the same time to assure the accomplishment
of our national purpose.

Yours faithfully,
HerBERT HOOVER,
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UNITED STATES FOREIGN POLICY FOR A POSTWAR
RECOVERY PROGRAM

TUESDAY, FEBRUARY 3, 1948

HouskE oF REPRESENTATIVES,

CoMMITTEE ON FOREIGN AFFAIRS,
Washington, D. C.

The committee met at 10:30 a. m., in the Foreign Affairs Committee
room, United States Capitol, Hon. Charles A. Eaton (chairman)
presiding.

Chairman EaTon. The committee will come to order.

If it is agreeable with the committee we will insert in the record
at this point a statement from the Secretary of the Treasury which
he wished to submit to us on blocked funds in this country, and also a
letter from the State Department dated February 3, 1948, enclosing
a chart showing the relationship of stipulated obligations, shipments,
and expenditures from April 1, 1948, through June 30, 1949, with
respect to the European recovery program.

(The documents are as follows:)

FEBRUARY 2, 1948,
Hon. CEARLES A. EATON,
Chairman, House Foreign Affairs Commaittee,
House of Representatives, Washington, D. C.

Dear Mr. EaTon: You will recall that in my testimony on the financial aspects
of the European recovery program before your committee I discussed the policy
which should be adopted respecting foreign assets in the United States and indi-
cated that the National Advisory Council was giving further consideration to
this problem.

I am enclosing herewith a copy of a letter which I am sending today to Senator
Vandenberg, chairman of the Senate Foreign Relations Committee, which I think
may be of interest to you and the members of your committee. It outlines the
program which the National Advisory Council has approved for dealing with the
above matter. I understand Senator Vandenberg will put this letter into the
record of his committee at today’s session and will release it to the press at noon.

With cordial personal greetings.

Sincerely yours, < i
oaN W. SNYDER,

Chairman, National Advisory Council on
International Monetary and Financial Problems.

FEBRUARY 2, 1948,
Hon. ARTHUR H. VANDENBERG,
Chairman, Senate Foreign Relations Commalttee,
United States Senate, Washington, D. C.

My Dear SENATOR: You will recall that when I appeared before the Senate
Foreign Relations Committee to discuss the financial aspects of the European
recovery program I indicated that I would soon be ready to report the results of
the National Advisory Council’s consideration of the extent to which this Govern-
ment should assist countries likely to receive financial assistance under the
European recovery program in locating the assets of their nationals concealed in
the United States.
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On that occasion I discussed the extent to which the dollar and gold holdings
of the participating countries could be integrated with the European recovery
program. In that connection I stated:

““Some people have argued that the participating countries should pay for part
of the program by using up their gold and dollar assets in 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 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 particg)ating
countries except Switzerland, 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 investments in the
United States, we must also look at the problem in terms of its long-run con-
sequences. These investments annually earn a dollar income, which will be used
to cover part of the cost of the program, and which will be used in the future to
meet part of the cost of imports after the program ends. Without these invest-
ments, 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 force 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.

* * * * * * *

“Some of the governments, however, will decide to liquidate some or all of their
holdings so as to pay for imports. In practice this may be an alternative to borrow-
ing from the United States. * * *”

I emphasize again that, in the judgment of the National Advisory Council, it
would not be wise to force countries likely to receive financial aid from the United
States (referred to hereafter as ‘‘recipient countries’”) to liquidate the private
holdings of their nationals as a condition to receiving such aid. But the problem of
assisting these countries in locating the private assets of their nationals in separate
and distinet. It is this problem which the National Advisory Council and the
executive departments concerned have been studying for some time.

The problem stems from the fact that nationals of some recipient countries have
for many years followed the practice of concealing their assets in the United States.
Some hold property directly in their own names; others hold indirectly through
intermediaries in third countries, notably Switzerland. These assets are concealed
in this country despite the fact that the foreign-exchange laws of the recipient
countries typically require that foreign-exchange assets be declared; some also
require the turning over of liquid dollar holdings in exchange for local curreney;
practically all require that licenses be obtained for the expenditure of foreign-
exchange assets.

It is important to distinguish between two categories of assets: blocked assets
and free assets. By blocked assets we mean those which are frozen in the United
States under the Foreign Funds Control of the Treasury Department. It will be
recalled that as a wartime measure the President, pursuant to section 5 (b) of the
Trading With the Enemy Act, blocked, under control of the Treasury, the private
and public holdings in the United States of all of the European countries except the
United Kingdom, Eire, and Turkey. Beginning in-October 1945, machinery has
been put in effect which provides for the unblocking of assets of persons in most
of the formerly enemy-occupied and neutral countries if the government of the
country where the beneficial owner of funds resides certifies to the private Amer-
ican custodian holding the assets that there is no enemy interest in such assets,
The primary purpose of this procedure is to find concealed enemy property, The
procedure is now applicable to all the recipient countries whose assets were blocked.,
However, not all the nationals of these countries have availed themselves of this
procedure, which has the incidental effect of disclosing to their respective govern-
ments the ownership of assets in the United States. As a result the Treasury
through Foreign Funds Control is still controlling a fairly substantial amount of
blocked assets.

Free assets include all the dollar assets owned by nationals of Britain, Turkey,
and Eire, for these assets, to repeat, were never blocked. In addition, free assets
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have acerued in the United States on behalf of residents of the other recipient
countries since December 1945 when controls were lifted from all current trans-
actions between the United States and nationals of these countries.

It is obviously impossible to ascertain accurately the amount of private dollar
assets owned by resident citizens of recipient countries which are unknown to
their governments despite the reporting requirements of such governments.
Moreover, we have no controls which require complete and continuous reporting
of foreign-owned assets. However, we have made certain estimates based on an
analysis of the best facts and figures available to this Government.

As far as the free assets are concerned, we have concluded, as a result of investi-
gations and consultation with the various governments, that they are for the most
part known to the governments of the recipient countries. We have estimated
that as of June 30, 1947, private persons, including noncitizens, residing in the
recipient countries, had free assets in the United States approximating 4.3 billion
dollars. Of this amount 2.3 billion dollars represents holdings of nationals of the
United Kingdom, which has adequate information respecting these assets. In
addition, from Foreign Funds Control operations we know that about 1.3 billion
dollars represents assets of residents of recipient countries which have been certi-
fied for unblocking and hence are known to those governments. The balance
includes proceeds from the liquidation of securities which has taken place in the
United States with the knowledge of the appropriate governments, accruals
from current transactions which are subject to control by the governments of
the recipient countries, and assets of noncitizens resident in these countries.
Some free assets may have accumulated here unknown to the respective govern-
ments, but we consider that the amounts are probably insignificant.

We come now to the question of the blocked assets held directly in the names
of citizens of recipient countries and indirectly for their benefit through Swiss
intermediaries. These assets are for the most part unknown to the respective
governments; otherwise the appropriate unblocking certifications would have
by now been obtained and the identity of the respective owners disclosed. Precise
figures on the amount of these blocked assets are not available. Under the
existing certification procedure, as has already been indicated, the certification
is made directly by the foreign government to the private American custodian
holding the assets and no report is made to the Treasury other than general
summaries which have been obtained from the countries concerned. To have
maintained current records on changes in blocked accounts would have subjected
American financial institutions and the Government to unjustifiable costs and
difficulties.

According to our best estimates resident citizens of recipient countries hold in
the United States approximately $700,000,000 of blocked assets which are in a
form readily available for meeting the balance-of-payment problems of the
recipient countries. Of this amount, about $400,000,000 are held here directly
in the names of the resident citizens; the balance of about $300,000,000 is held
indirectly through Switzerland. In addition, resident citizens of recipient
countries hold blocked investments in controlled enterprises, in estates and
trusts, ete., which cannot readily be liquidated, although most of them are
valuable sources of current dollar income. We estimate that they hold directly
in this nonliquid form of investment about $400,000,000 and an additional small
but unascertainable amount indirectly through Switzerland.

It appears that so far as the recipient countries are concerned the resident
citizens of France have in the United States the largest amount of coneealed
private blocked assets in a form which could be used in meeting balance-of-
payment problems or to supplement official reserves. We estimate that the
amount of the directly held assets in this form of investment would run between
$100,000,000 to $150,000,000. The French Ministry of Finance has estimated
that these assets amount to about $150,000,000, In addition, French resident
citizens hold indirectly through Switzerland liquid assets of probably between
$200,000,000 and $250,000,000.

The policy we should adopt with respect to assisting the recipient countries
in obtaining control of the private dollar assets which are hidden in this country
by their citizens has been a subject of much discussion in recent months. Rep-
resentatives of financial institutions have urged that it is fundamental to our free
private enterprises system and, in particular to our capital market, to respect
private property whether or not it is held by foreign nationals. Some felt that
the United States Government should not adopt the policy of cooperating with
foreign countries in the enforcement of their exchange-control laws. Finally, it
was argued that to adopt measures having the effect of forcing the disclosure to
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foreign governments of private property held by their citizens in the United
States would put this Government in the position of supporting partial confis-
cation of private property. This last point relates to those cases where foreign
countries require the surrender of dollar assets, against reimbursement in local
currency at unrealistic rates of exchange.

The National Advisory Council gave serious consideration to these views.
The Council doubted that under ordinary conditions this Government should
assist foreign governments in enforcing their foreign-exchange laws. However,
these are not ordinary times. Some European countries are in dire need of dollars
to permit their survival as free nations. American taxpayers are being called
upon to make substantial contributions to European recovery. Moreover, most
of the foreign governments have repeatedly asked our assistance in obtaining
control of the holdings of their citizens, who have concealed them contrary to
the laws and national interest of their countries. It is these circumstances, I am
sure, which have inspired marked public interest in the problem and have pro-
duced various legislative proposals for action, such as the Kunkel bill (H. R.
4576) and the Norblad resolution (H. J. Res. 268).

The Counecil studied in detail many alternative proposals for dealing with
this problem in an effort to arrive at a solution which would assist recipient
countries to obtain the use of concealed private assets in the United States without
doing violence to the traditional status of private property. None of these
alternatives promised at the same time actually to protect the private interests
of foreign nationals, to assist the recipient countries to mobilize the concealed
dollar assets of their resident citizens, and to prevent the escape of concealed
enemy assets.

The Council concluded that no action should be taken regarding free assets
because the amounts which are unknown to the governments of recipient countries
are probably insignificant, and in any event serious praetical difficulties would
be involved. Effectively to search out and take control of these free assets
would require exchange controls and other measures which would do maximum
violence to our position as a world financial center and to our policy of keeping
the dollar substantially free of restrictions.

The Council also concluded, however, that this Government should assist the
recipient countries to obtain control of the blocked assets in the United States
of their resident citizens. Accordingly, it was agreed that the program deseribed
below, which has been developed by the Justice and Treasury Departments,
should be put into operation promptly. In the opinion of the Council this pro-
gram is the most effective way to accomplish the above objective and to prevent
the escape of enemy assets. A .

The program provides that public notice will shortly be given that at the end
of 3 months assets remaining blocked, including assets not certified by the appro-
priate foreign government as free of enemy taint, will be transferred to the juris-
diction of the Office of Alien Property in the Department of Justice. To permit
this Government and the foreign governments concerned to concentrate on the
areas where important results are likely to be obtained, accounts containing small
amounts of property, say up to $5,000, will be unblocked in the near future without
requiring certification or other formalities except where a known German, Jap-
anese, Hungarian, Rumanian, or Bulgarian interest exists. The Office of Alien
Property will take a new census of the assets which remain blocked as of the dead-
line date. In order effectively to help the recipient countries obtain control of
the blocked assets of their resident citizens, the Office of Alien Property will then
promptly carry out the following policies: _ :

(a) To deal with the directly held assets by making available to governments
of recipient countries the information from the new census of blocked assets of
their citizens, including juridical persons, residing in their territories which remain
uncertified as of the public dead-line date referred to above. Kach country
receiving such information will be required to investigate the beneﬁ.cial ownership
of property held in the names of its citizens for the purpose of discovering an
enemy interest. Pending a reasonable period for such investigations, such
property will not be vested but will remain blocked under the jurisdiction of the
Office of Alien Property. If these investigations show that the assets are owned
by residents of the country receiving the information the assets will be released.

(b) To deal with indirectly held assets by a vesting program with respect to
accounts which remain uncertified after the dead-line date. Processing of un-
certified assets in Swiss and Liechtenstein accounts for vesting under applicable
law as enemy property will be started immediately after the receipt of the census
information by the Office of Alien Property. The vesting program will also be
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applied to unecertified assets he!d indirectly through recipient countries where the
program desecribed in (a) above does not result in disclosure to the beneficial
owner’s government (e. g., French assets held through the Netherlands). In
the absence of definite evidenee of nonenemy ownership, full weight wiil be given
to the presumption of enemy ownership arising from the failure to obtain certifi-
cation. Evidence of nonenemy ownership or interest offered’either before or
after vesting will be checked in accordance with the usual investigative procedures
of the Office of Alien Property. These procedures involve disclosure to the gov-
ernments of the countries of which persons claiming lezal or beneficial interests
are residents. Of course, any vested assets which are proved to be nonenemy
may be returned under existing law applicable to the return of vested property.

The Attorney General has informed the Council that there is adequate
authority under the Trading With the Enemy Aect, as amended, to ecarry out all
aspects of the above program.

The vesting aspect of this program appears under the circumstances to be the
most effective means of rendering help to countries with regard to indirectly held
assets. There is no satisfactory alternative to a procedure which will compel
foreign nationals either to disclose their concealed dollar assets to their respective
governments or to forfeit them to the United States. To date the certification
procedure, which applies to Swiss and Liechtenstein accounts, as well as to ac-
counts of recipient country nationals, has not been utilized by manv citizens of
recipient countries to obtain the unblocking of accounts in the United States.
This is so with regard to assets held through Switzerland for resident citizens of
recipient countries because the owners of these assets know that Switzerland
cannot, under the existing procedure, certify their assets without securing a cross-
certification from the government of the country where they reside, thus disclosing
their identity to their government. Actually, however, there is no effective way
to ascertain whether property held in Swiss accounts is Swiss-owned, enemy-
owned, or owned by resident citizens of recipient countries, except to rely on the
Swiss and other interested governments.

It must be recognized that resident citizens of recipient countries who hold
their assets through third countries and who have not revealed such assets to
their own government may choose not to declare their assets to their own govern-
ments for certification, notwithstanding the announced program to vest these
assets and even notwithstanding any amnesty which countries may offer. These

ersons would, in effect, choose to forfeit their indirectly held assets to the United

tates rather than to disclose them to their governments. If this proves to be
the case, consideration could be given at a later date to the allocation by appro-
priate congressional action of the vested assets among the recipient countries.

In econclusion, I want to call your attention to the fact that this program also
provides for the orderly termination of Treasury’s blocking operations. This
follows from the fact that, in addition to specifying the treatment to be accorded
the uncertified assets in recipient country accounts and Swiss and Liechtenstein
accounts, the program calls for the transfer to the jurisdiction of the Office of
Alien Property of all other assets remaining blocked as of the public dead-line
date. Thus German and Japanese assets will be transferred and vested. Hun-
garian, Rumanian, and Bulgarian assets will be transferred and will remain
blocked until a settlement of war claims with these countries is made. Finnish,
Polish, and Czechoslovakian blocked assets, which do not exceed $5,000,000, will
be transferred and remain blocked for the time being. Yugoslavian, Estonian,
Latvian, and Lithuanian blocked assets will also be transferred to the Office of
Alien Property and remain blocked until various current problems have been
resolved. Spanish and Portuguese assets are still blocked pending the completion
of the current negotiations with Spain and Portugal covering looted gold and
German assets. If these negotiations are successfully completed before the
publie dead-line date, arrangements can promptly be made for the unblocking of
these assets; on the other hand, if the negotiations are not completed by that date,
these assets would likewise be covered in the transfer to the Office of Alien Property
and would remain blocked pending the conclusion of the negotiations.

It is the intention of the Treasury and Justice Departments to proceed promptly
to carry out the above program.

. Sincerely yours,
Joun W. SNYDER,
Chairman, National Advisory Council on
International Monetary and Financial Problems.
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DEPARTMENT OF STATE,
Orrice oF THE COUNSELOR,
Washington, February 3, 1948.
Mr. Boyp CRAWFORD, .
House Foreign Affairs Committee,
House of Representatives.

Dear Mr. Crawrorp: Enclosed are 25 copies of a chart on the European
recovery program, showing the relationship of estimated obligations, shipments
and expenditures from April 1, 1948, through June 30, 1949.

You may wish to distribute these to members of the Committee on Foreign
. Affairs and perhaps have one inserted in the record of the hearings.

Sincerely yours,
CuarLEs E. BoaLEN, Counselor
(For the Secretary of State)

EurorEaAN REcOVERY PROGRAM

RELATIONSHIP OF ESTIMATED OBLIGATIONS, SHIPMENTS, AND EXPENDITURES APRIL
1, 1948, TO JUNE 30, 1949

The following table explains the relationship of anticipated obligations, ship-
ments, and expenditures to the appropriation of $6,800,000,000 requested for the
first 15 months of the European recovery program.

In order to carry out the program, shipments totaling $6,600,000,000 must
be made in the 15 months from April 1948 through June 1949. It is estimated
that $600,000,000 of these shipments will be in the pipe line at the beginning
of the period and will have been financed from various sources other than
ERP funds. The ERP appropriation will be used to finance the balance of
$6,000,000,000 of needed shipments in the 15-month period. The difference
between this sum and the requested appropriation, or $800,000,000, is the gross
amount necessary to cover obligations which must be made prior to June 30,
1949, for shipments which will not be made until after this date. This pipe line
of $800,000,000, amounting to less than 2 months average shipments, is regarded
as the minimum essential to avoid an interruption in the flow of supplies. If the
amount which has been requested is reduced below $6,800,000,000, it will be
necessary, therefore, either to allow the pipe line to become empty or to reduce
shipments financed by United States funds under the program below the required
level of $6,000,000,000 during the first 15 months. Either course would jeopardize
the success of the program.

Because of the necessary lag between the time of shipment and the time of
payment, it is estimated that, of the $6,000,000,000 to be shipped under the
program during the first ‘15 months, final payments for approximately
$4,500,000,000 will have been completed before July 1, 1949. The remainder of
the $6,000,000,000 (i. e., $1,500,000,000) shipped during the period will not be
paid for until early in the fiscal year 1950. These $1,500,000,000 together with
the obligations entered into in fiscal 1949 for shipments after June 30, 1949
($800,000,000) equal the difference between the requested appropriation of
$6,800,000,000 and estimated actual expenditures of $4,500,000,000 during the
15-month period.
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Relationship of estimated obligations, shipmendis, and expenditures, April 1, 19/8, to
June 30, 1949

FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

[Tn millions of dollars]

Estimated shipments required between
Apr. 1, 1948, and June 30, 1949, which
are to be financed from ERP funds
Total ohlis..':‘l‘-j
: s Estimated |tions require
Esti- chtjgg c&:g{_‘ 4/ portion covered gross obli- | June 30, 1949,
mated S ey by expendi- | gationsin | which will
O‘i'ﬁr-all '15 mnnths'g tures in f?S(t:ail ﬁsca; year | not t:eﬁpai(ll
? obliga- : : vear 1950 (obli- 1949 for until fisca
Method of procurement tions re- pel;‘t;){::fi (r(’?h' gated for and | shipments yvear 1950
quired ! | Total 2| GS880 O o | shipped during | after June | (column £
8 'n:ri)c?rits ad period but 30, 1949 & plus col-
PoyL e payments not umn 5) 8
during period) rosde st
I{ncgigfsnél ? after June 30,
s 1949) 4
umn 4)
(1) (2 (3) (4) (5) (6)
1. Procurement through
normal private trade
~channels in United
States purchases
from United States
suppliers by import-
ers or governmental
agencies of partici-
pating countries, for
which payment will
be made direct to ;
United States sup-
plier or on reimburse-
ment basis. Amount
includes purchases fi-
nanced by Export-
Import Bank loans
and private invest-
ments covered by
guaranties.___________ $2, 900 | $2, 495 $1, 975 T $520 8 $405 | $025
2. Procurement both in
United States and
“offshore’’ by U. S.
Governmentagencies. 1,600 | 1,455 1,155 9 300 145 445
3. "Offshore” procure-
ment through normal
trade channels_ _.___. 2,300 | 2,050 1,370 10 680 1L 250 930
4, B 6, 800 | 6,000 4, 500 1, 500 800 2, 300

! This column shows the total amount which must be committed from Apr. 1, 1948, through June 30, 194,9
to permit actual shipments during that period (column 2) plus an uninterrupted pipe line into the next year
and early placement of orders for “long lead” items. The division between methods of procurement is a
very rough approximation and is used for illustrative purposes only.

! Shipments included in the program estimates during the 15-month period are about $6,600,000,000, of
which about $600,000,000 will be in the pipe line at the start of the period and will have been financed from
gources other than ERP funds. About $100,000,000 of this will consist of shipments under the Foreign Aid
Act for which funds will have been obligated prior to Apr. 1, 1948, and the rest will consist of shipments
financed from existing loans and credits and from resources of the participating countries committed before
Apr. 1, 1948, This leaves shipments of $6,000,000,000 to be financed under the program. (See also last
paragraph of note to column 5.)

1 Total expenditures during the 15-month period are that portion of total shipments (column 2) for which
complete documentation can be obtained and payments completed before the end of the period.

1 Column 4 is an estimate of the shipments made before June 30, 1949, which cannot be paid for until after
that date because of the time necessary for submission and review of the necessary supporting documents,
These estimates are based on the average time lags shown in parentheses below each figure, which are derived
from a comparison of actual experience under Lend-Lease, UNRRA, Government and Relief in Occupied
Arcas (GARIOA) and the eurrent foreign-relief program with the cornmodities and procurement methods
contemplated under ERP. The actual time lag for Lend-Lease and UNRRA was greater than shown in
these estimates. For the current foreign-relief program, which is limited to a few bulk commodites, the
time lag is slightly less. The figures given are averages for all commodities in each category, and for any one
commodity the figure may vary considerably from the average. In making the computations it has been
assumed that the rate of shipment during the last half of fiscal 1949 will be at approximately 1.5 billion dol-
lars each quarter since the obligations entered into early in the program will result in a higher level of ship-
ments during the last part of the fiscal year than in the early period. The shipments will be financed during
the time lag (until reimbursement by the United States) by short-term credits extended by the suppliers,
by commereial banks and to some extent by the use of the reserves of the participating countries,

¢ Column 5 shows the amounts (totaling $800,000,000) which must be committed in fiseal 1949 so that the
flow of goods will not be interrupted by the end of the fiscal year. The figures for this year-end pipe line

Footnotes continued at bottom of page 810.
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Chairman EaroN. The committee is in possession of a letter from
the National Grain Trade Couancil, dated February 2, 1948, which
encloses a statement representing the views of the North American
Export Grain Association. Without objection, this will be included
in the record at this point.

(The document referred to is as follows:)

NarioNaL Grain Trape Councir,
February 2, 19/8.
Hon. CuarLEs A. EaTon,
Chairman, House Commitiee on Foreign Affairs,
House of Representatives, Washington, D. C.
Dear ConarEssmMaN Eaton: The North American Export Grain Association
has requested me, as its attorney, to submit the enclosed statement from the
association to you for consideration by the Committee on Foreign Affairs, and
for inclusion in the committee’s record of hearings on the European reconstruetion
program.
Very truly yours,
WiLriam F. Brooxks,

STATEMENT OF THE NORTH AMERICAN EXPORT GRAIN ASSOCIATION TO THE
House ComMmITTEE ON FOREIGN AFFAIRS FEBRUARY 2, 1948

The North American Export Grain Association is a trade association of 36

grain firms whose activities include the export of grain and grain produects, The
association was founded in 1920. Its main office is at 2 Broadway, New York
City and an office is maintained in Washington at 718 Mills Building.
b The North American Export Grain Association wishes to record its agreement
with the purpose of a European recovery program—the rehabilitation of the econ-
omy of the participating European nations. This rehabilitation is a necessary
condition precedent to the establishment of world peace. It is vital to the restora-
tion of world trade.

The proposed program cannot, however, be successful if the aid and assistance
extended by the United States weakens, or even tends to weaken, our domestic
economy. It cannot be successful unless the beneficiary nations recognize that
our aid and assistance is possible only because of the work and production of free-
men working and competing in free markets, in a free economy. And recognizing
this, those beneficiary nations must remove the state imposed restrictive controls
that have thus far curtailed postwar European production. Our hope is that in
the administration of the proposed program, this need for reform abroad may be
demonstrated by continued successful performance and production here.

Our suggestion, stemming from this hope, is that the administration of the
European recovery program be patterned on the administrative machinery pro-
vided for the development and control of atomic energy. We are mindful of
Secretary Marshall’s recommendation that the program be administered by an
individual administrator who in large measure would be subject to the State

are based on the average time lag between placement of an order and shipment, as shown parenthetically.
These time-lag estimates, like those in column 4 are based on experience with Lend-Lease, UNRRA,
GA;{IOA and the current foreign relief program modified to fit ERP conditions, and the same comments
apply.

Line 1 of column 5alsoincludes certain key recovery items which take a long time to procure and for which
orders should therefore be placed as early as possible. These “long lead" items include machinery, freicht
cars, and similar articles essential to the attainment of European production roals in the later vears of ER P,

This table indicates that the requested amount of $6,800,000,000 is necessary in order to make shipments
financed by ERP funds of $6,000,000,000 during the 15-month period and to *have $800,000,000 worth of
goods in the pipe'line on Junef30,1949. Tnasmuech as the balance-of-payments deficit computations on p, 42
of the committee print of Outline of the European Recovery Program included total shipments during the
15 months’ period, only the net amount of $200,000,000 was included in the tabulation on p. 43 of the com-
mittee print (item 8) on account of requirements for forward obligating authority, in order to avoid duplicas
tion. This $200,000,000 represents the net difference between the value of goods ($600,000,000) assumed to
be in the pipe line at the start of the 15 months' period and financed from sources outside of the program
prior to Apr. 1, and the value of goods ($800,000,000) estimated to be in the pipe line at the end of the 15
months’ period and financed out of ER P funds.

§ These fizures, the sum of columns 4 and 5, show the total of 1949 commitments which cannot be paid until
1950, either because of delays in documenting completed shipments (column 4) or beeause the shipments
themselves will not be made until fiscal year 1950 (column 5),

72 to 3 months’ lag.

84 to 6 weeks’ pipo line except for “long lead' items.

? 2 to 4 months’ lag.

10 3 to 5 months’ lag.

1§ to 8 weeks’ pipe line.
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Department’s control. The recommendation appears somewhat similar to the
War Department’s suggestion in late 1945 that the administrative machinery
for the control of atomic energy be placed under the control of the War Depart-
ment. We recognize the need for machinery to administer the recovery program
that will be consistent with our foreign policy. This policy today is the concern
of the State Department; the Department of National Defense as to occupied
areas; and the Department of Agriculture, as to encouraging offshore agricultural
production in non-European nations. We recommend therefore that in an act
to provide economic and financial assistance to foreign countries, there be estab-
lished a Cabinet Liaison Committee with whom the Foreign Reconstruction
Authority would advise and consult on all foreign restoration matters which the
committee deems to be pertinent to its statutory responsibilities. The act should
also provide, as does section 2 (¢) of the Atomic Energy Act, for direct appeal to
the President if the committee or any member thereof believes that action planned
by the Commission is adverse to the responsibilities of the Departments of State,
National Defense, or Agriculture.

We would suggest that administration of the reconstruction program be delegated
to a bipartisan commission. We concur with the coneclusion of the House Select
Committee on Foreign Aid that ‘““the problem is bigger than relief and smaller
than war.” The proposed program does add a new dimension or function. The
JHarriman committee stresses the magnitude of the problem. And all suggested
methods of administration presuppose the need of a board or commission active
in some capacity. Screening the commodity requests of all importing nations,
European and non-European; deciding which of several importing nations should
receive our goods; analyzing and acting on reports from abroad; and overseeing
and correlating the expenditure of large appropriations are all tasks that seem to
require continuous and active participation by more than one individual. The
reports of the Atomic Energy Commission—the two thus far published—indicate
that this agency, operated by a commission that delegates administrative and
executive functions to a general manager provided by law, has struck a neat
balance between decentralization and central responsibility. f

Other provisions of the Atomic Energy Act might be incorporated in an act to
aid foreign countries. A general advisory committee, and a joint Senate-House
Committee on Foreign Reconstruction should be provided. And the act should
provide for the use of ad hoe industry committees and the use of private trade
facilities in the procurement and delivery of goods abroad. These last two pro-
visions appear essential if the program is to achieve positive results.

Ad hoe industry committees are now provided for by section 2 (a), Public Law
395, Eightieth Congress, first session. To avoid weakening our domestic econ-
omy, the reconstruction agency should be required to seek the advice of similar,
perhaps the same committees. The job to be done abroad has been described as
80 percent business, technical, and engineering. To require the agency to con-
sult business and technical and enginéering ad hoe committees would result in
greater public acceptance of commission decisions particularly if those industry
committees approached their tasks mindful of the need to avoid here the imposi-
tion of controls on our domestic economy. Their task would be twofold—how
to accomplish the job abroad and how to avoid controls here.

To the commission also should be delegated the authority to control exports.
And in delegating this authority, there should be added the requirement that
export trade be not carried on by Government agencies—that this Government
was opposed to State trading—that foreign trade be conducted by private trade
groups.

Foreign trade in wheat with Europe is now a Government monopoly, the
exclusive monopoly of the Commodity Credit Corporation. Subject to export
control, and under the Second Decontrol Aet and Publie Law 395 subject to the
Department of Commerce’s licensing procedures, grain moves to Europe under
the exclusive control of the Department of Agriculture. This procurement
procedure is contrary to the provisions of the Second Decontrol Act; is costly
to claimant nations; and contrary to the principles of the American system of
government. _

The Second Decontrol Aect, extended by Public Law 395, charges the Secre-
tary of Commerce with the administration of the export control law. This act
requires him to report quarterly on operations under that law with detailed infor-
mation on the alloeation and nonalloeation to countries of materials and com-
modities. The first, and only report under that act, notes at page 33, that
export quotas for grain have been established by the Department of Agriculture
under an Executive order. It develops that the Executive order by which Agri~
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culture exercises this authority predates the Second Decontrol Act. Action under
the order after approval of the Second Decontrol Act would appear to be con-
trary to the act’s plain language.

And the absence of detailed information on the allocation and nonallocation
;)f grain in the Secretary of Commerce’s report appears to be at least most unfor-

unate.

On this general question, the Senate Committee on Judiciary, in its report on
the Second Decontrol Act, recommended that a review be made of the Govern-
ment’s state trading activity. The committee further stated that it was of the
opinion that the procurement of wheat should be returned to the trade at the
earliest moment. The committee’s recommendation for review and opinion on
return to private trade was made after lengthy committee hearings. Senate
Report No. 340 of the Eightieth Congress, at pages 15 and 16 summarizes the
testimony and at pages 30 and 32 sets forth the committee’s conclusions. No
review has yet been made and the procurement of wheat is still in the hands of
the Government—despite the expressed opinion of the Senate Committee on
the Judiciary.

Under this state trading procedure, wheat procurement appears unnecessarily
costly to claimant nations. The Under Seeretary of Agriculture, in testifying
last summer before a subcommittee of the Senate Committee on Judiciary stated
that Commodity Credit's price to foreign claimants was purchase price plus cost
of transportation to seaboard plus other charges plus 2 percent—the 2 percent
being charged to cover ‘“losses.”

This is not the only cost, however. It appears that during the present fiscal
vear, this agency will receive, in addition to this 2 percent mark-up, slightly more
than $3,000,000 by transfer from UNRRA, foreign governments, and other sources
for services rendered. The source of this information is House Report No. 450,
Eightieth Congress, first session, at page 35.

The General Accounting Office, on January 20 of this year, conmented adversely
on the substantial gains realized by Commodity Credit from its procurement
progrims. This adverse comment may be found in a statement of Frank H.
Weitzel appearing, in behalf of the General Accounting Office, before the Senate
Committee on Agriculture. In this statement, after reviewing the variety of
purchase and sale activities of Commodity Credit, the recommendation is made
that these programs be conducted on a break-even basis. The statement,
particularly at pages 5 and 6, appears to recommend that the procurement of
commodities by Commodity Credit be limited to procurement for other Govern-
ment agencies, such as the Army and Navy, and should not be extended to foreign
aid programs.

In a speech delivered at Pittsburgh on January 15, Secretary Marshall stated:

“In the field of foreign trade, for example, this Government is pressing for
international agreements to remove or minimize arbitrary restraints on business
between nations and to eliminate harmful discriminations. Many of the restric-
tive practices we oppose appear in the system known as state trading, where the
foreign commerce of a country is conducted by the government as the sole or
dominant buyer and seller. We recognize that inany of the present state-imposed
restraints are defense mechanisms, resorted to as a result of abnormal condifions
caused by the war, and susceptible of correction when stability is assured.”

The activities of Commodity Credit in the grain export field square with the
restrictive practice of state trading condemned by Mr. Marshall. We respect-
fully urge, therefore, that all commodities to be sent to aid in Europe’s reconstrue-
tion be procured by the foreign private trade where possible and obtained in any
event from private American business houses.

As to grains, we suggest that the European Reconstruction Act provide that
on and after July 1, 1948, at the start of the new crop year, all foreign claimants
procure grain and grain products from the American private grain trade and that
prior to January 1, 1949, European governments return to private, as distinet
from state, trading as a condition to further aid from this country unless, after
consultation with the appropriate ad hoe American Industry Committee, the
Reconstruction Commission finds that such return is not then practical.

It is our belief that those few countries that have obtained grain and grain
products from commercial sources here, have effected a less rapid depletion of their
dollar credits. It is significant that John R. Steelman, Assistant to the President,
on July 17, 1947, stated, as to the procurement and shipment of coal for export:

“It is gratifying, therefore, that the United States in the fiscal year ending June
30, 1947, was able to ship abroad—and to the places where it was most gravely
needed—record-breaking amounts of coal, and to do this in spite of production
and shipping difficulties, without denying the needs of American consumers and
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industry. This record was made with a minimum of Government participation
and controls, through the cooperative efforts of the industries concerned, working
under policies and programs set by the Government.”

It is our contention that this same conclusion will be reached if the export of
all commodities under the reconstruction program were to be the function of
private enterprise. Even the need of state trading seems to us to be too dear a
price for an European recovery program.

Respectfully submitted,

NorRTH AMERICAN EXPORT GRAIN ASSOCIATION,
By WiLLiam F. Brooks, Counsel.
Chairman Earon. Now, Mr. Armstrong, would you kindly tell us
who you are, and why you are here?

STATEMENT OF 0. K. ARMSTRONG, MAGAZINE WRITER,
SPRINGFIELD, MO.

Mr. ArmsTRONG. Mr. Chairman, and members of the committee,
Iam O. K. Armstrong. I live in Springfield, Mo. I am a magazine
writer, and former member of the Legislature of the State of Missouri,
a member of the Council of State Governments. |

I recently toured the countries of western Europe, and spent con-
siderable time in the occupied zones of Germany, making a survey of
relief needs for the Council of Relief Agencies.

I consider it a great honor to be asked to appear before this com-
mittee and discuss certain phases of H. R. 4840, the proposed Eco-
nomic Cooperation Act of 1948.

I should like to direct my remarks, first, as to the European aid
plan generally, and secondly, as to its application to the occupied
zones of Germany.

I come from Missouri, where, I believe, the people represent a fair
cross section of the opinions of all the Nation. There is certainly
little difference of opinion as to the necessity to prevent communism
from sweeping over the countries of western Europe. But certainly,
among my friends and neighbors, there is no clear-cut crystalization
of opinion as how best to accomplish this. Therefore, let me say,
such hearings as you are giving this important proposal serve a most
useful purpose in bringing to the people of your districts and of the
whole country information as to the importance and implications
of the program set forth in this act.

One thing is certain: The people want our Congress to give the
administration and distribution of any further aid to foreign countries
much better control than they think such aid has been given in the
war and postwar years. 1 have heard the expression many times,
“They should tie some strings to this one.” The people recall, almost
with bitterness, that we doled out the billions in lend-lease, in order to
help our allies win the war, but with no strings attached to protect
our interests and to insure that we would have proper cooperation in
creating a peaceful and orderly world after victory was won. They
recall with severe disappointment that billions more have been poured
out since victory, with practically no strings attached to those billions
either, and consequently with little appreciation shown us and with
little results that can be called assets for us or for the world.

Assuming that some act for European aid will be passed by this
Congress and signed by the President, let us note how the purposes
of this act may best be accomplished.
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THE PLAN IN GENERAL

It seems to me that citizens of this country are practically unanimous
in their support of the purposes of this act, except for those who have
lined up on the other side in this warfare between democratic and
totalitarian ideals. To accomplish those purposes, I strongly recom-
mend the following:

(@) Administration through a bipartisan commission. Administra-
tion of the provisions of this act are vested by the bill in an Adminis-
trator. But note the further wording of the act:

All those functions of the Administrator which affect the conduet of the foreign
policy of the United States shall be performed subject to the direction and control
of the Secretary of State.

Since everything done in this aid plan could be construed to affect
the foreign policy of the United States, the Administrator would be
working under the direction of the State Department. As one Ameri-
can citizen and taxpayer I urge that you not let this bappen. I
protest strongly that the State Department should not be given con-
trol of this aid program. The State Department is entrusted with
the conduct of foreign affairs for our Government, but much more is
involved in this plan than traditional foreign relations. Much of the
necessity for this aid to countries of Europe is due to the miserable
mistakes made in the conduct of our foreign policies during the recent,
war and in the nearly 3 years of stagnant peace that have followed.
Certainly the State Department had a hand in the conferences at
Teheran, at Yalta, at Potsdam; the State Department negotiated
the treaties that called into actual participation in the governments
of the little countries of eastern Europe and of Italy, the very forces
of communism we are now asked to contain and hold in check in
Europe and the world. The State Department formulated the poli-
cies that have made a vast slum of Germany, and thus helped wreck
the economies of other countries of Europe or at least prevent their
recovery from the destructive forces of war. After what I saw of the
failure of our foreign policies to win the peace for which so many of
our men of the armed services gave their lives, and for which so much
of our resources were poured out during the war, in various countries
of Europe this summer and fall, I would protest long and loud in my
own State if Congress moved toward perfecting this act with the
authority for spending the billions and administering the provisions,
left in the hands of the State Department.

Instead, I urge that a bipartisan commission of four members be
created, to administer this act. Members would be appointed by and
with the advice of the Senate, with the hope on the part of American
citizens that the expression “by and with the advice” of the Senate
would be heeded by the members of that august body. They should
consult with the President and assist him in making careful selection
of the best, most capable, most experienced, and above all, most
thoroughly imbued with American principles, that can be found in the
United States.

I note that the plan of the distinguished Congressman from Massa-
chusetts, Mr. Herter, would provide for a board of which only the
chairman would be a full-time, paid administrator, the other members
acting in an advisory capacity. In addition, there would be an ad-
visory council of Cabinet members and other Federal employees.
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Considerable experience in State governmental organization convinces
me that such overlapping advisory groups would lead to conflicts of
authority, to doubt as to who has the actual authority, and how it is
to be exercised. . By all means locate the authority for this act so
definitery and expiicitly that it cannot be misunderstood. Create a
commission or not more than four members. Provide that one shall
be chairman, but that they shall be co-equal as administrators.
Under the democratic process, decisions of any three would be final.
Make provisions, of course, that information and advice shall be given
by the departments and agencies of the Federal Government.

(b) Allotment of the aid: Legislation should provide that the maxi-
mum of American aid should be allotted to private industries, and
only a minimum as grants to the governments of the recipient nations.
The aid should be given to industries of whatever nature—manufac-
turing, transportation, agriculture, and so forth—in each country,
that show promise of being immediate factors in rehabilitation of
production, sound investment of capital, reemployment of labor, and
general support of that country’s economy.

I believe that the majority of the American people are willing to
sacrifice greatly to prevent economic collapse in friendly nations in
Europe, but there can be no doubt that the majority emphatically
oppose paying out any more of our hard-earned money to inefficient
radical governments.

(¢) Specific requisites for receiving American aid: This act should
set forth specifically certain requirements that must be met by any
nation receiving American aid under this plan. These should include:

(1) Immediate moves toward stabilization of currency.

(2) Reforms calculated to eliminate black marketing,

(3) Agreements to break down excessive tariffs and other interna-
tional trade barriers.

(4) Programs looking toward the immediate formation of an inte-
grated European economy.

(5) Creation of an alliance of military defense, with the United
States and with one another, pledeing all possible resources toward the
protection of one another from aggression or threats of aggression
from any power. Thus would be brought into being the foundations
of collective security which the United Nations is impotent to provide.

(6) Agreemer {s for repayments in resources and materials of which
recipient natiors may have a surplus and which may be needed by the
United States. For example, metals needed by the United States for
mdustrial or military use.

The administering commission should be given authority to stop
allocations of aid at any time that these or any other requirements

fail to be fulfilled.
II. WITH RESPECT TO GERMANY

On page 3 of this act, provision is made that the occupied zones of
Germany shall be considered as participating. Certainly it i1s a wise
provision to include Germany in any plan to rehabilitate the peoples
of Europe.

I hope that this committee, either in connection with this bill, or
with other proposals which may be advanced to implement it, will
give due consideration to sweeping and cffective reforms long overdue
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in our administration of the principal defeated nation. If the pur-
poses of this act are to be attained, the following program should be
adopted with respect to such areas of Germany as we control, or in
collaboration with our friendly allies, and ultimately, after liberation
from Soviet control, all of Germany.

1. Withdraw the so-called military government.

I believe that the American people have understood that the purpose
of the occupation of Germany following defeat of the Nazi forces was
(1) to restore order and peaceful production to a conquered nation and
(2) to protect the interests of the United States and other friendly
nations in that area of Europe. In the first category, military govern-
ment has failed. This is no fault of military men. It is because
military government was, and is, out of its sphere. In the American
concept, the military fights and wins wars, and protects by its police
powers the policies and interests of the United States. To ask military
authority to “govern” a people or territory is a great mistake.

No power, military or civilian, could have brought order and
peaceful production to Germany under the many conflicting policies
followed. There has been constant conflict between the military and
the State Department. There has been a conflict of major policy,
whereby about half the military governmental personnel are engaged
In imposing intolerable restrictions upon the German people while the
other half try to cheer them up with free advice on health, education,
welfare, and other matters.

The result is a vast, sprawling bureaucracy, implanted upon the
local German governments. It is made up of many sincere men and
women, trying to do an honest job; and also a host of misfits and
incompetents, entirely happy in their new power. They are spread
Into every avenue of public and private life. Thousands are engaged
in dictating, typing, and filing copies of useless information. Many
others are sending out and collecting questionnaires on such subjects
as what the Germans think of democracy. WACS, wearing their
uniforms and fruit salad, make talks to German youth on “demili-
tarization.” One officer told me he lectures to a group of businessmen,
every one of whom, he said, knows more about economics than he will
ever learn. One bureau has broken up a burial society for veterans of
World War I and their families because it is a “military organization,”
and has arbitrarily frozen its funds. I challenge anyone to find a
single civilian function of military government in Germany that could
not better be done by intelligent and capable members of the indige-
nous population. Itis time to pull out the costly bureaucracy and leave
only such representatives of the State Department as are necessary
to advise the military force until a central German Government
18 established.

2. We should implement our policies with an effective military force.

If a force bent upon aggression swept westward over Germany, it
would meet with little opposition from the scattered and meager
forces of the United States and other democratic powers. If this act
18 to have any meaning, Congress should provide an adequate military
protection in Germany. It should include: An effective force of
marines, our traditional occupying outfit; units of the air force;
mobile army units; and as much of the United States Naval Fleet as
is practicable, based at British ports and at Bremenhaven.

George C. Marshall Foundation, Lexington, Virginia




FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM 817

Needless to say, each unit would be armed with effective and modern
weapons. Our purpose should be plainly stated to all the world,
namely, to discourage any lawless aggression in this theater.

Too long our policy makers have preferred to keep up the fiction
of four-power Allied control of Germany, when the very heart of
Allied control was based on the agreement to treat Germany as an
economic unit. The Soviet Union deliberately broke that agree-
ment. Face saving by soldiers and diplomats no longer serves the
interest of the Government and the people of the United States.
The spending of billions to prevent the collapse of democratic nations
harrassed by Communist pressure will be futile unless we are pre-
pared to say, “At this point Communist aggression must stop.”

In this connection, I hope Congress will look into the sabotaging of
much of our military equipment in the occupied zone of Germany.
Specifically, much, if not most of our airplanes, some used during the
fichting and some new and never used, were destroyed. I visited
several fields, where beautiful four-motored bombers were flown in,
lined up and rendered useless by bomb charges. I talked to officers
and men who were burning with indignation over this destruction.
South of Munich there is a field about one mile by half a mile in area,
filled with B-17’s, all of them in working condition when they were
flown in and all destroyed. I was told by military men that this was
done by Staté Department officials, at the insistence of the Russians
under the Potsdam agreement. 1f this is not true, the blame should
be located where it belongs. If it is true, those responsible should
meet with condemnation and punishment.

Reestablishing such proper military strength in Europe, and par-
ticularly in the occupied area for which we have definite responsibility,
will serve notice that we have a big international job to do, and while
we work we do not intend to be pelted with stones of disorder, violence,
and chaos.

3. We should revive peaceful German industry.

To promote the welfare of any people you must lift their living
standards, increase their capacity for self-help, and above all, create
conditions of permanent well-being. This cannot be done in Ger-
many under policies followed by our occupation authorities. The
plan of “deindustrializing” the nation and turning it into a pastoral
area was an inexcusable mistake. It has created an area of misery
and degradation in the heart of Europe. It has produced its inevi-
table poverty, hunger, frustration, and immorality.

This policy, which is one of vengeance, should be repealed by posi-
tive legislation on the part of Congress. Surely we have learned that
vengeance is not profitable; that it only lays the basis for new conflicts,
and never the foundation of lasting peace. 1 have discussed this
matter with Mr. Murphy, the representative of the State Department
in Germany. He told me that this policy was adopted because a
highly vocal minority called for the total destruction of the German
Nation and life. It 1s a pity that matters of such terrible importance,
affecting the lives of so many millions of human beings, were turned
over to their hands. The American people never approved such a
policy through actions of Congress.

Germany has always been an industrial nation, sending out manu-
factured products in return for food. To destroy German industry,
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therefore, has meant cutting off much of the life blood of Europe.
The big food-producing area has been cut off by the Soviets. Thus
a major burden of supporting the German people has fallen on the
United States. Surely it would be better to allow these people to
get back into peaceful production and support themselves.

It 1s understood that this program of reviving peaceful German
industry will not permit manufacture of war materials. This can be
done by rigid inspection through our military. However, it emphati-
cally does not mean the dismantling of machinery and equipment
just because someone or some group decrees such is “war potential.”
In modern war, every building, every tool, every machine, even the
soil, has a military potential. The idea that some nations can keep
another nation deindustrialized and thus impoverished, as a means of
maintaining world peace, is a tragic fallacy.

In the face of desperate need to get production going again in
Germany, it seems a ghastly thing to be dismantling plants and
property. It is not economically sound, for the cost of dismantling,
shipping, and assembling is usually more than that of building anew
on a different site. German steel plants, it is admitted, made war
material, but now they can make the steel to build and sustain peace-
ful life.

During October I was given the copy of a directive listing the
plants and facilities yet to be destroyed, or dismantled for reparations.
It included schools, hospitals, and barracks which during the war
had been used by the military. Also, plants and material were still
being sent by our authorities into Russia. Surely here is a place
where the authority of Congress, the policy-making body, should
step in and at least coordinate the activities of our occupying powers
to where they will conform to the interests of the United States, to
say nothing of common sense.

Furthermore, T respectfully suggest that this committee look into
the matter of the right of anyone to destroy or dismantle property
in Germany at this time. The United States is signatory of the
Hague covenant which specifically states that after the cessation of
hostilities, the military of either belligerent power has no authority
to destroy propery; and that reparations must be decided as part
of the peace settlement. Never in history was there a more marvelous
opportunity than in postwar Germany to prove that with intelligent
understanding and cooperation, swords can indeed be beaten into
plowshares.

4. We should end the denazification program.

The crimes of the Nazi leaders are inexcusable. But our so-called
denazification program in. Germany places the cloud of guilt upon
whole masses of people. The heart of this program has been the
automatic arrest of whole categories of the population. This is so
clearly a matter of battle-fever vengeance that it is difficult to under-
stand why it has been allowed to continue so long.

Dozens of military and ecivilian officials in the occupation govern-
ment, some of whom had sat as judges, vigorously denounced denazi-
fication in their conversations with me, as being mn violation of every
principle of American jurisprudence. The program is ex post facto
in its entirety. It violates the principle that a man is presumed
innocent until proved guilty. It ignores the bar against double
jeopardy. I have gathered data on dozens of persons who have been
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tried two or more times for the same “offense.” Even if declared
innocent by German courts, our American special services branch can
declare the judgment ‘“‘unsatisfactory.” I have talked to some
victims of the denazification courts who were actively opposing
Hitler, even while some of their present persecutors were supporting
him before his attack on Russia in June 1941. Here is a program cut
squai'lely from the Soviet cloth. It should be abandoned once and
for all.

5. We should solve the problems of displaced persons and mass
expellees.

The whole economic and social picture of Germany is clouded by
the problems of the displaced persons, citizens of other lands who
refuse to return because of hope of bemﬂ' settled in the United States
or elsewhere, or who cannot return w ithout certainty of Soviet perse-
cution; and by the millions of expellees, persons uprooted from their
homes in various countries of eastern Europe and removed forcibly
into Germany. Every activity looking toward betterment in educa-
tion and welfare runs into this pr oblem.

Congress is now cousidering appropriate legislation. As to the
expellees, we have here a program of tragic proportions. Here were
people of Czechoslovakia, Poland, Hunrraty, and elsewhere forcibly
uprooted in the oreatest mass oxpulsmn in history. Their only
crime was that tllev spoke German, or their ancestors were German.
They were driven from their homes because of racial hatred and
prejudice. Ancestors of many of them had been residents in their
native areas of 300 to 750 years. If any action constitutes a crime
against humanity, surely this is it. That any representative of the
American Government, civil or military, could have put his stamp of
approval upon this amazing atrocity, is more than I can understand.

About 12,000,000 people have been uprooted, or followed the
expellees, so far. I have talked to scores of them, from every area
affected. Their stories are all alike. The sudden appearance of
armed men, the command to pack a few clothes and food, the forcible
ejections, with death to many who rose to the age-old rmht of man to
resist the violation of his person, his family and home' the loading
into trucks and trains, the cruel hardships as they rode with no toilet
facilities, heat or hcrht the indignities, the robberies of the meager
possessions, the lack of care for the sick, the young and the awed
the arrival of the American zone, and the: forced nnplunlmur into
homes of the German population.

I have talked to United States Army officers and men who utterly
loathe what they have to do to these expellees, which, they say,
transgresses the sanctity of homes and the dignity of human life.
I have seen as many as 20 men, women, and {,hll(llt‘ll living in one
room, without so much as a sheet, to protect any priv acy. Never has
degr adation reached such depths under pr equmahly civilized?auspices

The probluns of Germany can never be fmallv *solved until some
provision is made to send the expellees back to their homelands
resettle them in other lands where they can reconstruct their l:omcs
a-nd their lives.

We should ereate a United States of Germany.

COIIgI‘GSb should offer immediately to the German people our
assistance in creating a United States of Germany, with a government
modeled on the American plan.
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What the German people need, above all else, is Hope for the future.
This would give it to them in some measure. We should offer our help
to create a new German Central Government, with a constitution and
a,hbilllof rights. Thus a peaceful nation may be built on the ruins of
the old.

In making this move, we should proclaim to the world our faith in
the plan of government that has made and preserved us a great Nation.
We should declare that our industrial strength, the marvel of the rest
of the world, is no accident, but springs from our system of protection
of the common man in the rights of person and property, from liberty
of management and labor to work together and produce without the
blighting restrictions of unnecessary political control. We should say
to the world, “We accept the challenge of communism. It offers the
police state, the secret police, the concentration camp, slave labor,
We offer the free ballot, stability of government, opportunities to
produce and enjoy the fruits of labor. We propose to assist in building
such a democracy in Germany, here in the heart of Europe.

Mr. Eaton, and members of the committee, I thank you.

I will be glad to answer any questions.

Chairman Earon. Thank you for your very confidential statement,
Mr. Armstrong.

Mr. Vorys, in spite of your crippled condition, we are glad to
welcome you back. Are you in a position to ask a question or two?

Mr. Vorys. If I may; yes.

I was much interested in what you had to say, particularly about
Germany. I agree with much that you say.

You said that military government should be ended.

What do you think about this idea of turning the government over
to the State Department? You said that the long-term plan should
not be turned over to the State Department, that they are incom-
petent to run it. I am inclined to agree with you there.

You say that military government has failed in Germany.

Mr. ArmstrONG. Mr. Vorys, there are two types of control in
Germany. Instead of being distinet, as I think they should be, they
have been mixed all together. At least that is the impression that
anyone who studies Germany closely must get.

We have what we call military government. In Bavaria, for ex-
ample, a general was in charge. In another area, a civilian.

Mr. Vorys. I am quite familiar with it. I traveled through Ger-
many this fall.

Mr. ArmsTrONG. I would take out the so-called government of the
occupied zone. I would turn the protection of our interests over to
the military entirely, and as I have indicated, I would make that
sufficiently strong. I would turn the civilian control over to the
State Department, but I would reduce it simply to that minimum of
whatever views might be needed by the local governments of Ger-
many, from the representatives of our Government, until such time
as a central government is established. You will understand that
implanted upon the local German government are these layers of
American bureaucracy. They have no place there and are serving no
good purpose. They are composed of personnel, many of whom, as
I said, are good men and women but most of whom I would say are
utterly misfitted for their jobs.
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They are not representing American life and American ideals to
the people of Europe. I think they should have been pulled out a
long time ago.

Mr. Vorys. You then feel that a military occupation for military
purposes and another sort of administration under the State Depart-
ment for civilian purposes is all richt?

Mr. ArMsTRONG. 1 would not call it administration. I would call
it liaison.

‘Mr. Vorys. I happen to feel that the general trend should be the
other way, that the occupation should be remilitarized, in order to
remind our people that the only excuse we have for being in Germany
is that we are occupying conquerors of a vanquished people and are
merely there under international law, and so forth, for our own
security. I have seen in Germany the same uncertainty and con-
fusion that you talk about, but my own guess has been that the reason
is that we have gotten mixed up as to what we are there for.

Mr. ArmsTrONG. I agree with that, Congressman.

Mr. Vorys. I do not think that it makes a civilian to take a
general out of uniform, or a colonel, and put him in a civilian suit
and “civilianize’” him, as it is called. They still call him general or
colonel. The Germans still remember that he is the representative
of an oceupying conquering people. I do not think that sort of a
“civilianizing’’ gets anywhere.

You mentioned that in the dismantling program were schools -and
hospitals. I would be very glad if you would give me the exact
location of those. We have had quite a study of dismantling. I
quite agree with you that it is a tragic mistake. We have been
unable to stop it but I did not know there were any schools or hospitals
in the program.

Mr. ArmsTroNG. The list given to me I turned over to the dis-
tinguished Senator from New Hampshire, Senator Bridges, and he
was pursuing the matter with a great deal of interest. Th's list was
a restricted list. I must confess it was given to me in confidence but
I felt that it had no right to be restricted in the first place. I felt the
American people needed to know everything that was go'ng on, in
Germany and everywhere else, that has no military restr.etion, and
that the blowing up of these hospitals in Germany, when no civilian
in Germany, when no German could get in any hospitals at any time,
was very bad.

Mr. Vorys. I think you are mistaken on that hospital situation
because there are more hospital beds per capita in Berlin than there
are in my home town of Columbus or many other cities in the United
States.

I would be glad to get the facts on that because there is information
in this committee which purports to be the official complete list of all
of the 682 plants that are marked for dismantling.

Mr. ArMsTRONG. You are speaking of plants. That does not in-
clude what is called’category 3, Congressman, which are not plants
at all. They are facilities.

I am sure they will be able to give you category 3 as the one men-
tioned so frequently by military men who themselves, for the most
part, objected to this destruction. However, this destruction was 8
part of the State Department plan for dismantling.
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Chairman Eaton. Mr. Kee.

Mr. KiEe. I was interested in the statement that you made with
reference to our policy in Germany and its eriticism by men who were
connected with carrying out that policy. Persenally I do not doubt
your statement, but I do not believe the committee should be required
to take as absolute truth, statements that are based upon talks that
you have had with people who remain anonymous. I think possibly
some of your statements should be, if it is possible, corroborated.

You mentioned by name only one man with whom you discussed
this. That is a Mr. Murphy. Will you tell us who the Mr. Murphy
1s, and what connection he has with implementing our policy?

Mr. ArmsTtrONG. Yes, sir. I referred to Robert Murphy, who is
called the American Ambassador to Germany. There is no central
German Government, but he is the representative of the State
Department in the occupied zone of Germany.

Mr. KeE. You mentioned that you had talked to various officers,
I suppose you meant American officers in Germany?

Mr. ArmsTRONG. Yes, sir.

Mr. Kee. You spoke to them with reference to the destruction ot
planes and you found them ‘“burning with indignation” over this
action.

Would you mind supplying the committee, at your leisure if you do
not have it with you, for the record, the names of those officers with
whom you discussed this matter and who were “burning with indigna-
tion?”

Mr. ArmsTrRONG. I have the names in my notes, Mr. Congressman.
I would be glad to supply them.

Not all of them, you understand, were speaking for publication or
for publicity, but rather because of their feeling in regard to this
matter.

However, I can assure you that the ones I talked to were practically
unanimous 1n feeling that it was a mistake to destroy the bulk of our
air strength in Germany at such a time as this.

Mr. Kge. As I stated, I do not want to inquire into any secret
information but you, of course, made it public here before the com-
mittee, and I take it that these officers with whom you have talked
with reference to this very important matter, can be made available
to us as witnesses?

Mr. ArmsTrRONG. Yes, indeed. If they are to be used as witnesses,
I shall be glad to give you their names.

The Congressman from New York, Mr. Taber, who was in Europe
at the time I was, has some memoranda from me on this subject.

Mr. Kxe. You also stated you had gathered data on quite a number
of Germans who had been tried, I believe you said, three or four times,
for the same offense?

Mr. ArmsTrRONG. Yes, sir,

Mr. Kee. Woud you mind supplying us with that data?

Mr. ArmstronG. I will be glad to leave the committee something
like a score of specific cases that I studied that I think represent the
functioning of this denazification program.

Mr. Kue. You said also that you had talked with quite a number
of officers in Germany who greatly deplored our action with reference
to placing or bringing these Germans into the American camp in
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Germany. Would you mind giving us a list of those people with whom
you talked and who deplored this action on the part of our government?

Mr. ArmsTroNG. I will do that. I think the best example is the
major who is the commander, corresponding to the mayor, of a small
town south of Stuttgart, which I, in company with some who are
connected with the welfare department of the occupation government,
used as an example for a several days’ study of these expellees. So
indignant was this major when we went to see him that he said he was
resigning and returning home. He said, “Yesterday I sent a man to
jail for refusing to take into his home a family.” He said, “If that
were done to me in America, I should stand on my front porch and
fight with my very life.”

Perhaps that would indicate something of the feeling in the matter.

Mr. Kee. Would you mind supplying us with the name of the
major?

Mr. ArmstronG. I will be glad to; yes, sir.

Mr. Muxpr. Mr. Armstrong, T was very much interested in your
challenging and informative statement. Knowing of the fine work
you have done with the national department of the American Legion,
and your work in this country in patriotic causes, it makes it all the
more significant to have an objective reporter of such experienced
capacity come before our.committee and give us this information.

Mr. ArmsTroNG. Thank you, Mr. Mundt.

Mr. Munpr. You mentioned you would like to see a United States
of Germany created. I have heard that statement made by others.
I would like to see a United States of Europe. I have great confidence
in our American method of bringing commonwealths of people together
into a common harness. However, if we go into this business of
creating a United States of Germany now, are we not going to almost
automatically deed over eastern Germany to the U. S. S. R?

Mr. ArmsTrONG. Without your consent or mine, it was deeded
over long ago.

It seems we are faced with a situation as to what we should do with
the parts of Germany still under our control and the control of the
British and French.

I think one of the strongest things we could do would be to establish
a central government in those western zones, I think that the Soviet,
while they do not want any order estalished anywhere in Europe,
certainly they would not cooperate in the establishment of a peaceful
western Germany, but it has to be done sometime.

Nearly 3 years have gone by. Personally, as one citizen, I feel we
should have written a treaty of peace quickly and should have estab-
lished a peaceful, German, democratic government quickly. That has
not been done.

However, we could do it now. What could we lose? We could
gain prestige in the eyes of a great many European people, which
prestige we have lost alarmingly.

Mr. Munpt. I certainly agree with that matter of prestige. It
seems to me the Morgenthau plan is going down as one of the most
disgraceful chapters in the history of our country.

Mr. ArmsTRONG. 1 agree.

Chairman Earon. If we establish a union of occupied areas by the
Allies, how about Russia establishing a republic in their part of
Germany?
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Mr. ArmsTRONG. They have already done that, I think, Mr. Eaton.

Reports coming in October, when I left there, they were moving
quickly to sovietize the region.

Chairman EaTron. We have lost that part of Germany.

Mr. ArmsTrRONG. I would say for the time being; yes.

Chairman EatoN. You say we should have made a quick peace,
How could we have done that?

Mr. ArmsTrRONG. I would go back of that. You see it is so difficult
to start, after so many mistakes were made. We should have taken
over all of Germany. I think it was utterly foolish and tragic to have
left our Armies sitting 3 miles this side of the border line for 3 weeks
while Russians came in and destroyed the city and took over that part
of Germany. It was inexcusable and it will go down in history as a
tragic mistake.

Starting with this point now, having cut off the eastern third of
Germany, it seems to me we cannot sidestep our definite responsi-
bility to create order and a peaceful government as quickly as possible.

Mr. Munpr. I do not know anyone left in this country who is
willing to defend the Morgenthau plan, unless it is Henry Morgenthau,
Jr., Mr. Armstrong, but we still continue to implement it, it seems.
While no one defends it, we continue to dismantle plants and destroy
hospitals and schools and we still, amazingly enough, are in the process
now of shipping some of these dismantled plants to Russia.

The only excuse or defense which comes from the State Depart-
ment is that since the policy has been starteed, it is very difficult to
stop it, because France and Italy and Belgium and Britain and some
of the recipient countries might feel that we were not keeping faith with
our contract.

Now, it is my position that the world situation has changed consid-
erably since the colossal mistakes made at Potsdam. At.that time
none of the countries of Europe had reason to expect they were going to
get a multibillion-dollar aid program from the United States. Now
they have reason to expect it may be forthcoming. Now they have
a new source of assistance which was not available to them. 1 know,
because I ran across your trail in Europe several times last fall, that
you visited other countries besides Germany and I wonder if you feel
if we presented the facts regarding Germany to Italy, Belgium, France,
and Britain, whether they would be amenable to the logic of the situa-
tion and realize that the continuation of this dismantling program is
working to their disadvantage the same as it is to the disadvantage
of America, Germany, and peace. Whether you feel that they are so
set on the program that even though they now have another avenue
o%’ assistance, they are still going to say, “We must have our pound
of flesh.”

Mr. ArmsTrONG. I think you are exactly right, and I think it should
be done. I believe that the governments of these other countries
would agree at once with that. It is evident that what they have
gotten from dismantled plants is inadequate. It is disappointing, I
will say, because it does not total up to what it was on paper. As I
say, it is an uneconomic way of reimbursing them. The plants
should have been left intact in Germany, and workmen should be
working in them to produce goods for all of Europe.

When you destroy Germany or German industry you are bound to
affect all of the neighbor nations of Germany which have traditionally
depended on German industries for their sustenance,
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Mr. Munpr. It seems that it would be something like trying to
destroy Pennsylvania and then trying to have prosperity in the United
States in this generation.

Chairman Eaton. Before the gentleman gets through I would
like for him to tell us if there is one mistake we have not made yet?

Mr. Ricrarps. Mr. Armstrong, in what capacity were you in
Germany on this trip you were talking about?

Mr. ArmsTRONG. I was there as a writer or a correspondent.

Mr. Ricaarps. As a member of a news-disseminating group?

Mr. ArmsTrONG. No. I write for the Reader’s Digest, and the
material I gathered in Germany, part of it, is in an article in the
Reader’s Digest.

I will say, however, that I was requested, before I left, to make a
survey of relief needs in Germany for the Council of Relief Agencies,
which I did, turning over to them my reports.

Mr. Ricaarps. Private relief agencies?

Mr. ArmsTrONG. That is right.

Mr. Ricaarps. You are not proposing that this legislation establish
a United States of Germany, are you?

Mr. ArMsTRONG. No, sir. I say these are things which should be
done if the Marshall plan is to be made effective; that is, unless they
are done there will be weaknesses, in Europe, and especially in Ger-
many, that will tend to nullify the good effects of the plan.

Mr. RicuArDps. Are you in favor of the Marshall plan?

Mr. ArmsTrONG. With these restrictions which 1 gave; yes, sir.

é\flr. Ricaarps. Do you think it will take $6,000,000,000 to do the
job?

: Mr. ArmMsTRONG. No, sir; I think that is a figure drawn out of the
hat. I think that $1,500,000,000, judiciously spent over the next
15 months, would be sufficient.

Mr. Ricearps. How do you arrive at that figure?

Mr. ArMsTRONG. I drew 1t from conversations with advisers of
Herbert Hoover.

Mr. Ricaarps. Now, Mr. Hoover himself disagrees with that figure.

Mr. ArmsTrRONG. I mean I heard it mentioned. I am not pinning
it on them.

Mr. Ricaarps. I believe Mr. Hoover suggested about $4,000,000,000.

Mr. ARMSTRONG. Yes; I think so.

Mr. Ricaarps. All these figures had to be drawn from somewhere
or based on something.

Mr. ArRMsTRONG. Yes, sir.

Mr. Ricaarps. The bases for some of these figures are rather hazy.

Mr. ARMSTRONG. Yes, Sir.

Mr. Ricuarps. Now to get down to the administration of this
thing, you do not agree with the Herter plan?

Mr. ArMsTRONG. I honestly believe that to set up two groups and
to have an administrator answerable, as it were, to both groups, the
chairman of one group made up of officials—the Secretary of State
and other governmental officials—and chairman likewise of an advis-
ory group of citizens, would bring about constant conflict between
those two groups.

We have seen it in State government, with which I am personally
familiar. I am a firm believer in locating responsibility definitely
and having the chain of administration squarely down to the one
responsibles
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Mr. Ricaarps. Then you want a group responsible and not an
individual administrator responsible; is that right?

Mr. ArmsTrRONG. I would say that even though I have advocated
in this statement the appointment of a bipartisan commission, I feel
that the alternative would be the appointment of a single adminis-
trator with Cabinet rank, answerable to the President, and having
in his hands the responsibility for the administration of the plan.

Mr. Ricaarps. Who would decide questions of foreign policy in-
volved in the plan?

Mr. ArMsTrONG. I think that the administrator should be man-
dated to receive the advice of the State Department on foreign policy.
Mr. Ricaarps. Regardless of what the President says about it?

Mr. ArmstronGg. Well, the State Department—the President, I
mean—and the Secretary of State as the executive in charge of the
conduct of foreign affairs.

Mr. Ricaarps. You mean, then, in the final analysis, the President
and the Secretary of State would have to decide questions involving
foreign policy?

Mr. ArmsTRONG. Yes, sir.

: I\I(Ii‘. Ricaarps. Now, you said something about a nonpartisan
oard.

Mr. ArmsTrONG. I said “bipartisan.” I mean an even number of
the two parties.

Mr. Ricaarps. The formulation of the foreign policy of the United
States during the last 2 or 3 years has been bipartisan, has it not, in
effect? I mean the other party has been consulted in every move
they make?

Mr. ArmsTrONG. They have been consulted, but I do not consider
that the formulation of our foreign policy has been closely enough in
the hands of Congress.

You must understand, Congressman, that I have the theory that
the Constitution of the United States places upon Congress the
authority and responsibility to formulate all policy, domestic and
foreign; within the mandates of Congress, the Executive conducts
our foreign policy. To my way of thinking, Congress has abdicated
its responsibility for actually formulating broad principles of foreign
policy. As a result of this abdication, the President and the State
Department go ahead and formulate their own policies, which cer-
tainly have led us to a lot of mistakes in the last 3 years.

Mr. Ricaarps. You think the Congress should legislate on every
question of foreign policy?

Mr. ArmsTrONG. No, sir; I think they should set broad principles
of foreign policy within which the Executive must work.

Mr. Ricaarps. Thank you.

Chairman EaTon. Mr. Jonkman.

Mr. JonkMaN. Mr. Armstrong, you speak of these new planes and
serviceable planes being literally sabotaged and bombed. We have
heard that before.

Did you hear anything authentic—instead of using these planes for
Greece, for instance, that we bought inferior planes from the U. K.
to use in Greece?

Mr. ArMsTRONG. No, sir; I had not heard that.

Mr. JonkmaN. Thank you. That is all, Mr. Chairman.

Chairman Earon. Thank you, Mr. Jonkman,

George C. Marshall Foundation, Lexington, Virginia




FOREIGN "POLICY FOR A POST-WAR RECOVERY PROGRAM 827

Mr. Jarman?

Mr. JaArmaN. Thank you, Mr. Chairman.

Mr. Armstrong, I thoroughly agree with you in your expression of
regret that a peace treaty was not signed long ago, from which the
central government would have followed in Germany. I agree with
that, too.

I agree with you also in your opinion of the Morgenthau plan.

However, I am in just as thorough disagreement with your ap-
parent opinion that the appropriations for lend-lease were just thrown
away. That is what you indicated. You did not make it quite that
strong, but I just cannot let any hint at such an opinion go unchal-
lenged when I think that the appropriation for lend-lease saved more
American lives than any other like amount of money appropriated
during the war.

Mr. ArmsTrRONG. Could I make this comment?

What I really mean is, I think we should have used lend-lease, let
me say, as a leverage to get agreements with our allies, on the con-
struction of a peaceful and orderly world. I will put it that way.

Mr. JarmaN. What good would an agreement with Russia have
been at that time?

Mr. ArmsTrRONG. Then certainly we should have modified our lend-
lease with Russia. If we knew at that time that agreement with
Russia was no good, we certainly should have not followed the foreign
policies we have followed with respect to Russia since then.

Mr. Jarman. Of course, I agree we could not have known that. In
fact, I agree that if our foresight was always as good as our hindsight
we would all be millionaires and we would make few mistakes.

Now, you say the State Department made a slum of Germany.
How did it do that?

Mr. ArmsTroNG. What I meant was that the policies we have
followed have contributed to the stagnation of German life. That
1s so apparent as, I think, to defy contradiction.

Now, of course, the destruction of the war was greatest in Germany.
It would have been impossible to rebuild Germany quickly; but n
recent years, very little of the rubble has been removed in Germany.
There are thousands and thousands of German youths in Germany
who are idle, and I was in most of the cities in the American zone.

Contrariwise, there is no one idle in the Soviet zone, we gre told.
Everybody has to work.

Mr. JaArmaN. In a police state that is always true.

Mr. ArmstroNG. But the Russians are using the situation as
propaganda against us, this denazification and deindustrialization.
“It 1s the Americans who are persecuting you; they are preventing
you from working; they are the ones who want to turn you into a
pastoral area.”

They are using the propaganda against us.

I saw a newspaper from one of the towns in the eastern zone and a
pieture showed them loading potatoes into a wagon, and below was
the caption, “Potatoes for the American Army.”

Mr. JArMAN, Are we not doing the same thing to Russia?
~ Now, I thought our Air Force was largely responsible for the slums
i Germany; but if it is not true, is the State Department or the

rmy? 'The State Department hadn’t much to do with it.

George C. Marshall Foundation, Lexington, Virginia




828 FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

Mr. ArRMsTRONG. I mentioned the conflict between the State De-
partment and the military. That has seethed through the entire
Nation. I almost defy anybody over there employed bv the occupa-
tion government to say whether they are taking orders from the State
Department or the War Department. They don’t know.

Mr. Jarman. I thought the State Departmont had very little to
do with it until this time.

Mr. ArmsTRONG. The American people have been misinformed
with regard to it. Continually, Congressma,n you have read the
State Departmont issued so-and-so “directive’” to General Clay.

What right has the State Department to do with that? Any
bureaucrat in the occupation zone can write his own law, and they
do it every day.

Mr. JarMaN. Who writes the directive to General Clay?

Mr. ARMsTRONG. The reports usually say “from the State Depart-
ment.” I suppose Mr. Murphy transmits them.

Mr. JaArman. How long were you in Germany?

Mr. ArmMsTrONG. A little less than 2 months.

Mr. JarmaN. These people you talked to, who were being denazi-
fied, who were fighting Hitler all the way t]uouﬂh—d}d you have any
ploof of that besides their word?

Mr. ArmsTrRONG. The Army gathered some specific cases just to
llustrate the matter, and I made an earnest attempt to verify these
cases; yes, sir.

Mr. Jarman. Do you positively know, of your own knowledge,
where hospitals were destroyed and (llsmantled or is that homaay"

Mr. ArmsTrRONG. I had the list 1ssuo(l n October which contained
as one item in category 3, ‘“‘Hospitals.”

Mr. JarmaN. You do not know how many, and whether they were
military or civilian?

Mr. ArmstroNG. They were divilian hospitals that had been used
by the military during the war.

Mr. Jarman. I want to repeat Mr. Richards’ question: What led
you to that $1,500,000,000 ficure?

Mr. ArmsTrRONG. It is just my personal opinion. Every citizen
now is trying to decide how much money we should give away here,
and I have lowered my sights to this $1,500,000,000.

Mr. JARM-&N There is another (llffewn(o between us— “oiving it
away.” Of course, some of this money is purely relief and is given
away, hut I regard much of this money just as I did lend-lease, as one
of the best investments this country can make. I do not IL“_"al(l it as
being thrown away or given away.

I do not know whether the other members of the committee agree
with me or not. There are those, of course, who feel as you appar-
ently do—that the State D(pmtmont cannot do anything right.
You do not agree, I know, but I think the State Department has sub-
stantiated ovmyt]ung Lhey have asked for before this committee.

You have not substantiated your $1,500,000,000.

Mr. ArmstronG. | attempted to get an idea of where the money
would be allocated to the countries on any proportionate basis, and
I was told the figures were not available.

Mr. JArMAN. When?

Mr. ArmsTroNG. About 2 weeks ago.

Chairman Earon. Mrs. Bolton.
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You asked if it made a civilian out of a military man to take off his
uniform.

Mrs. BorTon. Does it make a military man out of a civilian to put
bim in a uniform?

As a background for my question, I was in Germany in 1945, and
in Berlin we found a very interesting thing. We sat in quite a long
session of staff meetings. One was on the education, with open dis-
cussion of the problem and what we were trying to do. That was 2
years ago. There was not a military man at that table.

There were people in uniform, but they were educators, and they
were Public Health people, and trained welfare workers. Their
whole attitude was not a military attitude.

I did go into that very strongly.

Therefore, let us just balance up with your statement:

I agree that it does not make a civilian a military man, but I wanted
to bring out into the record that it does not make a military man out
of an educator to put him in uniform.

Mr. ArMSTRONG. | agree.

Mrs. Borron. I would like very much to ask you what you saw of
the women in Germany?

Mr. ArMsTrRONG. In my study of the relief needs, I went into the
facilities set aside for the direction of relief, and day after day I saw
women and children being supplied with relief goods. I went into
homes of a great many German people, particularly in Frankfort,
Stuttgart, Munich, and Nuremburg and in several small towns, and
in the country, and you would find great need everywhere, as would
be expected.

At the time I was there, in the late summer and through much of
the fall, women were engaged largely in gathering fuel or grubbing
the fields to find potatoes that might have been left from the harvest.
It was a continual effort to find food and fuel and then get what they
could from the relief centers.

Mrs. Borron. Did you feel that any use is being made of women
in the military governments, through the State Department angle of
this?

Mr. ArMsTRONG. Are you speaking of German women?

There are some young women employed in the offices of the military
government.

Mrs. BorLToN. As secretaries?

Mr. ARMSTRONG. As secretaries and interpreters.

Mrs. Bouron. Are there any school teachers?

Mr. ARMSTRONG. Yes, there are.

Mrs. Bouron. In your conversations with them, did you have any
sense that they were still Nazis?

Mr. ArmsTrRONG. 1 talked to a number of them and T did not find,
certainly among those in American employment, any that had any
Nazi sympathy.

What they had had before their defeat, I do not know.

Mrs. Borron. In 1945, the situation was unpleasant and possibly
it is worse now, but in Berlin, in talking to the mayor, who was a
German, a rather elderly man, we discussed at some length the edu-
cation of the children and how to give them a sense of democracy.

I then asked him what they knew of the homes those children went
back to at night, and what they were doing with the mothers, who
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were the widows and wives of the SS troopers, and Gestapo members
and so on.

The man almost wept, because he felt in a moment everything

might be undone that had been done all day long.

T think what we need to do to replace nazism is to give them a
positive program. Why not give them the American way of life and
government? That would be the strongest challenge.

Mr. BortoN. When you say “give,” how can we give?

Mr. ArmsTrRONG. Advise them and assist them in reconstructing.
After all, they have no central government. It is in our hands, as £o
the lellClpﬂ.l conquering organization, to advise them as to what
government they shall have. I think it is an opportunity.

Mr. Bouron. I agree with you.

Thank you.

Mr. MUNDT That i1s what MacArthur is doing in Japan.

Mr. ARMSTRONG. Yes.

Chairman Earon. Mr. Lodge?

Mr. LopGe. Mr. Almstlong;, I think you have presented us with a
very interesting statement, and I think we have a great deal to gain
from attempting to reappraise the many mistakes that we have made
in Germany.

I am very much surprised at what you say regarding the hospitals,
because General Clay informed this committee “that even the plantb
which were being dismantled were not being torn down. In other
words, the machinery was being taken out but the plants were not
being ‘demolished because of the lack of living space. Therefore it
would seem to be a direct contradiction in policy if they tear down
hospitals and do not tear down dismantled plants.

Mr. ArmsTrONG. I cannot speak with good or full authority on that,
but I simply know that as of last Octobel the program called for the
destruction by December 31, 1947, of a whole category of facilities
that included hospitals and schools and barracks.

Now, the plants, as you say, were not all blown up, and machinery
taken out of them. The walls were frequently left standing; but
usually those plants were partially disabled by the bombing. There
were very few intact, you understand, so the dismantling largely
wlas a process of ta,kmg the machinery ouh and other facilities in the

ant.

Mr. LopGge. I believe the Russians actually did tear down the
buildings, did they not?

Mr. ArmsTrRONG. In many instances; yes, sir.

Mr. Lopge. I also wanted to tell you in reply to a question that
Mr. Jarman addressed to you, that we have received the country-by-
country statements with respect to the European recovery program.
Mr. Jarman did not have an opportunity to continue his questioning.

Mr. ArmsTroNG. I am glad to know that.

Mr. LopGge. Mr. Armstrong, if the European recovery program
were set up as you suggest, do you believe that it would be sufficient,
}o protect the governments of France and Italy from seizure by internal

orce?

Mr. ArmsTroNG. Do you mean would the plan itself be sufficient?

Mr. Lovbar. Would the implementation of the program, as you
would envision it, be sufficient to protect the Governments of France
and Italy from seizure by internal force?
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My suggestion there is that of course if the Italian Government
guccumbs to internal force, the European recovery program might
jeopardized.

Mr. ArmsTRONG. That is correct. 1 do support the Marshall plan
with these conditions I have mentioned but I do not think it is any
insurance whatever——

Mr. Lopge. What action would you recommend that this Govern-
ment take in order to insure against internal force, the investment
which we might make under the Marshall plan, and in order to protect
American security, and with it, world peace?

Mr. ArmsTRONG. I would bring every possible friendly pressure to
bear upon the governments of the recipient nations, at least to
strengthen the forces of democracy within their own governments and
administrations .-

Specifically, T would not say, “Outlaw the Communist Party,” but
I would make it distinctly understood that they were not to receive
further aid if they permitted the Communists within their own
country and government to sabotage the plan.

Mr. LopGe. Take the case of Italy. Italy is the most sensitive
point. They are limited by the Italian peace treaty, in which we
participated, from having more than a certain number of troops,
police, and Navy.

Mr. ArmsTrONG. That is right.

Mr. Lopee. They have no Communists in the Government. They
are doing their best to eradicate communism; but the Communists in
Italy, we are reliably informed, are very well armed and are better
armed every day.

The Italian Government is faced, therefore, with a very definite
problem in internal brute force. -

Would you suggest that we take any steps to help the Italian
Government to meet that problem?

Mr. ArMsTRONG. Yes, sir.

If the Ttalian Government requests the military force of the United
States to assist them in maintaining order, I think that request should
be granted.

Chairman Eatox. Would the gentleman yield for a question at that
point?

Mr. Lopge. Certainly.

Chairman Earon. Would $1,500,000,000 do the thing Mr. Lodge
has in mind?

Mr. ArmstrRONG. No, sir. I think any military implementing
would have to be done over anything that would be done along the
lines of aid.

Mr. Lopge. I believe that it would demand but a fractional effort
on our part, and a mimimum of expense.

Do you favor the internationalization of the Ruhr?

Mr. ArmsTroNG. No, sir, I do not. I think one of the great mis-
takes we are making is to take peoples, territories, and resources and
throw them here or there. I favor creating a peaceful Germany. 1
feel any part of Germany cut off, or any other nation cut off,‘as a
result of this war, will rise to plague us in the future. 1 do not believe
we should make the mistakes that were made after the First World
War; that we should say to Germany, “We are going to assist you in

69082—48—53
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creating a peaceful government and a peaceful future,” and make it
stick, including the Ruhr.

Mr. Lopge. Do you believe that the French particularly, and other
nations in Europe, who have had unpleasant contacts with Germany,
would be inclined to accept your plan with respect to Germany?

Mr. ArmsTRONG. I believe they would if they could be assured their
share in the resources of the Ruhr on a peaceful basis; that is, that they
are not taking it as the spoils of war but as the result of a proper
dlistl'il)ution to all peoples of Europe. I believe that they would go
along.

Chairman EaTon. We are very grateful to you for a most illumi-
nating discussion, Mr. Armstrong.

Mr. Munpr. It seems to me that Mr. Armstrong has put his
finger on the great deficiency, as I see it, of the State Department’s
proposal, whether we call it the Marshall plan, ERP, or whatever
1t 1s; that is, up to now, almost exclusively, the testimony of the
Government’s witnesses has been along the line that if we grant
$6,800,000,000, for the so-called Marshall plan, that everything is
going to be all right, or that that is at least the great venture we must
take, and is the only possible approach to stop the aggressive move of
communism,

I agree it is an essential part of the program. T believe it is some-
thing we must support, at least to some extent. However, I am woe-
fully disappointed by the complete lack of imagination or candor on
the part of the State Department, in failing to come in with other
aspects which I think must move concurrently with the Marshall
plan if it is to succeed.

Mr. Armstrong has pointed that out. He has called them restrie-
tions or conditions but he has made proposals which should move
along at the same time as the Marshall plan to insure that investment.

I hope, Mr. Chairman, that before we conclude our hearing, that
we will resummon Secretary Marshall to come and talk to us about
China, to come and talk to us about the United Nations, about Greece
and Turkey, and what part the United Nations should play under a
revamped procedure to do their part in this thing; to suggest what
attitude we are going to use on the part of the export control law; are
we going to continue to send products to Russia or whether we are
not; are we going to have a realistic foreign policy?

For instance, the Senate committee tried to secure approval to visit
Russia, and could not get it. On the contrary, we have opened
every single consulate in America which was open before the war.

Will we have a realistic policy toward Russia or do what we did last
year, allow 3,000 Communists to come in here, visit the Bureau of
Standards, go out to Dayton, Ohio, to our Aeronautical Research
Division, and to visit our industrial plants, when they will not permit
us to go into our Embassy in Russia?

I think we have an obligation to insist that the State Department
bring before us a whole, integrated program to move forward coneur-
rently, because I think we are duty-bound to our constituents to
give this great financial investment the chance to succeed to which it
1s entitled.

I think it can succeed as part of the program but I think it is going
to be Operation Keyhole, if we don’t do something besides think
about the money aspects all of the time. :
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The President says it.is Operation Rathole unless you get $6,800,-
000,000. I am not so much worried about the amount, but I think
it will be Operation Keyhole if you do not get more vision than you
can get looking through a keyhole and talking about money alone.

Mr. Lopge. I think that is a very interesting and intelligent state-
ment, and I would like to ask the gentleman this:

If we were going forward on a concurrent front, wouldn’t he believe
that it would be well also to do two other things:

First, call an international monetary conference to revise the Bretton
Woods aﬂreement to maintain uniform devaluated currencies for the
16 pa.rt1c1pa.t1no' natlons and, secondly, in view of the fact that the
dismantling originated at a conference in Paris which took place
prior to the time the European Recovery Program was mentioned—I
am not talking only about Potsdam but the agreement between the
nations which now receive reparations from the dismantled plants—
would it not be a good idea to review all of those agreements with
respect to German reparations and dismantling, in the light of the
European recovery program, in order that we should not now be
bound, and in order that these participating nations should not now
be bound by a program which has, in the light of subsequent develop-
ments, become obsolete?

Would you agree that these two additional items should be wedged
into yours?

Mr. Munpt. I concur completely.

Mr. ArmsTRONG. Again I say it 1s Congress’ job to bring this whole
program mnto view at one time so it can work because we will not be
able to bring peace with American dollars alone.

Mr. Jarman. The gentleman does not mean to have another
Bretton Woods Conference and all those things before we pass this
bill; you do not mean that, do you?

Mr. LobGe. I think it would be a good idea to handle all these
matters as soon as possible.

Mr. Bouron. It is very evident that the Bretton Woods agreement
is interfering definitely with any /kind of plan on the part of the
countries to stabilize their currency.

Mr. Jarman. Would another conference be necessary to revise it?

Mr. LopGE. I suggest that might be so because of the fact that
when the French devalued their currency, although that was a move
which many people welcomed, it was done in such a way as possibly
to cause serious economic (hsloc ations among the participating
nations, and therefore the head of the International Monetary Fund,
because of the charter under which it operates, felt obliged to raise
objections.

It seems that since this program has as part of its purposes to fill
the gap between the legal and real value of currencies abroad, we
must take every step we can in order to relieve the American l:l\p&) er
of that burden. A devaluation of currency will mean an increase of
exports, a consequent diminution of dollar deficits and therefore a
decreased load on the American taxpayer.

Mr. Jarman. That is one of the purposes and I agree substantially
with you gentlemen, that all of these things should go along concur-
rently but if we have another monetary conference and a lot of other
conferences before we pass this bill, it may be that we certainly will be
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throwing it down a rat hole if we wait sufliciently long to have all
these conferences before we do it. In other words, it may be too late,

Mr. Munpr. We could schedule them, though, as a part of the
program.

Mr. Vorys. Does the gentleman know there was a monetary con-
ference under the Bretton Woods plan in September, in London, and
that the key provisions that are apparently blocking stabilization and
revaluation of currency, were not amended?

Mr. LooGe. I have particular reference to article IV, sections 2, 3,
and 5, of the Bretton Woods agreements, which, as I interpret them,
practically prohibits these countries from devaluating.

Mr. RicaarDps. Is it not a fact that the action taken by France is
directly contrary to the provisions of the orders promulgated by the
conference?

Mr. Lopge. If that is so, I believe that the Bretton Woods agree-
ment should be revised.

Mr. Ricrarps. Would you write anything like that in this legis-
lation or would you suspend hearings on this legislation until some-
thing like that is done?

Mr. LopGge. No; I would not do that. I would not make it a
condition precedent but I believe the administration should come
forth with an integrated policy in which every aspect of foreign
affairs is brought in line with the intention behind the European
recovery program, because that program cannot succeed unless we
have a maximum of reciprocal self-help in Europe, looking toward a
gradual economic federation or a United States of Europe.

Chairman Earon. The Chair is very grateful to these gentlemen
for their very illuminating testimony.

He grades 100 percent.

However, the Chair would like to introduce a protest against
including the monetary matter referred to into this bill. There is
enough in it now to give us the creeps.

Mr. Kge. Mr. Chairman, our colleague Mr. Mundt asked per-
mission to ask one question of the witness. I presume that with the
assistance of a number of gentlemen around the board he has com-
pleted the inquiry. -

I now suggest the witness be given time to answer that question.

Mr. Munpr. I asked him whether he agreed with my presentation.

Mr. ArmMsTrRONG. I agree thoroughly.

Mr. Keg. I am glad I brought that out.

Chairman EaTon. At this point, I think the committee better recess
until 2 o’clock this afternoon.

(Whereupon, at at 11:55 a. m., the committee recessed, to recon=
vene at 2 p. m.)

AFTERNOON SESSION

Chairman EaToN. The committee will come to order.

We have with us Mr. Littell, who is an eminent lawyer of this city
and used to be associated with the Justice Department.

He has some observations, I hope, and expect, to be of value.

Mr. Littell.
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STATEMENT OF NORMAN M. LITTELL, ATTORNEY,
WASHINGTON, D. C.

Mr. Lirrenn. Mr. Chairman, I shall address my remarks to the
administration bill, H. R. 4840, as introduced by yourself.

I would like to have included in the record at this point an address
given by me before the Canadian Bar Association, January 24, 1948.

Chairman Earon. Without objection, it will be admitted.

(The document referred to 1s as follows:)

Canapa, TrE UNITED STATES, AND THE MARSHALL PLAN

An address before the Canadian Bar Association, Ontario section, January 24,
1948, at London, Ontario; also submitted as prepared statement, together with
oral testimony, before the Foreign Relations Committee of the United States
Senate on January 29, 1948, and before the Foreign Affairs Committee of the
House of Representatives on February 3, 1948.

I. CANADA— POSTWAR

While one of the most momentous debates in American history—indeed in the
history of parliamentary government—is moving slowly ahead and with increasing
heat in the Congress of the United States, and the course of human events awaits
the outcome, let us pause a moment to extend a vote of thanks to Canada for her
decisive leadership in the cause f democracy since the end of the war.

Almost without debate, and certainly without delay, Canada, having the second
strongest economy in the world, adopted its own ‘ Marshall plan’ and acted to its
fullest capacity in the gigantic task of helping Europe. By the end of 1946,
Canada had loaned $1,250,000,000 to the United Kingdom; another $607,300,000
to France, the Netherlands, Belgium, and Norway ; and $154,000,000 to UNRRA—
a total of $2,011,300,000. On the basis of comparative population, this would be
equivalent to about $25,543,000,000 of grants and loans by the United States, or
$33,000,000,000 on the basis of comparative national production in 1946.!

Actually the United States in the same period granted and loaned about
$11,502,000,000, or proportionately less than one-half of Canada’s contribution.?

With great surpluses of wheat, proteins, and metals, Canada could have pur-
chased from her farmers at controlled prices and resold in the world market at
enormous profits. Instead, she sold wheat to the United Kingdom at a humane
price of $1.55 per bushel, which later was raised to a still modest price of $2 per
bushel. This may have been long-range enlightened self-interest to guard against
a postwar depression, but it was also enlightened statesmanship and humanity
emanating from a stronghold of Anglo-Saxon morality and ecommon deceney.

But we all miscalculated the speed of European recovery; Canada’s traditional
customers were laid low. They could not pay fast enough. Although entering
the vear 1947 with an ample gold and dollar reserve of $1,200,000,000—which
would have been a reserve of startling size before the war—Canada watched her
funds melt rapidly away. On November 17, 1947, with only $500,000,000 left
in United States dollar exchange, controls were clamped on. The export of
further capital was almost wholly forbidden and the flow of goods from the
United States stopped. Travel money was restricted to $150 per person per
year, and we said goodbye to our Canadian friends.

Please bear in mind, as we seem to part company on either side of the Canadian
fiscal barrier, that we have long had a unique relationship with each other, de-
seribed popularly as the North American triangle. With the dollars owing to
England and other countries from United States purchasers of foreign goods, the
United Kingdom and other countries bought yvour wheat and other products.
The dollar credits owing to the United Kingdom and other countries were then

I Sea excellent review of Canada's position in Fortune magazine for January 1948, page 83, See also outline
of European recovery Program, 80th Cong., 1st sess., submitted by Department of State to Senate Foreign
Relations Committee December 19, 1947, p. 104,

! 8ee European Recovery Program by Committee on European Economic Recovery, Chapter 1, in which
the United States grants and loans are reported on p. 9.
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assigned to you, and with these dollar credits you could satisfy your widespread
appetites for American radios, refrigerators, vacuum cleaners, automobiles, nylon
stockings, oranges, grapefruit, and Florida and California weather. For a cen-
tury you have been our best eustomer, hut now the triangle has broken down.
England and other countries lack sufficient goods to sell to us and the money with
which to buy from us or from you. Your historic reservoir of dollar credits ran
dry and you ean no longer buy from us. You cannot even drop in to see us.

This is a sad state of things. We miss you, and when we say we miss you, we
mean business.

Furthermore, in addition to Canada being our best customer, United States
citizens have invested more money in Canada than in any other country in the
world. Of $13,542,000,000 which we have invested in foreign assets, over one-
third—=$4,419,000,000—is invested in Canada. This is four times greater than
our investments in either Germany or the United Kingdom. This is almost
exactly the same as our investment in all of Europe—%4,418,000,000.3

Is it possible that we who have enjoyed such warm friendships and relation-
ships of mutual confidence, unheard of in the old world, ean be forced into an
artificial, self-sufficient autarchy—each country relving in a strained and un-
natural manner upon its own national resources? Hitler's Germany proved the
ultimate futility and barrenness of such a course.

What is the alternative?

Is not Canada’s fate, like ours, inextricably tied up with the economy of the
United Kingdom and western Europe? Is not the stake which we both have in
the fate of Europe as great as the common objectives which we had in the war?

There is only one alternative for both of our countries, and that is the Marshall
plan, for the revival of western Europe. If so, let us jointly examine its essential
provisions and purposes. 1

II. THE MARSHALL PLAN

What is it? In simplest terms, it is, first, a determination with rather accurate
precision for the next 15 months (and with much less certainty thereafter) of
what is needed to assist the industrial and agrieultural revival of the 16 partici-
pating countries in Europe (Austria, Belgium, Denmark, France, Greece, Ice-
land, Ireland, Ttaly, Luxemburg, Netherlands, Norway, Portugal, Swéden,
Switzerland, Turkey, United Kingdom). Secondly, it is a plan for supplying
their needs at a time when those countries are unable to buy the essential goods.

In conerete summarized terms, western Europe must have millions of tons of
the following goods during the next 15 months:

For industry: Coal, coal-mining machinery, petroleum, timber, iron ore, crude
semifinished steel, finished steel, trucks, freight cars, steel equipment, timber
equipment, electrical equipment.

For agriculture: Nitrogen fertilizer and farm machinery.

For food: Bread grains, coarse grains, fats and oils, oil cake and meals, sugar,
meat, dairy produets, eggs, dried fruit, fresh fruit, coffee, cocoa, tobacco.

These are the bare needs arrived at after months of study by the Committee
for European Economie Recovery, made up of delegates from the 16 countries.
Where will the goods of money come from?

A relatively small portion will be paid for by the International Bank and by
exports of the countries of the Western Hemisphere—$1,285,000,000.4 This
includes a continued contribution from Canada within its means, particularly in
the field of wheat shipments. That still leaves for eontribution by the United
States the almost irreducible sum of $6,800,000,000—the mystic figure which
looms so large in the press of the United States today.

Constitutional arrangements on the North American Continent prevent the
voice of Canada, our polite neighbor and partner on the north, from being raised
in the American Congress, but the voice of her experience ought to resound there,
for try as she did to the fullest limit of her capacity, Canada could fill only a
fraction of the necessities for European recovery,

Is it possible with this lesson before us that we too in the United States will
pay the price of appropriating too little? Is it possible that the $6,800,000,000
(which has already shrunk in its buying power due to increasing prices in the
amount of $400,000,000 since the estimates were made) will be slashed by the
remnants of the old-guard isolationists in the United States Congress, who down
in their hearts think we ought to stay at home anyhow?

? 3

¥ As of May 1943, the latest figures procurable. See Census of American-Owned Assets in Foreign Couns
tries, U. 8. Treasury Department, 1947, pp. 17-19. '
! Outline of European Recovery Program, State Department, p. 47.
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Is it possible that a rehabilitation program to revive European industry will
degenerate into a bare relief program by slashing the $6,800,000,000 to
$4,000,000,000 or $5,000,000,000?

This debate must be left to Congress, which in turn must answer to history for
its decision.

An open question for each and every one of us, however, is whether or not the
Marshall plan as proposed calls forth the best and quickest resources for attacking
the problem of European recovery. 1 think it is an excellent specific for the
crisis ably conceived, but I believe it leaves untapped a great reservoir of recon-
structive power.

III. THE UNTAPPED RESERVOIR OF RECONSTRUCTIVE POWER—PRIVATE INVESTMENTS

Under the proposed economic cooperation bill embracing the Marshall plan,
inadequate consideration is given to a vast resource of private initiative and
capital which can be loosed on the objectives of the Marshall plan. The report
to Congress seems to touch rather timidly the locks on the sluice gates of these
reservoirs instead of vigorously seeking a way to open them. Let us look at
certain factors which show that a powerful flow of initiative and ecapital could
be loosed in the not-too-distant future.

1. Corporate earnings and surpluses.—With unprecedented earnings which have
accumulated in recent years, an ominous cloud appears over the horizon for Amer-
ican corporate management. The famous section 102 of our Internal Revenue
Code virtually prohibits the accumulation of earnings or profits beyond “the
reasonable needs of the business.” Surpluses are subject to high tax levies.
With the larger controlling stockholders already occupying positions in the high-
income bmclwts, particularly in the many family-controlled corporations,® little
benefit can be derived by them from the declaration of further corporate dividends.
Uncle Sam would get all but an insignificant portion of that mone y.

No assurances from the Internal Revenue Department 7 that the Government
intends to be reasonable in accepting the judgment of management as to what
surpluses are necessary, can alleviate the anxiety in American business today
over impending enforecement of section 102.

And now there is talk of adding an excess-profits tax.8

Capital investments in new plant facilities reasonably required for the business
of the company ° could relieve this pressure and promote the public purposes of
the Marshall plan. Thus, a company with a surplus of $2,000,000 might prefer
to put $1,000,000 into European industrial development, representing expansion
of 1ts business, rather than face enforcement proceedings under 102, or pay the
$1,000,000 out of dividends and see it returned taxwise to Uncle Sam. Even if
the European expansion might ordinarily seem a little risky, it at least offers a
possible net gain ultimately, especially when this advantage is considered with
another factor which I shall now discuss.

2. Decline of exports; exhaustion of dollar exchange.—Canada is not the only
country during 1947 which, like a passenger riding in a taxicab toward a distant
destination (European recovery), nervously watching the taximeter and measuring
the mounting costs against the contents of her purse, anxiously stops the cab and
says, “Driver, I'll get out here, please.”

Our neighbor on the south, Mexico, also stopped the ride and got out to walk
in July 1947, Others did likewise.

What is the effect on the high level of industrial production in the United
States? A schoolboy can answer. The highest record in exports for any month
in the history of the United States was in May 1947—a total of $1,441,000,000 in
goods. Exports declined after that with a slight rally in October and November
largely due to loading up on merchandise in your country in anticipation of

! Internal Revenue Code, C.C.H., p. 611, see. 102; tax of 2714 percent of excess amount undistributed not
axeeeding $100,000; 3816 percent of mmh income in excess of ‘H!l'i 000,

i A man with $50,000 taxable income in the United States, but not over $60,000, pays a Federal income tax
of $26,820 plus 75 percent of the excess over $50,000. With $100,000 of income, but not over $150,000, a tax-
payer pays $67,320 plus 89 percent of the excess over $100,000. With an income of $200,000 a taxpayer pays
$156,820 plus 91 percent of the exeess over $200,000. In addition, he pays taxes to llm Hitate and has little or
nothing left if he is in the hichest brackets. See the Tax Bar umotvr, vol. 5, No. 3, December 20, 1947, re
Internal Revenue Commissioner's ‘‘erusade’ against the family-ow ncd;cur]mmti(m.

7 See The Tax Barometer, vol. 5, December 13, 1947,

i Bee testimony of Bernard Baruch on the Marshall plan before the Foreign Relations Committee of the
Senate January 19, 1948,
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slamming the door on further purchases on November 17.9 Exports were the
cream of the business. Will corporate management and individual enterprises
willingly give up those outlets abroad, knowing full well that it will be a long
rait for European recovery and that in the meantime competitors operating in
soft-currency countries will, in due course, fill those market demands with prod-
uets priced in more ressonable relationship to the pocketbooks in the consuming
country to pay? Would it not be better to enter the soft-currency country where
costs of production are lower than those in the United States, offering the Ameri-
can know-how, spare capital, and a share of ownership with European capital?

In facing the problem frankly, cannot we see that a new pattern had already
begun to emerge during the war when the sinking of ships and destruction of
transportation facilities broke up the trading habits of the world and resulted in
new production facilities? Were not new tanneries established when Ameriean
leather could not reach its former destinations? Did not Marseilles, France,
cease to be the capital of the world in the refining of peanut oil when a new refinery
was established in west Africa: new ones are now contemplated in the British
colonies of Uganda, Kenya, and Nigeria?

Many illustrations could be given of new industries being born in what was
formerly a part of the British Empire.

To keep its place in the foreign field, American industry must, in a large measure,
abandon its hope of regaining lost exports and move quickly into a pattern of
partnership in production in foreign lands. Many, indeed, have already done so,
as I shall show later, after considering the following factor.

3. Bargains in equities.—Where else in the world can an American investor,
seeking a long-term investment, get so much for his money as in those European
countries well known to us as traditionally industrious, thrifty, and reliable,
and with standards of living like our own?

For Americans in the high-income bracket, the only possible opportunity for
substantial gain under the internal revenue law is in the field of capital gains,
Since you do not have this law in Canada, I will explain in rough outline that an
investment held for longer than 6 months, for example, in the stock of a Corpo-
ration, is a long-term investment. If it is sold at a profit, the gain is said to be a
capital gain. If it is sold at a loss, this is a capital loss. The tax on the gain is
limited to 25 percent of the gain; 75 percent ean be retained tax-free.ll

In Europe, with prospects of recovery in the next few years, are great oppor=
tunities for American investors, greater than can be found, generally speaking,
among the highly valued equities of American business. :

This is subjeet, of course, to the hazards of taxation policy in the country
involved, but let us consider these political hazards in a moment.

4. Protection of American investments already owned.—A factor not operating
on the general population, but nevertheless a factor in full force and effect, is the
desire to protect and revive existing investments abroad. As has already been
noticed, Americans have $13,542,200,000 invested abroad, of which $4.418,300,000
are invested in Europe, as of May 31, 1943.12

These assets are owned by 215,000 American individuals, corporations, and
organizations. More than 6,000 individuals, eorporations, and other organiza-
tions held controlling interests in 15,210 foreign enterprises, embracing manu-
facturing, mining and smelting, petroleum, public utilities, transportation,
agriculture, trade, finance, and a miscellaneous group, all of which businesses are
woven into the fabric of European countries, and also into the fabric of American
investment pattern. American controlling interests in these 15,210 corporations
had a total book value of $7,365,000,000. or about 54 percent of the United
States’ privately owned investments in foreign countries. The owners were
located in every State and Territory of the United States, with average invest-
ments of less than $10,000.12

Furthermore, approximately 300,000 citizens of the United States, or roughly
100,000 American families, lived in foreign countries in 1943. Large numbers had
already been repatriated from Europe and Asia on the outbreak of war, reducing
the normal number living abroad. Many have returned since the end of the war.

¢ See Distribution of Profits, see, 102, C. C. H. pamphlet, ree, 111, p. 17,

10 See monthly and quarterly Foreign Trade of the United States, published by the Department of
Commerce, and advance November summary (by Mrs. Keyserling, Special Programs Division, Areas
Branch, Office of International Trade). The largest vear of exports in the United States was 1044, $14,-
500,000,000, compared to £7,900,000,000 in 1919 after the last war and $8,200,000,000 in 1920, Of course, higher
prices today account for some of the differences,

I Internal Revenue Code, sec. 117(a); 472 C. C. H. par. 859.

12 “Census of American-Owned Assets in Foreign Countries,’”” United States Treasury Department,
Oftice of the Secretary, 1947, p. 17, et seq. .

13 Census of American-Owned Assets in Foreign Countries,”” United States Treasury Department,
Office of the Secretary, 1947, p. 25.
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It ecannot be denied that this body of citizens—call them special pleaders if yvon
will—exerts great influence in the United States toward further investments abroad
to redeem or retrench interests there. Many millions of dollars will flow through
the channels of these particular interests, irrespective of adoption of the Marshall
plan.

5. Readiness of European investors to join American investors in Furope.—
It comes with faint surprise to many Americans, living on their high plateau of
economie prosperity and ample ‘“dollar exchange,” to learn that there is capital
in Europe left intact and awaiting only American partnership in the reconstruction
of Europe. Switzerland is on as high a plateau as we are, with booming produe-
tion, and its industrial plants are in splendid condition except for a measure of
obsolescence. There are hundreds of millions of franes in Switzerland seeking
outlets in reconstrueted European industry. To my personal knowledge, sub-
stantial companies there have been gathering data for many months regarding
specific projects of reconstruction in war-torn Europe to be undertaken in partner-
ship with American capital and technical assistance.

American companies, which are ready and willing to consider European invest-
ments but are hesitant to do so for lack of knowledge of languages and conditions
in the countries where business factors dictate the advisability of opening shop
ean join with interests having the know-how of European affairs, dividing in any
proportions they wish both the capital requirements and the responsibility for
management.

3 IV. OBJECTIONS, DOUBTS, AND DEMURS

If these factors are really in full force and effect, what then is stopping the flow
of American private capital? It has been said (1) that Europeans themselyves
are waiting for the United States to bail them out instead of getting down to hard
work, and that they are not making a sufficient effort to remove obstacles such
as customs barriers which stand in the way of trade; (2) it is said that American
husiness will not invest in Europe in fear of political uncertainties there. Why
risk confiscatory taxation, nationalization policies, or possible loss of investments
through exchange restrictions forbidding removal of eapital or income derived
therefrom? Let us consider these objections:

1. The lazy Europe bogey.—There could be no more unjust ealumny on our
blood relations across the sea than a charge of laziness or lack of initiative in
attacking the desperate plight in which the war left them.

In France, in spite of political strife, while the struggle for power teetered
between the Communists and the Socialists, with the Rightists in the middle,
production rose between liberation and May of 1947 from 25 percent of the 1938
production to 100 percent of the 1938 production. Ever since the war, French
factories have worked longer hours and have had more men and women employed
than were at work before the war—106 for every 100 persons emploved in 1938—
and this in spite of inadequate food, heat, and clothing. The transportation
system has been restored and is working. A start has been made toward replacing
housing and modernizing plants, but produection of econsumer goods is inevitably
below that of 1938.

Food production has been so low as to be disastrous. Only heavy imports
saved France. Depleted farm lands, denuded of farm equipment by the Germans,
without fertilizer for vears, and unattended while the armed forces or slave labor
for Germany drained France, left conditions which cannot be overcome merely
by human will power.1

The story of Holland’s recovery is one of the dramatic stories of the postwar
period. As recently described in Washington, D, C., by the commercial counselor
for the Netherlands Embassy, “When Holland was liberated in the spring of
1945, it was stripped of practically everything which makes life possible. The
food packages dropped from allied airplanes were literally lifesavers for the ecity
population. Had the oceupation lasted only a few weeks longer, mass starvation
would have taken place. Factories were stripped, bridges were destroyed and
transportation equipment was carried away.” ¥ Dikes had been destroyed by
the Germans and vast aress of acricultural land were flooded.

Starting from this state of ruin, Holland has repaired her dikes, drained her
land, rebuilt bombed-out bridges, relaid railroad tracks, and traing are running
on schedule.

In regard to customs barriers, it is an easy thing for us to sav that other coun-
tries should abolish tariff barriers, but can we forget our own history? Tampering

" Bee report of Committee for European Recavery, ch, 5, France,

1 Address by Dr. A, H. Philipse entitled, “Some Economic Problems of the Netherlands in the Postwar
Period,” is printed in the Congressional Record, January 12, 1948, p. A87.

George C. Marshall Foundation, Lexington, Virginia




84() FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

with tariffs in the United States of America has always raised hot political issues.
While wool is only a byproduct of the sheep industry in the United States, the
sheep men came roaring into Washington, D. C., at the mere suggestion that tariffs
be lowered to permit imports of Australian wool. If anybody wants to start a
first-class fight, just let him suggest a tariff reduction to admit greater importation
of Argentine beef.

Europeans are human beings just like ourselves. Tariff barriers abroad have
entrenched human interests behind them just as they do here, not to mention
the dependence of many countries on income derived from tariffs.

Nevertheless, even while the war was still on, the Governments of the Nether-
lands, Belgium, and Luxemburg, in exile in London, attacked in advance the
complex task of striking down customs barriers. This has been done.

As of January 1, 1948, a common tariff went into effect among Netherlands,
Belgium, and Luxemburg. The Netherlands-Belgium-Luxemburg Economic
Union, commonly called Benelux, is moving ahead to greater achievements in
the elimination of all trade barriers, such as “‘excise duties, quota regulations
and foreign exchange restrictions.” 1 No magic wand waved over Europe ean
abolish these ancient barriers, but the way has been blazed by Benelux, and a
study group is at work on the problems of all Europe.

2. Will American business act in the face of political difficuliies?—As to possible
availability of private investments, the State Department says in its report to
Congress: ‘“As economic conditions in Europe improve and political conditions
become more stable, private financing may be expected to take up an increasing
percentage of that portion of the financing which can appropriately be in the
form of loans. Every encouragement should be given to the early initiation of
private financing.” 17  This is well said, but before pointing out that little encour-
agement is in fact given, and before considering whether private investments
need be so long deferred, let us consider the extent to which American business
is already on the march under the banner of enlightened self-interest. Note the
following examples:

Creamery business in Mexico: To take a case close to home, a large creamery
company in San Francisco Bay, facing a decline of business upon the removal of
several million men in the armed forces and their families after the war, went into
the powdered-milk business, invested capital in Mexico together with Mexican
investors, and established plant facilities for properly restoring water to the pow-
dered milk so scientifically that consumers are unable to detect the differences
between the ordinary pasteurized milk and this produet. Milk is delivered in
bottles to homes in Mexico City as well as in San Francisco. It is safe, too.
There is no chance for any tubercular cow to extend its destructive influence.

Butane gas for England and Europe: The Pacific Gas Co. of New York sells
tanks of liquid butane gas for individual household heat and cooking purposes.
Anyone who has lived in a summer cottage, at a point remote from city utilities,
knows the convenience of this transportable heat in lieu of ecoal. The company is
making substantial shipments to England where this eanned heat has been a
godsend during coal shortages. Costs are low.

What a blessing it would have been if plant facilities could have been established
and wide distribution accomplished this winter throughout Europe.

Plumbing fittings in Holland: As a result of war’s destruction, Holland suffered
a desperate lack of plumbing fittings and the Government explored the possibility
of encouraging construction of a plant in Holland to supply these needs. European
cartel interests declined to cooperate, so Crane & Co. of Chicago was invited to
participate in order to secure the necessary know-how. Both capital and know-
how were supplied by the American company and a thriving new industry is grow-
ing as a result.1®

Automobile tire manufacturing plant in Holland: The Vredesteyn Rubber Co.
is an old and established bicycle tire manufacturer in Holland. The country
needed automobile tires. The Dutch company sought an American company
and together with the Goodrich tire company created the Netherlands-American
tire factory. Again the American company contributed both know-how and
capital. The arrangement was made in 1946 when political conditions in Europe
were darker than they are now. This is now a thriving business.

Glass; Holland: Similarly, the possible establishment of a glass manufacturing
plant is under study now. Americans might apply.

Automobile service industry, Belgium: C. B. Thomas, president of the Chrysler
Export Corp. (which, as one division of the Chryster Corp., does $110,000,000

18 Address of Dr. A. H. Philipse, supra, footnote 15.
17 State Department Report on European Recovery Program, December 1947, p. 47.
18 Capitalized for 9,000,000 guilders, Crane & Co. subscribed to 1,400,000, or about 17 percent.,
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in business a year) established the Chrysler S. A. in Belgium, servicing and repair-
ing cars after the war., The company blossomed into a highly successful enter-
prise in a limited time.

American business attitudes: C. B. Thomas, president of the Chrysler Export
Corp., with vast experience in doing business throughout the world, informed
me that there are unlimited opportunities for American capital in Europe. Per-
sonal inquiries have been directed to him by those wishing to make investments
in western Europe.

Following this Socratic method, the writer interviewed the head of an associa-~
tion for industrial intelligence and efficiency engineering service embracing about
1,200 American companies, including subsidiaries and affiliates, representing a
eross section of American industry. I was assured that there is now readiness
among many members to explore projects for the extension of their business into
European production.

An American tool manufacturer whose name must be omitted has completed
plans for establishing a plant in Europe. Every boat carries businessmen bound
for Europe bent, on exploring similar possibilities.

Certain American tanneries are ready to explore the possible extension of their
operations into the European field.

Many large American companies—such as the oil companies, Chrysler, Ford,
General Motors, Remington Rand, and others—had already recognized before
the war the outlines of a new pattern of doing business abroad, and had estab-
lished businesses abroad. Capital is already flowing back into those channels on
a wide front. (I refrain from commenting on the delicate problems of American
concerns which wrote off their European investments as losses during the excess
profits years of the war and now find the properties back on their hands as poten-
tial going concerns.) Finished cars may be barred from import by limited dollar
exchange, as in Mexico, but parts may be imported and manufactured, and ears
assembled abroad, thus keeping the labor expenditures within the importing
country.

The old concept of exporting from this country is gone forever, or permanently
modified in the extreme. The best-informed businessman knows that.

Without waiting for the Marshall plan, many American companies, having
their own foreign-service departments (like the efficient Chrysler Corp. under
K. T. Keller, president, and C. B. Thomas, head of the Chrysler Export Division,
are already at work in western Europe and the United Kingdom.

V. THE ALL-OUT EFFORT

In spite of the mounting evidence of readiness to invest in Europe, let us
frankly recognize that # formidable obstacle remains—fear of economic restric-
tions and political hazards confronting the investor in Europe. What, if any-
thing, can or should the Marshall plan do to overcome these hazards and to un-
leash private resources in aid of European recovery?

The present proposal would give only slight aid and encouragement to private
investors by authorizing the Administrator to guarantee private investments for
14 years under the following conditions:

Amount.—The amount (of such guaranty) “shall not exceed 5 percent of
the total funds appropriated.”

Approved.—The project must be approved by the Administrator and the
participating country as furthering the purposes of the act.

The guaranty.—The guaranty of the amount invested assumes no business
risk, but is limited to guaranteeing the transfer to the United States of dollars
received “as income,” ““as repayment or return’’ of the investment “in whole
or in part,”’ “‘as compensation for sale or disposition of all or any part thereof.”

The type of project.—The projects to which guaranties are extended must be
those which in the absence of private financing under such guaranties would
be eligible for financing in the form of loans to the participating countries
from appropriated funds. (The report to Congress and not the proposed
act states this as a conclusion drawn from the language of sec. 7 of proposed
economic cooperation bill, State Department report, pp 15 and 47.)

If a principal objective of the European recovery program ‘‘is to eliminate the
necessity for direct assistance by the United States Government” ®—and it
should be—then I believe that the foregoing conditions are faltering and inade-

18 State Department outline of European recovery program, p. 47.
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quate to accomplish this objective in the following respects, for which I propose
six remedies:

1. Guaranty confined to convertibility of currency; political risks.—It is perfectly
appropriate to confine the guaranty, as suggested by the State Department in the
proposed act, to the risk of governmental restrictions abroad, namely, to the
conversion of any currency into dollars in ease any participating ecountry should
at some later date forbid the export of capital of impose other restrictions (even
as Canada was foreed to do). Investors are naturally reluctant to invest abroad
unless income can be taken out of the country as an asset of the over-all operation
of the American concern. The act proposes to guarantee this right and to guaran-
tee the ability to remove ecapital invested, if the enterprise should be sold in
whole or in part or nationalized.

The United States can go further in its guaranties to investors without any risk
whatever to itself. It should require as a condifion to acceptance of benefits
under the act by any country participating, in addition to those conditions now
specified,? that any such country pledge itszlf to support and carry out the terms
of any private contract which may be entered into between an American investor
and any national of the country where the loan is made and to make no dis-
crimination in its tax or fiseal policies between its own citizens and those investing
pursuant to the Marshall plan.?!

It must be recognized as a basie tenet of covereignty that no government can
be present contract abdicate from its power in the future to change national
policy as internal needs shall dictate, until and unless guaranties from an inter-
national bo”’y extend the doctrine of collective security to the economic field,
supplying currency-and-exchange support. in such fluidity as to bridge the crises
which breed extreme autarchical and sometimes militant nationalism. As the
Federal Reserve bank protects its member banks so some day will international
cooperation protect mamber countries. This day is not yet!

This proposal in no way would violate the principle stated or interfere with
internal policies of a participating country, because no contract for private invest-
ments would be approved by the country in question, or the Administrator, until
the terms of that contraect were satisfactory and acceptable. This leaves a wide
latitude of business initiative to the individuals involved, as in everyday business
life, but in the end when the participating country does approve the contract,
then it pledges itself morally and legally to respect and honor the terms of that
contract. A commitment to this policy as a condition of accepting Marshall
plan assistance would not only have the dignity of a treaty between nations but
would clear away most of the investors’ resistance,

2. The 5-percent limit on gquarantys.—Assuming that the appropriation will be
$6,800,000,000, this would limit private investment guarantys to $340,000,000,

The guaranty principle, properly applied, could veryv largely fill the void be-
tween the present minimum requirement of $6,800,000,000 and the much dis-
puted gross amount necessary to effect recovery. There is not the slightest
doubt that participating governments will absorb the $6,800,000,000 for high
priority government projects and no one knows what additional sum will be
required.

Then why not authorize gnarantys to private investors in a separate and addi-
tional amount approximating the amount of our investment in Europe, say
$4,000,000,000. Such a guaranty offers a flexible margin instead of an arbitrary
statutory limit. If the guaranty is used, fine. If not used, there is no harm done,

A guaranty has the possibility of costing nothing at all, or at worst costing very
little if the plan succeeds and there is economic recovery in Europe. Why, then,
limit guaranties to the sum of $340,000,000 as the act is now drafted? Why not
give the principle full swing up to whatever limit Congress fixes over and above
the $6,800,000,000 of known immediate needs, and see to what extent private
investments fill the void.

Fifteen months is an inadequate time for analyzing investment projects. It
sometimes takes approximately that much time to analyze a prospective enter-
prise of any magnitude in the United States where the circumstances are far less
complex. Organizing the administration and getting under way mechanically
takes time, but the desired effect in Europe accrues immediately. A minimum of
3 years should be allowed for these guaranties. Congress can review the situation
whenever it so desires.

10 See proposed economie cooperation hill, State Department, Docember 19, 1947, see. 10 (b)), pp. 8-10,

1 The Tinance Minister of the Netherlands wrote a letter assaring the Uniled States Governmaent that
this nondiserimination paliey was the poliey of the Government, but the letter eould not constitute a binding
(('r.}mmitmom. and adherence to it rests on the acknowledged moral integrity of the Duteh people and their

rovernment.
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3. Exporl guaranties.—As an adjunct of the Administrator’s office in the United
States should be a system of export guaranties utilizing whatever portion of the
guaranty authority the Administrator finds proper to finance commerecial exports.
Here again Canada pioneered the way immediately after the war; such guaranties
are available there as in the United Kingdom. It works—the pattern is ready
for us.

4. Confining guaranties to projects eligible for loans to participating countries from
approprialed funds.—It is impracticable to have private investors in effect com-

ting with the participating countries for an allocation out of the appropriated
funds. It would be too much to expect of a participating government to give due
consideration to an applicant for private investment if the loan had to come out
of the same funds which the government itself was eligible to receive, unless by
chance the private applicant undertook a project which was high on the govern~
ment's own list of essential enterprises.

It is only reasonable to assume that participating countries will concentrate
much of the benefits of their loans on such essential publie projects as reconstrue-
tion of ports, rebuilding damaged or destroyed utilities, repairing transportation
and construeting mass housing projects, schools and hospitals. Why limit private
investors to the same zeneral category of projects as participating countries would
undertake? 1If the object is, as it should be, to release a vast resource of private
initiative and eapital for energetic attack along the full length and breadth of the
economic battlefront of devastated Europe, then let private industry select its
projects in ¢onjunction with private interests in countries abroad, just as Crane
& Co. and the Goodrich tire company have done in the Netherlands.

Individual American and FEuropean initiative should be released at every
possible point with full appreciation of its volatile power.

Without excluding private enterprise from the participating government’s lists
of projects (a construction company might well undertake the construction of a
port facility for a participating country in exchange for an assignment of future
revenues from that port, in whole or in part), but the administrator should be
specifically instructed to leave the widest possible latitude of choice to private
investors, subject to approval of the participating country.

A separate and distinet limit should be placed upon guaranties (which require
no appropriation whatsoever at the outset). It would be very wrong, indeed, to
set up a reserve even of 5 percent ($340,000,000) out of the funds appropriated in
order to meet future possible liabilities which might never accrue (like trying to
appropriate for future court of claims decisions which no one can estimate. It is
never done). Why immobilize capital which ought to be actively at work in
Europe as soon as possible?

Between the broad lines of undertaking by participating countries, there are
vast areas in which industry and trade can and should operate. The revival of
industry in the ways of life, characteristic of free enterprise among free people,
is one of the main objectives of the whole European recovery program.,

5. Tax adjustments in Internal Revenue Code—Although the subject is too
complex for complete analysis here, further protection and inducements to
American investors can and should be given by a provision of the economie
cooperation bill amending the Internal Revenue Code to (a) make clear that
investments in European plants would be permitted out of surplus not only for
the purpose of extending the present business operations, but also to go into new
and additional business enterprises, which, under the present regulation, might
not be deemed to be ‘‘reasonably required by the business’;?? (b) to permit
business losses, to which government guaranties. would not extend, to have
carry-forward or carry-back advantages; and (e) to allow amortization in lieu of
depreciation as in the case of war plants.

6. Other conditions which can be reasonably tmposed upon participating countries—
There is now being completed at Habana, Cuba, the final draft of the charter for
the International Trade Organization, hereinafter called ITO. This charter
might be roughly desecribed as an international code of fair practice in recognition
of economic mutual interdependence, just as the United States in the proposed
draft of legislation recognizes the “interdependence of the United States and of
Europe.” A principal obstacle to American business in FEurope, and a basic
element of the eonfiict between Germany and the United States, was the cartel
system whereby trade was monopolized, controlled and saddled with restrictions

# See diseussion, supra, Sec. 11T “I,’" and footnotes re Sec, 102 of Internal Revenue Code, and pertinent
regulations.
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on competitive production of vital materials, which at the outset had a throttling
effect upon the American war effort.z

Chapter 5 of the proposed ITO charter provides that each participating country
will take appropriate action to prevent practices which restrain competition, limit
access to markets, or foster monopoly, and that complaints may be made to the
ITO and steps taken to remedy the evils complained of.

The final draft of the International Trade Organization charter will be com-
pleted in Cuba and available before the Marshall plan is enacted into law, The
bill should require, in addition to conditions specified, that the participating
country be a member of the International Trade Organization before receiving the
benefits of the act.

VI. CONCLUSION

These are the practical incentives essential to an all-out effort. Can we con-
sider anything less?

It is no longer possible for a Charles Martel to meet and defeat the barbaric
hordes in the Spanish marshes, saving Christian civilization in the Western World
for 1,500 years. This is not 733 A. D., this is 1948. We confront a similar confliet
with an alien way of life. The battle today is between men of good will and men
of ill will, but the battle line ranges along a broad front among the complex forces
of modern society. The decision must be made in the minds and hearts of men,
and supported with ali the dynamic foree and volatile initiative of freedom-loving
people—the same force which a few short vears ago built 50,000 planes a year
when it could not be done.

“Let us constantly remember that the countries to which we hold out a helping
hand are the heart of Europe and the center of civilization. Look back. The
tiny area of the earth’s surface of which we speak in Europe is our own mother.
Christianity was nourished there. Our art, our language, our industry, our agri-
culture, our every impulse toward the finer development, of the human mind and
spirit in the long struggle away from the beast within, have sprung from the heart
throbs of these tiny countries. The greatest flowering of mankind on earth has
taken place as a resuit of what has been thought, said, and done there.

Can we in Canada and the United States, and in the Western Hemisphere,
hesitate for one moment about spending the very utmost of our means if this
should be necessary, to preserve so priceless an inheritence against barbarie
tyranny? Can we not see that men only abandon our free way of life and yield to
tyranny when individual effort is of no avail and hopelessness and despair reign?
Can we not see that our friends and blood relatives need us now and that millions
more of freedom-loving men and women, already blanketed against their will
under the miasmic fog of untruth and barbaric assertion of power over much of
Europe, are also our potential allies in the Spanish marshes of 1948?

Let us offer public aid to friendly governments in need, and also the maximum
incentive to private investors to muster the full power of individual initiative in
aid of national policy. But let no man forget—not even the most hard-headed
businessman considering the prospects in Europe, that this is more than a busi-
ness proposition. It is an all-out contest along the entire front of human rela-
tionships to preserve our way of living. Let every man remember, no matter how
weary he may be from the war just concluded in defense of democracy, the simple
words of an American veteran of World War 1.25

“Liberty is not merely something the veterans inherited. Liberty is something
they fought to keep * * *

“People who ask us that question, ‘What did it get you?’ forget one thing.
t'_I‘rue, W(}a] _{ought the last war to make the world safe for democracy, and we did

or a while.

“The thing they forget is that liberty, and freedom, and democracy are so very
precious that you do not fight to win them once—and then stop. Liberty and
freedom and democracy are prizes awarded only to those people who fight to win
them and then keep fighting eternally to hold them.”

Mr. Lirrern. The immediate excuse for my considering the prob-
lem of the Marshall plan arose in this way: I was invited to give the
above address about 10 days ago in Canada, to the Canadian Bar
Association, Ontario section, and became so completely absorbed in

2 Asin the case of tungsten carbide, magnesium, military optieal instruments and many other materials.
See The German Invasion of American Business, an address by the writer, when he was Assistant Attorney
General of the United States, before the Indiana Bar Association, January 1941.

2 State Department draft of groposed economic cooperation bill, Sec. 10 (b), pp. 9-10.

% Alvin C. York at the Tomb of the Unknown Soldier in Arlington Cemetery on May 30, 1941,
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the subject that I went to the bottom of my own convictions and
reduced them to a state of definition.

A further possible explanation is that about 1 year ago, certain
Swiss companies who had combined to form a pool for the sake of
studying reconstruction problems in Europe, retained me to represent,
them in certain matters. I, of course, do not represent them here.
I am here as a citizen of the United States, profoundly interested in
this problem.

I might add that as Assistant Attorney General of the United
States, throughout the war years, from 1939 to December of 1944,
I had occasion to make rather extensive studies of the business
relationships between Europe and the United States.

The suggestions which I have to make relate to what I consider the
important subject in the Marshall plan and one of the most neglected
in the proposed draft of legislation as submitted by the executive
branch of the Government.

Let me compliment them on the brilliant job that was done in
submitting to you gentlemen suggestions which they had to make,
but I feel perfectly free with that to go on to my criticisms.

The subject of the afternoon, as far as I am concer ned, is that main
theme of bow to explore the virtually untouched resources of private
mvestment and private initiative, in aid to the Marshall plan.

I am going to state to you five reasons why I think American
capital is available, why under certain of those reasons there are com-
pulsions operating on American capital to go forward with private
mvestment in aid of the Marshall plan under certain conditions, and
I am going to make six suggestions of a concrete, practical lntme, as
to how that flow of private initiative and capit.a.l can be assured.

Before I do so, may I make this comment on a seemingly unrelated
subject, and that is the position of Canada in this picture.

do so, because as an American citizen, making a study of our
relationships with Canada, I was profoundly impressed and pro-
foundly grateful for what g found, that Canada had already had her
Marshall plan.

The average American is not aware of that. Almost without debate
and certainly without delay, Canada moved into this picture of trying
to revive European industry immediately upon termination of the
war, and in the 2 years ending in 1946, she had loaned to Great Britain,
to the United Kingdom, ':l>1 250, 000, ,000. She had loaned to other
European countries $607 000 000 Norw ay, France, Belgium, Holland—
and others. As a matter of fact the fund was wuatm than that if
you consider the whole world—and she had made her contribution to
UNRRA of $154,000,000, making a total of $2,011,000,000 that
Canada contributed to this Europenn recovery effort.

In addition to that, instead of buying wheat from her own pro-
ducers at a small price and selling at an exorbitant price, where she
could have made money, she sold at the reasonable price of $1.55,
which has been since raised to $2 a bushel, which is much below, and
making an additional contribution by way of $300,000,000 by way of
those commodlty price reductions during the last 2 years.

The equivalent investment of this country in that effort on the
basis of population would have been 25% billion dollars. The equiva-
lent on the part of this country on the basis of production would have
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been 33 billion dollars. Our actual contribution during the same
period was 11% billion dollars.

Even if we ‘Id(l(‘d this 6.8 billion dollars, which you are consider-
ing—call 1t 7 billion dollars for the sake of using round figures—you
would only have about 18% billion dollars which we would contribute,

I think the experience of Canada in that matter is definitely some-
thing to be weighed in the scales.

Nevertheless, she miscalculated the recovery of Europe as we all did.
She entered 1947 with $1,200,000,000 in reserve, but she soon got to
the bottom of the kettle and in November of 1947 saw oanly $500,-
000,000 left in dollar exchange.

You gentlemen know the relation between Canada and the United
States 1 the past century as being one of the closest of business
relationships.

Canada has been our best customer and is also the fifth largest
trading nation in the world. All of these points bear materially upon
what you are considering in this respect. First, is the contribution of
6.8 billion dollars excessive for the United States? Most certainly
not, in contrast to the immense contribution of Canada in proportion
to its- population and production.

Certainly that bears on Mr. Hoover’s ninth point, I think it was,
when he proposed that our contributions be limited to purchases flom,
this ccuntry, so that the borrowing countries might not be able to
buy where and what they wish.

After the contribution which Canada has already made, which is
proportionately in excess of our own, and from which we have un-
doubtedly received indirect benefits from the stimulation of trade, it
would be most unjust as far as Canada is concerned, and probably
unsound as far as the Western Hemisphere is concerned, to restrict
participating countries receiving cash or credit, pursuant to the
Marshall plan, from buying from whatever country they wished.

Mr. Vorys. As I understand, the bell calls for a roll call on a
rather important vote. The gentleman is making a statement that
I am sure is interesting to a lot of us and if we atlompt to have him
proceed as we bob up and down to the floor, we are not going to have
any continuity.

I was wondering whether it would be possible for the committee
to take a recess, rather than for various members to attempt to con-
tinue?

Chairman Earon. Since we are past the first call, why not wait
until the second call and have a recess then?

Mr. Joxkman. I believe that would be best.

Mr. EaTon. Please continue, sir.

Mr. LirreLL. That is the end of that subject.

The main thesis i1s the exploration of the resources of private invest-
ment and mitiative in aid of the Marshall plan.

There are five reasons why I believe there is plenty of capital avail-
able and plenty of ready and willing initiative, under certain condi-
tions which I will come to.

First, corporate earnings and surpluses have never been at a higher
level in the history of thv United States.

One of the main problems of corporate management today is in
confronting section 102 of the Internal Revenue Code which i is, simply
stated for those who are not familiar with it, something that virtually
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prohibits the accumulation of earnings and profits. It permits the
corporations to retain in their treasury that surplus reasonably needed
for their corporate business, which is roughly vqtimatml at 70 percent.
The excess is taxed at a very high rate of 27% percent or 38% percent
for different brackets.

They cannot declare these in dividends without giving an excess of
income to controlling stockholders—I am being just very practical
about this, ge ntlomvn they can, of course, but this is the w ay 1t works:
They do not declare these out in dividends for the reason that it does
the stockholders no good, because it passes right through their hands
in the higher brac kets, to the United States Treasury. You know
what the income tax brackets are. They provide <l])[)10.\in1¥ltl_‘l}’ as
follows: A man of $50,000 income pays $26,820, plus 75 percent of
the excess to $60,000, and a man of $100,000 income pays $67,320,
plus 89 percent up to $1.30 000, and the man receiving $200,000 pays
$156,820, plus 91 percent of the excess above that, “and after that,
the State income taxes take hold and in many cases they have very
little left.

Therefore you can understand human nature in not particularly
being anxious to declare these surpluses out in dividends under such
circumstances.

The result is that there is this available capital.

There is a second reason which relates closely to the first one, why
they would be willing to spend some of that capital abroad, and that
is that exports are tallmg off. I wonder how many grasp the fact that
we are at this moment at a most crucial stage in our industrial history
and particularly in the postwar period.

Exports passed their all-time peak in the history of the United
States in the month of May with $1,441,000,000 in exports. The
maximum year was 1944, with 14% billion, which greatly exceeded any
experience we had in the last war. In 1919 it was $7,900,000,000,
approximately, and in 1920 I believe it was $8,200,000,000, appmu-
mately. So, there is this eminent decline in expor ts. It has already
begun. There was a flurry at the end of 1947, October and November
doubtless lar gely due to the fact that Ctl,ll.ltl.l, was going under contr ols
on November 17, and most people knew that it was inevitable. How-
ever, exports are declining. Now, Canada was not the only country
wlnch like a passenger Il(lll]“‘ in a taxicab, was measuring the ticking
of the meter against the contents of the purse and fmnllv said to the
driver, “Driver, will you please stop and let me get out here?”

Mexico oot out of the taxicab in July of 1947. All over the world,
the countries are getting out because they have no dollar pure Immng
power.

The half-sister of that complete blocking off of currency is the
quota controls in the South American countries where only a certain
amount of dollar exports are permitted.

With American corporations confronting that Treasury surplus of
capital, and confronting this inevitable falling off of exports at a very
fast rate, what will be their attitudes toward European reconstruction?

Chairman Earon. We will take a short recess.

(Short recess.)

Chairman Eaton. Let’s resume, gentlemen. You may proceed,
Mr. Littell.

69082—48——154
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Mr. LarreLL. Where the committee recessed, I had covered one
point, the excess surplus in corporations of the United States, and the
availability for European investment. Secondly, I said there was
another reason why there was a certain compulsion operating on cor-
porations to invest abroad and that was because of the falling of
exports we are right at this moment on the verge of what will be a
terrific decline in exports, aside from the artificial stimulus of the
Marshall plan.

I mentioned the fact that the countries had slammed their doors,
like Canada. I imply no rudeness in this respect, as they had no
alternative. South American countries are restricting imports from
this country and there is now a scramble to get dollar exchange that
is left in those countries to purchase American imports.

I say that American industrial management rather than forever
foregoing the loss of this export element of their production capacity,
have no choice if they wish to preserve it, in the next few years,
which would go into Europe itself, into the soft currency countries
and there, either in partnership with European concerns or under their
own power, they could enter into production in that particular mar-
ket or field of industry enterprise.

There is a great temptation there, and a very good reason. In
fact, if I could take more of the committee’s time I could show that
the pattern is already present, that many large companies have
already done just that. The pattern is (hancrm(r all over the world.
There are new refineries because of the mterrumen of transportation
during the war. There are new tanneries.

The peanut-oil industry, which had its capital in Marseille for an in-
definite period of time had to decentralize. There are now refineries
in South Africa.. That is only used as an illustration. Throughout
all of the British Empire there are these new industrial efforts.

If American mdustry wishes to participate in them they must go
there. Some are already on the march and are just doing just that.

For the third reason, there are great bargains in equities in Europe.
The cost of equities in American ¢ companies 1s very high indeed as we
are at the peak market. You may inquire about your pet stock if
you think 1 am wrong about that.

However, on the contrary, these people in Europe are basically
mdustnouq bard-working, thrifty consumers with a standard of hvmg
very much like our own, given normal conditions and a fair opportu-
nity, and they represent great values in equities in the revival of their
industries and a purchase of interest in their industries.

This is particularly important for this reason: These people in the
high-income brackets have no chance, except through the capital-
gains chance—you know that is the onl}r opening in “the American
Internal Revenue Code for getting a real return on investment for
people having capital. Broadly speaking, a long-term investment is
one that is held for over 6 months and, bloadly speaking again, the
taxation on the gain that nwestmont—supposc stock or a bulldmg 18
bought and held for 6 months ard sold at a much higher price—the
tax on the gain canvot be in excess of 25 percent. That is another
reason why these equities in Europe are tempting.

Four: Plotoctlon of American investments abroad. I think it is
very little realized in this country what a heavy investment we have
in Europe right now. Even with the late figures in 1943, in the
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middle of the war, which is the only statistical data we have in the
Treasury Department of the United States or anywhere else, we have
an investment abroad of 13% billion dollars, of which $4,418,000,000
are in Europe.

Incidentally, an additional $4,419,000,000 are in Canada, which
shows again what we think of CCanada.

That represents a substantial amount of capital and a substantial
amount of influence. Those interests are owned by 215,000 persons
and corporations and organizations.

Three hundred thousand Americans were living abroad then, though
many had been repatriated due to the outbreak of war throughout the
world. That is about 100,000 American families.

Many of them have probably gone back. There has been a veritable
exodus to go back and participate in the management.

Out of the investors in European enterprises, 6,000 individuals,
corporations and organizations, own about 7% billion dollars of those
13% billion dollars in assets. In other words, 54 percent of our assets
abroad are represented in controlling interests, which these 6,000
individuals and corporations own in 15,210 corporations. That 15,210
corporations own about 54 percent of our assets abroad, as of 1943.

The sum is considerably greater, now. I say that there will be a
natural flow of capital to protect and revive those interests. It has
already begun. The big companies lead the way. The oil companies
are already out in front and some of our big companies that were
abroad are reconstructing their industries.

That phase of investment has already commenced without aid from
anything I might propose or anything you gentlemen devise from the
Marshall plan.

The fifth reason is the readiness of European investors to join with
American investors in Kurope.

I know this to be a fact of my own personal, professional knowledge.
The average American thinks there is not much capital in Europe.
There is an awful lot. Switzerland has hundreds of millions of francs.

Switzerland is a very excellent country, financially. They are not
big enough, however brave, to lift on their shoulders the whole of
European reconstruction by any means, and of course they want
American capital and partnership in this giant—this gigantic under-
taking. There is great aid to be had already and in some of the other
countries too there is great capital. There is no use dwelling on this
point because it is a statistical point which needs an analysis in figures
which would bore you.

Those are the five reasons.

I now want to submit to you that before going to the suggestions
which I wish to make in regard to the Marshall plan, that to a certain
extent, the movement of capital has already begun. It is begun by
those with a greater feel for your European affairs, or operating under
some of the compulsions which I have mentioned: Let me give you an
example close at home.

A big creamery company in San Francisco, facing the loss of a very
great proportion of its business for different reasons than those I
have enumerated, namely, because several million men moved out of
the San Francisco area after the war ceased, developed powdered
milk, went into Mexico, put in American capital in partnership with
Mexican capital for establishing a plant to restore the water to that
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milk in a scientific way so that you can hardly tell the difference—
in fact you cannot tell the difference between that milk and the milk
you get on your doorstep here, with the result that what is in fact
fresh milk 1s delivered to the doorsteps in Mexico City. {

The American enterprise did not lose its business, but succeeded in
exporting it to a country where it was very useful.

There are several illustrations in Holland which in many ways leads
the European countries in cooperation with American business and in
getting going again, and it is a perfectly brilliant and amazing achieve-
ment in reconstruction.

For example, the Goodrich Tire Co., was persuaded by the Dutch
to interest itself in establishing a tire factory in Holland. They had
no tire factory, except a bicycle tire factory, an old Dutch concvern
highly regarded but not having the know-how of the automobile
business.

Goodrich Tire Co. went into partnership and established a plang
which is now going splendidly in Holland, giving employment to many
and supplying a very much needed article on terms and conditions
which make it possible for the consuming market to buy it, which
{they could not do with the dollar exchange as it 1s.

Crane & Co. was similarly interested after the Huropean cartels
turned down the proposition of the Dutch Government, to establish
a plumbing fitting factory in Holland, and Crane & Co. organized a
Dutch company with Dutch partners with a total capital of 9,000,000
guilcer, to which Crane & Co. contributed $1,400,000, or approxi-
matcly 17 percent.

The Dutch Government, as I understand the matter, is making
a study of the glass industry, since all the glass in Holland was
shattered; likewise most of the glass in the rest of Europe, and they
have a tremendous market for glass.

In this country, Pacific Gas Co. is shipping butane gas, which prob-
ably none of you have encountered unless you have lived at a summer
cottage remote from utilities. They are very inexpensive. Think
what a godsend that has been in England to the extent that distribu-
tion was possible during this coal shortage and during the severe
winter. The company is exploring the distribution of this gas in
Europe. What a blessing it would have been had it been there this
winter.

The S. A. Chrysler Co., under the direction of C. B. Thomas, of the
Chrysler Export Co.—I say Chrysler Co., which is an automobile
service company—from my personal knowledge and discussion with
C. B. Thomas, that company started from scratch and is now a
quarter-of-a-million-dollar company and as Mr. Thomas told me in
Detroit, on the way back from the London-Ontario address last week,
it could be duplicated in many industries abroad if the conditions were
right.

Tool manufacturers to my knowledge—one whose name I cannot
give for a competitive reason—has practically completed his arrange-
ments for tool manufacture and another is about to set out on the
same errand. ‘

I could explore at greater length these attitudes of American
"business but I think sufficient has been said by way of illustration,
I would only add this, that Mr. C. B. Thomas, who is one of my
witnesses, who does not mind being quoted, went over the suggestions
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I am making to you gentlemen, as I came through Detroit last week.
He pushed other things aside and gave me the entire afternoon.
He heartily endorses them from the point of view of the incentives
necessary if you induce business to help in this reconstruction job.
He says ‘that is the only way in his opinion that you can get practical
operation of the Marshall plan and- avail yourselves of the enormous
resources of private enterprise.

He gives several illustrations. Let me just give you two.

He said had this been under thé management of private enterprise
you would not have had several hundred tractors s‘(mulnw on the
docks in Greece for months waiting to be put to use, for the simple
reason that there was no agric ultm al equipment to attach to them.

He said had the Government placed that business in the hands of
the tractor company or the agricultural implement company they
know what the tractors are for there and they would have had the
equipment arrive in the same boat. However, some Government
clerk ordered the tractors and failed to order the agricultural machin-
ery that went with it so we suffered the loss of that capital investment,
the loss of interest on what was probably several million dollars that
went into that; and what is more fundamental, the Greeks suffered
the loss of the revival of their agricultural industry.

To give you another illustration, in a South American country,
which shows the ingenuity of pri ivate initiative once you turn it
loose on this problem: Their quotas for the imports of Chryslers
were being cut down. They had to manufacture some of those parts.
The American company could send in the equipment, but they found
they had an inferior quality of steel there that could not compete
with our steel. We were also confronted with a steel shortage. We
killed two birds with one stone. He encouraged the manufacturer of
a steel-car-top manufacturing company. They redesizgned the top to
make it simple, took out some of the weather protections and some
of the refinements we find necessary here, and produced the top in
native steel, which saved our steel supply, developed theirs, oave
them a new industry and employment, and completely satisfied the
needs of that car as far as that climate 1s concerned.

That is the type of ingenuity which must be somehow turned loose
and it can only be turned loose if you release the genius and ability
of the men who have grown up with these industries. That is the
thesis.

Now, what to do about it: In examining the Marshall plan as sub-
mitted bv the executive branch of the Government, which I believe
1s your blll 4840, section 7 defines the powers of tlu' Administrator,
and the thlllﬂ"a that he can-do. One section of that only touches ve }V
timidly and ma(l(‘qu‘llvlv on the question of private enterprise, by
sugeesting that the Administrator may give guaranties of private
mvvslnwntq under certain conditions.

In the first place if you glance at 7 (3) it limits the guaranties to
private investment of 5 percent of the total assuming this bill passes
at the print figure, the total would only be $340, 000,000 of private
guaranties. W hat is wrong with that? In the first place 1t is a
trivial sum. You put a lid on private guaranties which might result in
a rush of private enterprise to get the benefit and to et within that
$340,000,000 but it would also discourage anybody olse who could
mako the grade or any other enterprise who had a long-range program
i Europe and could not get into that $340,000,000.
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They would be apt to be discouraged.

Secondly, why deduct your $340,000,000 from the $6,800,000,000,
or whatever sum you gentlemen in Congress decide to appropriate;
why immobilize any capital by deducting it from that appropriation?
It is absolutely unnecessary. All you need to do is to pledge the full
faith and credit of the United States behind the guaranty without
making any deduction in that fund from the amount of appropriation,

You may not be liable on one of these guaranties for many years to
come. Certainly you will not for several years. They will not have
time to mature. Why have all this money piled up in the Treasur
as a guaranty, to guarantee a commitment which may never material-
ize into a liability?

It is not sound.

I have quoted in a footnote that there are examples in Congress
where the full faith and credit of the United States is pledged behind
certain guaranties, to be paid for if and when they mature into
liabilities.

In this plan of the Marshall plan works out, you will not have to
be liable for these guaranties. They will pay off at the end of the
14-year period and you will not have to pay that liability.

That, I say, is a defect in the existing plan.

I will run over these suggested amendments rapidly, and if you wish,
Mr. Chairman, not to be presumptuous, but as a result largely of
inquiry from one of the Senators, a brother of one of the members of
this committee, and inquiry from others, I did reduce my suggestions
to concrete form in proposed amendments, merely to facilitate your
discussion of them.

However, before going into that rather technical matter, if it is
your wish that I do so, let me go on briefly over these suggestions
that I am making in criticism of the Marshall plan.

Mr. Vorys. Mr. Chairman, I wonder if it would be proper to ask
at this time this question: The third proposition in section 7 is, that
the guaranty is only as to convertibility of currency. You may have a
comment to make on that.

Mr. LirrerL. That is my next subject.

Mr. Vorys. Very well; continue.

Mr. LitterLr. The guaranty is as to what we will call a political
risk; in other words, the guaranty that the money once invested can
be converted back into American dollars. Either the earnings of
that or the capital of it. That is what I call, for convenience, a
guaranty of the political risks, because these countries might, subse-
quently, block off their currency, forbid the export of capital and
earnings, and otherwise restrict the escape of this capital once you
put it in.

Now, the layman would ask: “Well, why not make an agreement
with those countries if they agree not to do that.”

You cannot do that. You gentlemen know that no country can
commit itself to future fiscal policy over a period of years. It must
maintain its flexibility. It is of the essence to sovereignty that these
countries should be able to adjust their fiscal policies to meet the
needs of crises and changing circumstances that come up within
them. You cannot contract that away.

I suppose, as far as you could go would be what the Netherlands
Government did, to give a letter to the United States. The finance
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minister gave a letter to the United States, saying they would not
forbid the removal of earnings, in respect to the Crane & Co., or the
Goodrich deal—I have forgotten which one it came up in—and that
they would not discriminate against foreign capital. However, that
is just a letter and could be changed by another government. How-
ever, behind it stands the full strength and credit of the Dutch Govern-
ment, in which we have great confidence. That is about the maximum
that we can do.

How do we get around that? I would add all that you can add, a
condition of the participating country, a condition among those ('Olldl-
ti;)ns imposed upon the participating country. To 10 (b) I would add
this:

In order to facilitate the effective operation of section 7 (e¢) of this Act, each
participating country undertakes (a) to give its full support to the terms of any
proposal or private contract which sueh country may approve for the investment
of funds pursuant to this Act, (b) to make no discrimination in its tax or fiseal
policies between its own citizens and persons investing in projects in such country
pursuant to this Aet, (c) to either become a signatory of the International Trade
Organization charter or to comply with and fully cooperate with signatory powers
in carrnng out the terms and conditions of chapter 5 of said international trade
agreement in respect to cartel agreements.

Now, that much they can do. The European countries can bind them-
selves without any infringement on their sovereign dignity, to support
these contracts after t;hey approve them. As you will see later, they
must, of course, approve these private deals. And they should’ agree
that our citizens will not be discriminated against.

Those are two of the principal criticisms.

Another one is that on the present plan, if a portion of the appro-
prlatlon were reserved to protect guar anties, you would in effect have
private industries competing for the same fund with the government
of the participating country. I think we should visualize that what-
ever funds you applopualc will have tremendous governmental de-
mands for the reconstruction of ports, railroads, hospltalq of mass
‘housing, of water districts and power districts and sewer distr icts, and
matters of that sort which could, of course, consume almost anything
you appropriate, in addition to food relief and agricultural improve-
ments.

In between those areas of governmental operation are vast areas of
private enterprise, which is really what we want to get going, in addi-
tion to these fundamental matters that the governments must achieve.

The hope is that we can make an inducement in this act for private
enterprise to go in, aside from these governmental oper rations.

If you have a man wanting to go into business in Kurope and take
advantage of this $340,000 O(J() guaranty, he is in that sense competing
with th(, management of thc- (OllllLIV fm the same fund that is going
to be available both to him and the country.

Mr. Lopge. My understanding of the bill, Mr. Littell, is that it
simply guarantees convertibility of private investments up to 5 per-
cent of the principal amount available.

Mr. Lirrern. That is right.

Mr. Lopce. That does not seem to be the kind of guaranty that
you were discussing.

Mr. Lrrrern. If I was misleading you. I am going to recommend
that that lid be taken off.
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Mr. LopGe. I cannot see how that would be competing with the
recipient countries. Of course, the local currency income of enter-
prises financed by the governments of those countries or financed by
private concerns of those countries would have no convertibility clauses
as I see it.

Mr. Vorys. It seems to me you are talking about two different
things. One is the extent of the guaranty. The other is the amount
that can be oguaranteed, and Mr. Littell has pointed out that under
the bill as drafted, the prwate enterprise would be competing with the
governmental claimant for the funds, because as he has explained and
as it was explained to us, the bill contemplates that the money will
actually be appropriated and if a million-dollar guaranty is made, a
million dollars of appropriated money will be deposited and held
presumably for 14 years.

I thoroughly agree with you that that is unnecessary. On the other
hand, if $6, /800 000 000 is a proper measure of the ability of the United
States to deliver material over a period of 15 months, then would it
not be completely appropriate to have that limit put on the total of
guaranties and grants and governmental loans, so that the demands
upon our economy would be kept within an amount that we could
meet? I thoroughly agree with you that there is no sense to depositing
the money on this sort of guaranty. It ought to be carried like an
RFC loan, or many others, a contingent hablllty that we may or may
not have to meet.

But it seems to me that if the $6,800,000,000 figure is correct, as a
measure of what the United States economy can stand in a 15-month
period, then it would be quite proper to place a limit on the guaranties
for that reason. It is to make a combined limit on the guaranties,
the governmental loans and the grants, because othmwmo you are
going to have a competition against our markets that might be ruinous
to our economy and highly 111ﬂat1011a1y

Mr. LirreLt. You make the most fundamental and diseriminating
objection that can be made in my opinion, but I think it is subjeet to
this answer, Mr. Vorys, if I may respectfully suggest this. You
presuppose that that competition for materials will exist here. Granted
that there is a limitation to materials, the priority will undoubtedly
be given to the subjects of the appropriation which we are not enumer-
&tmb. They are listed in the proposed grant.

However, the guaranty behind the investment in dollar resources
in Europe ‘does not ne cessarily presuppose a drain of all of those
supplies from this country. To the extent that it does, those supplies
would be unobtainable. You pass on to the private enterprise, the
task of finding the supplies. A lot of them can be found in Canada
and the Western Hemisphere, and would be a stimulation to the
revival, of the whole revival, of international trade, which is what we
are trying to do.

The illustration I cave you of C. B. Thomas, of the Chrysler Export
Co. of the automobile tops in South America: You will not oot that
sort of thing unless you get the impact of private initiative “and its
inventive genius in mlvmn these problems of production abroad.

Mr. Vorys. Is there not this objection to my objection, too—that it
is perfectly stupid to give an over-all figure, that while we may be
short of steel and oil and food, we probably this year are going to be
long on some other things we would like to export.
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Mr. Litrenn. Precisely. I had not thought of that one and I am
grateful to you for it.

Mr. Vorys. Very well; proceed.

Mr. LITTELL. Now, I sumvoqt that it would be well for me to dis-
tribute the concrete amendments 1 have proposed, merely for the
purpose of discussion. You will, of course, do a lot of things with them
that I have not done but it does lay it out quite clearly as to what I
think should be done. It particularly sets up two points which I
think are fundamental to the incentive, if you wish to create it, and
that is that it authorizes quite clearly the investment of corporate
surplus in European plant facilities, removing that from all shadow of
doubt under the income-tax laws. That is one incentive. Also it
proposes an amortization plan of 5 years. I just picked that figure
out of the air—well, that was not out of the air at all. The other act,
was 60 months. However, it had to do with the ending of the
emergency.

Those who might not be familiar with this point, “amortization”
means the writing off of the plant investment in a given period of
time in lieu of talunrr depreciation over its expected useful life.

The expected useful life might be 20 years. You give industry the
break of writing it off in 5 years, on the assumption that there are
risks in Europe. We do not know how this is coming out. If you
gave them that amortization advantage, it would be a great induce-
ment for private initiative to load onto itself a ereat proportion of the
burden which, under this act, is being taken on by the Government.

Chairman EATO’\I Would you tell usin a word how the introduction
of the pnvate enterprise system, which seems to me to be a very valu-
able suggestion, will affect the total amount under the Marshall plan
to be provided by the Government?

Will it reduce 1t or increase it or hold 1t at a level, or what?

Mr. LirrerL. I hope it will not influence your thinking too much
on reducing the amount of the appropriation under any illusions as
to the immediate availability of private funds. I am going to answer
your question a little bit indirectly, sir, if I may. It is because we
cannot divorce ourselves from the imperative, crying need of these
immediate subjects outlined in the report of the committee which 1is
before you.

That money would be available now, as soon as you gentlemen act
here in this Congress, and those f’OO(IH and materials would begin
to flow.

Private enterprise, after you pass this aect, sir, will take some
months or maybe a couple of years to get under full swing. [The
possibilities must be explored, the partnerships must be arranged,
the study of materials must be made.

This, to my way of thinking, is a supplement of what you will do
with ]("ﬂl(l to appropriations. It is a supplement and an addition
to 1t, hocnu%o you will open up through private industry, through the
tulung away of risks, you will open up these channels. llmvfml- I
think, sir, that you should think of these cuaranties not as a dedue tion
from a.ny appropriation which you deem proper, but as an added
inducement to recovery in Europe which may greatly lessen the actual,
ultimate appropriation that you have to pass.

Chairman Earon. Are the guaranties the only provision you pro-
pose for this legislation, to encourage private investment?
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Mr. Lirrern. They are, sir, plus the tax adjustments which 1
suggested.

Chairman EaToN. You want to increase the 5 percent?

Mr. Lirrern. Take it completely away from the appropriations,
Make it any amount you suggest. I would suggest $1,000,000,000.
Why put a lid on it? Open the thing up and give private enterprise
a full swing at this problem.

Chairman Earon. That bill would be involved in the $6,000,000,000

Mr. Lirrerr. Noj; it would be in additon to it. It might never
mature, do you not see? You may never have to pay a cent on it, if
this plan works.

Chairman Eaton. Would you have to deposit $1,000,000,000 in
the Treasury of the United States?

Mr. Lirrert. You would not deposit a cent.

Mrs. Borron. Mr. Chairman, may I ask a question at this point?

Chairman Eaton. Mrs. Bolton.

Mrs. Bouron. This may be elementary, but there is something
about it which reminds me of endorsing a note. It is always a little
dangerous.

Mr. LirreLn. That is certainly true, but it is a cheaper note than
an appropriation, because you may never pay the note, and you
certainly will never have to pay all of it, it is almost inconceivable
that all these guaranties will go sour.

Secondly, you will find that the Government has done this in many
cases, as you will see on the footnote of the proposed amendments
I have here.

Incidentally, I would like these amendments to appear in the
record.

Chairman Eatox. Without objection, the amendments will be
included in the record at this point.

(The amendments referred to are as follows:)

ProrosEp AMENDMENTS TO THE Economic CooPEraTION BIrn PROVIDING FOR
UNiTEp STATES GUARANTIES OF PRIVATE INVESTMENTS IN THE PARTICIPAT-
ING¢ COUNTRIES

Submitted with oral testimony of Norman M. Littell, member of the District of
Columbia bar, before the Foreign Affairs Committee of the House of Repre-
sentatives, February 3, 1948, 2 p. m.

Strike out section 7 (b) (3) and add at the end of section 7 the following sub-
section (d):

“(d) GUARANTIES OF PRIVATE INVESTMENTS.—In addition to the assistance for
participating countries provided in subsection (a), (b), and (e¢) of this section, the
Administrator is directed to facilitate and secure the maximum possible assist-
ance at the earliest possible date from private initiative and capital in the recon-
struction and development of industry in the participating countries, by giving
to any person, as hereinafter defined, guaranties of investments in connection
with enterprises in said countries, under the following terms and conditions:

““1. APPROVAL OF PRIVATE AGREEMENTS AND PROPOSALS.—From and after the

seffective date of this Aet, persons, as hereinafter defined, who desire to make in-
vestments and loans in aid of such projects may submit to any participating
country a proposal to invest in, or make loans in aid of any project or enterprise
in such country or countries, or may negotiate any agreement therefor with per-
sons engaged, or wishing to engage, in the business in such participating countries,
upon such terms and conditions as said parties deem desirable, subject to the con-
ditions of this section, and after the approval of any such proposal or agreement
by the participating country, the Administrator shall approve such proposal or
agreement within thirty days after its submission to him unless said proposal or
agreement is in conflict with this Aect, in which latter event the Administrator
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may disapprove of said proposal or agreement, or give his approval upon condi-
tions that the terms of said proposal or agreement which are in conflict with this
section shall be removed or corrected by amendment. Amendments to such pro-
posals or agreements may be made and approved at any time in the same manner
as hereinabove provided.”

Explanation: The object and purpose of this provision is to release the resources
of private initiative for investment in Europe on terms and conditions which
investors themselves will negotiate, in recognition of the fact that it is impossible
to standardize these conditions for the greater variety of industries and projects
into which private capital and initiative will flow. The agreement with Dutch
interests whereby the B. F. Goodrich Tire Co. formed a company for the manu-
facture of automobile tires in Holland is entirely different from the agreement
whereby Crane & Co. similarly invested capital to form a Duteh company,
organized and capitalized at 9,000,000 guilders, in which Crane & Co. invested
1,400,000 guilders.

Investors must be empowered to negotiate their own arrangements as in
everyday business, without standardization, except that the participating country
must have power to approve or disapprove in order to give priority to those indus-
tries serving the maximum public interest while materials are in short supply.
The Administrator’s functions should be passive. He should not be required to
make an analysis of the economic desirability and all other aspects of the transac-
tion after the country and the investing company have done so. Otherwise there
will inevitably be the usual expansion of bureaucratic controls and inevitable
delays which would result if the Administrator’s review of the proposed project
extends into the realm of policy and economies. Unless the project is to bog
down in red tape, the Administrator should be confined solely to the function of
determining whether the agreement viclates this section of the Act. It is does not,
he must approve it.

Caution in respect to business risks by the investor (which are not guaranteed
under this act), and the reviewing power of the participating government, are
sufficient safeguards against speculation.

*2. CONVERTIBILITY OF EARNINGS AND INVESTMENT INTO UNITED STATES
¢URRENCY.—The guaranty to any person shall not exceed the amount of dollars
invested or loaned by such person in the project and shall be limited to the transfer
into United States dollars of other currencies or credit in such currencies received
by such person as income from the approved investment or loan, as repayment or
return thereof, in whole or in part, or as compensation for the sale or disposition
of all or any part thereof.”

Explanation: This language is copied from the Economic Cooperation Bill as
submitted by the State Department, section 7 (3) (i) except that ‘‘loans’” are
specifically mentioned in addition to “investments’’ to make sure they are included,
and the amount of the guaranty is not subject to the approval of the Adminis-
trator. Such approval if required would necessitate extensive review of the
economic and social desirability of the project and result in bureauecratie eontrol
of such projects which this amendment is designed to avoid. If Congress wishes
to limit the size of any one guaranty, it may place an upper limit on all guaranties,
but this is deemed unnecessary in view of the automatic restriction imposed by
business risks. Ixecessive investments will not be made beyond the needs of any
one project, in view of the fact that investors are not relieved of the business
risks; they are only relieved of the risk of being unable to get their earnings or
capital out of the country when the investment is made. A further safeguard lies
in the fact that the participating country must approve.

“3. LIMITATION ON TOTAL GUARANTIES.—The total liabilities assumed under
such guaranties shall not exceed the sum of $1,000,000,000. The full faith and
eredit of the United States is pledged to pay the guaranties herein provided for
in the event that the liabilities hereunder acerue to the United States.”

Explanation: The act as proposed limits the guaranties to 5 percent of the
amount. appropriated, which would be $340,000,000 if $6,800,000,000 is appro-
priated. This is thoroughly unsound for the following reasons:

(@) It is needless to set aside in the Treasury of the Unised States any portion
of the $6,800,000,000 (or whatever sum Congress appropriates) as immobilized
or idle capital. Every dollar appropriated should be put to work in Europe at
the earliest possible date. BSetting aside any sum whatever is needless. If, as,
and when any liability ever matures against the Government, the full faith and
credit of the United States Government is pledged to secure payment of the
guaranty. The liability may never mature. If the Marshall plan succeeds, the
Government may never have to make good on these guaranties. They are con-

George C. Marshall Foundation, Lexington, Virginia




858 FOREIGN POLICY FOR A POST-WAR RECOVERY PROGRAM

tingent liabilities only and should be listed with other such contingent liabilities
carried as such by the Treasury Department.!

(b) Since an object of the Marshall plan is to restore private initiative in Europe
to the extent possible, why put a lid or restriction on private investments, all of
which would be aids in carrying out the national policy of reviving European in-
dustry? Limiting the amount of the guaranty to such a meager sum as 5 percent,
or any other fixed percentage of the appropriation, might encourage a scramble
to secure commitment of that limited amount, but it would eorrespondingly dis-
courage any long-range program on the part of other possible investors who could
not get, themselves within the limits of the guaranty. If the principle of giving
guaranties is sound, and it is, then give it full swing up to whatever limit Congress
desires. One billion dollars is suggested in the initial stage, but this could be
increased to any limit Congress desires, thus adding to whatever sum is appro-
priated by Congress to the extent that such guaranties are used, without direct
appropriation from Congress.

“4 (GUARANTIES LIMITED TO 14 YEARs.—The guaranties shall terminate not
later than 14 years from the date of the enactment of this Act.”

Explanation: The limitation of 14 years is taken without change from the
economic cooperation bill as submitted by the State Department (sec. 7 (3)).

5. INVESTMENTS OF CORPORATE SURPLUS APPROVED.—From and after the
effective date of this Act for a period of five years thereafter, any investment
made pursuant to this seetion, approved by the participating country and the
Administrator, shall be deemed within the meaning of Section 102 of the Internal
Revenue Code to constitute an investment within the reasonable needs of the
company’s business and a proper use of the earnings and profits of such company.”

Explanation: There is a vast accumulation of capital available for investments
contemplated in this section. These corporate earnings and profits which now
confront the possibility of enforcement of section 102 of the Internal Revenue
Code. Only such aceumulations of surplus are permitted. as are reasonably
demanded by the needs of the business; the rest must be distributed as dividends,
unless expended on plant expansions reasonably needed in the business of the
company. In innumerable cases prinecipal stockholders would receive no benefits
from such dividends because they are already in the highest income-tax bracket,
Opening an avenue for corporate investment of surpluses in Europe could relieve
this pressure on corporate management and indirectly accomplish an objective of
the Marshall plan through private investments.

“6. AMORTIZATION OF PLANTS.— Every person investing in plant facilities in
any of the participating countries, whether or not such investments are subject
to the guarantees herein provided, shall, at his election, be entitled to a deduction
with respect to amortization of the adjusted basis (for determining gain) in lieu
of depreciation in respeet to such plant or facility, based on a period of 60 months.
The 60-month period shall begin as to any such plant or facility at the election
of the taxpayer, with the month following the month in which the facility was
completed or acquired, or with the succeeding taxable year, except as hereinafter
provided. The provisions of the 1942 Internal Revenue Aect in respect to
amortization deductions are hereby adopted and made applicable to the plants
and facilities constructed in the sixteen participating countries save and except
as follows:

““(a) In the case of a plant or facility completed or acquired after December 31,
1945, and before January 1, 1947, by a corporation, or a person other than a
corporation, the taxpayer’s election to take the amortization deduction shall be
made by a statement in writing to that effeet to the commissioner within six
months after the passage of this Act.

“(b) The term ‘emergency facility,” as used in the Internal Revenue Aect of
1942  shall be deemed for the purposes of this Aect to mean any facility, land,
machinery, or equipment, or part thereof, the construction, reconstruction, eree-
, tion, installation, or acquisition of which in one of the participating countries was
completed after December 31, 1945, in respect to which a certificate under sub-

I See Treasury Daily Statement, p. 10, Statement of Guaranteed Obligations. The Commodity Credit
Corporation sometimes borrdws [rom private sources, its obligations being guaranteed by the United States
(act of March 8, 1938, as amended). Another example is the Federal Housing "A dministration guaranteed
obligations, in which the mutual mortgage insurance, housing insurance, and the war-houging insuranee
funds are subject to outstanding obligations which are guaranteed by the United States (act of June 27, 19.3
as amended, and aet of March 28, 1941, as amended), Postal-savings funds due depositors are guamntemi
by the United States (act of JTune 25, 1910, as amended), Also Federal Reserve notes, while seeured by bank
assets, are technically contingent liabilities under United States guaranties. There are also guaranties by
independent Government ageneies sueh as the Federal Deposit Insurance and the Veterans' Administra-
tion, and the Export-Import Bank, which guarantees some commercial loans made by private banks for
exporting goods abroad.
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section (f) of section 124 of the Internal Revenue Act of 1942 (CCH 949H) has
been made.

“(e) ‘Emergency period,” as used in the Internal Revenue Act of 1942, shall
be deemed for the purposes of this Act to mean the period beginning January 1,
1946, and ending on December 31, 1951.

“(d) In lieu of the certification to be furnished by the Se ‘eretary of War, or the
Secretary of the Navy, as provided in section 124, subsection (f) of the Internal
Revenue Act of 1942 (CCH 949H), the Administrator shall certify that the
construction, reconstruction, erection, installation, or acquisition is advisable in
the interests of European recovery during the emergeney period. The certification
shall be under such regulations as may be subseribed from time to time by the
Administrator for the approval of the President.

“(e) The certification by the Administrator that the construction, reconstrue-
tion, erection, installation, or aequisition of a facility was or is advisable in the
interests of European recovery during the emergency period shall have no effect
in the case of any facility so acquired after January 1, 1946, and before December
31, 1947, unless an application is filed therefor within six months after the effective
date of this Act, and for all other facilities unless an application is filed within
six months from the beginning of construction, reconstruction, erection, or
installation of such facility, or from the date of its acquisition, whichever is later.

“(f) The term ‘certification of necessity,” as used in the Internal Revenue Act
of 1942, shall be deemed for the purposes of this Act to mean ‘certification of
advisability’ to be issued by the Administrator.”

Explanation: The purpose of this seetion is to extend the benefits of the amorti-
zation deduction sections of the act of 1942 to plants construeted in Europe in
aid of this act. If such amartization provisions were allowed for war-plant faeili-
ties, why should they not be allowed for the present emergency period of, say, 5
years? Instead of depreciation taken over a period representing the useful life
of the plant or facility, the privilege of writing off the investment in a 5-year period
by amortization would be a great inducement in helping to overcome the very
great business risks attendant upon investment in Lurope.

The requirement of a “certificate of necessity’ would seem too strict beeause of
the infinite difficulty of saying that any plant is necessary to European recovery.
While the “‘necessity’ for-a war plant might easily be determined, in this matter a
finding that the plant is ““advisable” in the interests of European recovery should
be adequate.

“7. As used in this section, the term ‘“‘person’” means a citizen of the United
States or any corporation, partnership, or other association created under the
1.w of the United States, or of any State or Territory and substantially beneficially
ovned by citizens of the United States.”

Add to the conditions precedent preseribed for countries accepting benefits
under the act the following conditions as an additional paragraph at the end of
section 10(H):

“9. In order to facilitate the effective operation of section 7(¢) of this Act,
each participating country undertakes (a) to give its full support to the terms of
any proposal or private contract which such country may approve for the invest-
ment of funds purswant to this Act, (b) to make no discrimination in its tax or
fiscal policies between its own citizens and persons investing in projects in such
country pursuant to this Act, (e) to either become a signatory of the International
Trade Organization charter, or to comply with and fully cooperate with signatory
powers in carrying out the terms and conditions of chapter 5 of said international
trade agreement in respect to cartel agreements.”

Mr. Vorys. Unless you have an objection to the type of guaranty,
the difference between your endorsing a note and this type of guaranty
15 that in the case of the note you guarantee the note is going to be
paid.

In the proposal in the bill all you guarantee is that, if the note is
pmcl it is going to be convertible in dollars.

. Limrenn. 1 thank you for suggestion. I had not thought my
way tlnough to that.

Mr. Jongkman. Then you would have the local currency in place
of the dollars?

Mr. Lirrenn. I beg your pardon, sir?
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Mr. JonkmaN. The Government would have the local currency in
place of the United States dollars?

Mr. LirreLL. Oh, yes. I presume that would be it.

Mr. JonkmaN. All you are doing is trading it for currency?

Mr. LirterLr. That is another answer, because you will not lose it
in toto, you would have a soft currency instead.

Mr. Keg. Then our measure of liability there would be the differ-
ence in the worth of that currency at the time it was taken in as
income, and its worth at the time it was converted.

Mr. Larrern. That is an excellent point, sir.

Mr. Vorys. That is correct, but it seems to me that, looking ahead,
one of the purposes of the Marshall plan and all of it, is to get that
currency all over the planet, so that it is presently convertible into
dollars, in that you break this present log-jam and have sound
currency.

Therefore, if the plan succeeds, you are guaranteeing merely that
the plan is going to succeed.

Mr. LitreLn, That is all.

Mr. Vorys. However, the weakness would be, that I just do not
know enough about it to know whether that would be any inducement
to business to proceed.

I think these tax advantages might be a substantial inducement,
but the type of wuamnty that is pmposecl it seems to me would, in &
few years, not be much of an inducement.

Mr. LitreLL. Mr, Thomas, sir, has a business totaling $110,000,000
a year. He says it abaolutels would be an inducement. He says
that is the sort of thing that would make private enterprise go to work.

Mr. ]0\'1\\111\4 What effect would it have on the stabilization of
the currencies? All of the firms who had their currencies guaranteed
under this guaranty would have dollar currency. It would equalize
the value. Will you get into the same case as with the convertibility
of sterling under the British loan?

Mr. LirreLt. It would have a tremendous impact in stabilizing
currency.

Mr. JonkmaN. See whether you can carry that thing through.
Then after all, would $1,000,000,000 be enough? You are '[Ichllllf"
the amount. Tlmt was the (llﬂwulty with the convertibility of
sterling. It was converted so fast that it created a special currency.

Mr. Lrrrern. Well, it is not the same because you are not imme-
diately converting currency. A man must go in there and invest his
money. Under these amendments he must go in and put up an
111(111-t1V and do all those things.

Mr. Jonkman. I know, but if the guarantee is there it is like a
reserve. At the present time we have a reserve and so it put the
local ¢ 111'ren(y on par value with the dollar.

Mr. Lirrenn. Of course there are dangers here; no one doubts that.
It is part of the calculated risk we are sl,u(l\«mff ,

Mr. Vorys. If you build a factory in France under this guaranty,
the only currency that has the same value as the dollar is the American
corporation’s share of the income. It is a limited part of the cur-
rency, and those particular franes are utterly unconvertible because
the only person who can call on the United States for its dollar guar-
anty is the person to whom the guaranty runs, the corporation here

Mr. Jonkman. That is what I say. You are taking one segment of
the currency and making it as good as the dollar.
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Chairman EaTon. Now, Mr. Littell, I am sorry we have interrupted
you so, but we must take another recess.

(Recess taken.) :

Mr. LopGe. Mr. Littell, I have just hastily glanced over your
written documents here but I would like to call your attention to page
11 of the State Department’s bill. I am trying to determine precisely
the differences with respect to these guaranties, between your sug-
gestion and this suggestion contained in this proposed legislation.

I find in item 2 of your remarks, on page 2, all you are aiming at
is convertibility.

Mr. LirreLL. Precisely.

Mr. LopGge. That is all that is aimed at in subsection (i) of the
proposed legislation.

I do not know whether you are familiar with this proposed legisla-
tion here or not, the State Department bill.

Mr. Lrrrern. I assume that 4840 is the same as the State Depart-
ment report that came over here, is it not?

Mr. Jupp. It is.

Mr. LopGe. You probably feel you have made this clear, but I
would like to have you restate it if you will, for my benefit, as to what
you consider are the substantial differences between your approach to
this question of guaranty and the State Department’s approach.

Mr. LirreLn. I will, indeed.

On the point you have just made I do disagree with the State
Department in the quality of the guaranty, or the character of the
guaranty; I agree that it should not be a guaranty of business risks
as well as on what I am calling, for convenience, political risks, risks
against actions of governments which would forbid the export of
currency.

I know there is a big debate revolving around that point. I under-
stand that Aldrich, of the Chase National Bank, who made a brilliant
analysis of this foreign business in his September 15 address, has
suggested that the guaranty be extended to business risks as well as
currency risks.

Mr. Lopge. That would mean a guaranty of the capital investment,
would it?

Mr. Lirrern. I have not seen his suggestion, but I have just been
told this, that it would go much beyond a mere convertibility of
currency.

Mr. Looce. It would guarantee the principal amount?

Mr. LirreLn. Yes. Well, this does too. This guarantees con-
vertibility.

Mr. Lopce. The Administration bill does not necessarily guarantee
convertibility of the principal amount; it guarantees only converti-
bility of income up to the principal amount of the investment.

It says:

The guaranty to any person shall not exceed the amount of dollars invested
by suech person in the projeet with the approval thereof by the Administrator
and shall be limited to the transfer into United States dollars of other currencies
or credits in such currencies received by such person as income from the approved

investment, as repayment or return thereof, in whole or in part, or as compen-
sation for the sale or disposition of all or any part thereof.

They could dispose of the whole item that way, could they?
Mr. Lirtenn. Yes, sir.  If they wanted to sell their property over
there, or if Crane & Co. wanted to sell all their stock in that plumbing
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corporation over there, where the capitalization is £9,000,000, and Hol-
land had closed down here controls so that vou could not get foreign
currency out, the Government guarantees Crane & Co. that it would
be able to get its money back out. I use Crane & Co. only as an
etample

Mr. Lopge. It does not necessarily guarantee the investment.

Mr. Lrrrern. Oh, no.

Mr. JonkmAaN. If income has already been paid out that would be
subtracted from the sale.

Mr. LitreLn. The guaranty goes only to the extent of the invest-
ment, as I understand it.

Mr. Vorys. Would the gentleman yield?

Mr. LopGe. Yes.

Mr. Vorys. It justoccurs to me that a transaction might be covered:
that a plant is pul(ha%od or a horse or anything else is purchased over
there in dollars this week and if a guaranty were ]’)I{)\ ided, it can be
sold for lire, francs, and so forth, next week, and the whole proceeds
of the sale would immediately be due under the guaranty.

Now, in some way or other, is it not that type of transaction that
1S ('on’tumplatod here? The la enguage of the bill is broad enough to
simply guarantee that any thmﬂ' the person sells is going to be con-
vertible into dollars?

Mr. Lrrren. That is right.

‘Mr. Vorys. Mr. Lodrro in your discussion, you call attention
again to the fact that it 1s the prmclpal amount.

Mr. LirterLn. And the earnings.

Mr. Vorys. The earnings that may run over a period of years, this
is one thing, but the pzmczpal amount, that is another matter.

If, for mqtnnco. a factory were built in France under a guaranty
that cost $1,000,000.

Chairman Earo~. That is $1,000,000 capital from this country.

Mr. Vorys. Yes, $1,000,000 (Jpltal from this country. If that
was sold next year, just simply built and sold to French interests—
and prosumal)lv full convertibility might not be available next year,
but the full $1,000,000 would have to e paid next year.

Mr. Lovae. It seems to me this is one more argument for the
devaluation of foreign currency in order to bridge this gap between the
legal and real v: alue of foreign currencies, to the end that when you
have a free market in f01010'n currencies, there will be no convertibility
needed at all.

The guaranty would become almost meaningless because the con-
vertibility would take place as a matter of course.

Mr. Lirrern. I understand that is true, ‘

Mr. Lopge. I would like to ask you this, Mr. Littell: One of the
defects I find with the administration proposal is that it protects
future enterprises but does not protect enterprises already existing.

I do not propose that the investors already in these countries
should have protection to the full amount of their investment, but it
does seem to me that enterprises that have shown the staying power—
and some of them have (]om, it more as a public service than anything
con-
vertlblhtv of the income wlnc-h tlley derwe from thebe enterpl'lses n
foreign currencies.

To specify that even further, it seems to me if this provision applies,
let us say, to an American newspapor that it should apply as much to
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the New York Herald Tribune as it would to some future newspaper
which would go into this field in Europe.

Mr. LirrerLn. I would abolish all discrimination when I come to
the tax advantage, as to any future plants, and it also gives them the
right of amortization, irrespective of whether they are under a
guaranty, because I think they ought to have it.

I have not gone as far as you have now suggested.

Mr. Lopge. Would you agree that any guaranty provision we
write into this legislation should be retroactive as far as the con-
vertibility of the income is concerned, from foreign currencies into
dollars?

Mr. Lirrern. I would be inclined, just shooting from the hip on
that question, to say that that is a very fair suggestion.

I do not think I would go along with you if you went further and
suggest the convertibility of capital. I am not saying I would do
that on examination.

Mr. LopGe. I do not suggest that. I think those who are in should
be induced to remain just as much as those going in should be induced
to go in.

Mr. LirreLL. I think it is a very valid point.

Mr. Lopce. Under the Herter bill, the foreign currencies which are
to be received as a quid pro quo for the amounts that are grants-in-aid,
can be invested by the American administrator, in private enterprises
m the recipient countries.

Now, would you suggest that those investments by the United
States Government should also be subject to the same convertibility
clause, both with respect to principal amount and income, and that
therefore we should increase the guaranties beyond the 5 percent
now written into the proposed legislation?

Mr. Lrrrern. I think part of that suggestion fails as a matter of
economic theory because it would amount to the Government insur-
ing itself and 1t is always understood that the Government never
buys insurance because it is the biggest thing there is and it is the
biggest insurer there is, and it does not hire a smaller company to
msure its risks. However, if you meant, Mr. Congressman, that
the Government, with those funds, makes loans like RFC, loans to
American companies and those companies in turn go back into business
in that country, I would see no reason why that should not extend
the guaranty to those second line loans with funds borrowed from
the United States Government.

Mr. Lopae. Those will not be Government loans in that case?

Mr. Lirrenn. They will not.

Mr. LopGEe. The reason I ask that is because provision 15 of the
Herter bill sets forth the proposal on foreign currencies, and the pro-
vision on page 16, which is subsection (e), seems to me not entirely
clear on that point.

Subsection (e) states that—

(¢) The Authority may direct the sale for United States currenecy, at the
original value or at a discount, in the discretion of the Authority, of all or any part
of any local reconstruetion fund either to the government of the foreign country in
which it is being administered or to any person approved by the government of
such country; and any foreign country in which such a fund is being administered

shall at all times have the right to purchase all or any part of such fund in United
States currency at such original value.

69082—48——006
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I do not know how mandatory that provision is. It says “may
direct,” which would seem to make it permissive.

However, I wondered whether you would have any ideas on that
particular aspect of the Herter bill, in order that we may get your
opinion for the record.

Mr. LarreLn. I am grateful to you for the compliment of even
asking me for that opinion, but as a matter of fact, Mr. Congressman,
I have not been able to study this bill. It was all T could do, with the
duties in my own office, to get through this other so-called administra-
tion bill, 4840.

Mr. Lopge. T am inclined to agree with you that since the problem
presented here to us is one of dollar deficits and dollar payments, that
when the Governmr ent guarantees the convertibility of its own invest-
ments in foreign currency, it really has very little meaning and if it
were to direct the sale, it might very well cause these foreign currencies
to lapse very dangerously on the market.

That would be a poor way to handle the situation, if we are to
achieve what we want to achieve, which is a free market in foreign
currencies.

Mr. LirreLn. That is right, sir.

Mr. LopGe. So you would feel, offhand, that insofar as we may
provide that foreign currencies can be invested in private enterprise
of the recipient countries, that they should not be convertible into
dollars.

Mr. Lirrern. T think T roughly agree with you on that, Congress-
man. As a matter of impression, that certainly strikes me.

Mr. LopGe. T would just like to ask you once more if you could
clarify for me, precisely what the difference is with respect to guar-
anties, between your proposal and the administration proposal.

Mr. LirrerL. Very well, let me try to do so.

The statement that I have submitted as my rough draft for the con-
venience of you gentlemen, is in the record, and we can discuss that
as 1t is before us.

In the first place, I define clearly at the opening of the section,
the objects of this section, added to section 7, at the end of the bill,
H. R. 4840, saying:

In addition to assistance for participating countries provided in subsections (a),
(b), and (e) of this section, the Administrator is directed to facilitate and secure
the maximum possible assistance at the earliest possible date from private initiative
and capital in the reconstruction and development of industry in the participating
countries by giving to any person, as hereinafter defined, guaranties of invest-
ments in connection with enterprises in said countries, under the following terms
and conditions:

1. Approval of private agreements and proposals: From and after the effective
date of this act, persons, as hereinafter defined, who desire to make investments
and loans in aid of such projects—

Interrupting the reading here, there are two types of enterprises,
there are the unilateral proposals to go in and invest, like the Herald
or the Tribune, and then there’s the agreement like the Goodrich
Tire partnership where they have a partnership and submit an
agreement to the Government.

Mr. Lopce. Do you mean an agreement between an American
private concern, and a local firm?

Mr. LirteLL. Precisely. Both of those examples I have given you
were precisely that. The agreement itself was submitted to the
Government for approval. [Continues reading:]

4
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may submit to any participating country a proposal to invest in, or make loans
in aid of any project or enterprise in such country or countries, or may negotiate
any agreement therefor with persons engaged, or wishing to engage, in the business
in such participating countries, upon such terms and conditions as said parties
deem desirable, subject to the conditions as said parties deem desirable, subject to
the conditions of this section, and after the approval of any such proposal or
agreement by the participating country, the Administrator shall approve such
proposal or agreement within 30 days after its submission to him unless said pro-
posal or agreement is in conflict with this act, in which latter event the Adminis-
trator may disapprove of said proposal or agreement, or give his approval upon
conditions that the terms of said proposal or agreement which are in conflict with
this section shall be removed or corrected by amendment. Amendments to such
proposals or agreements may be made and approved at any time in the same
manner as hereinabove provided.

Mr. Lopcr. These provisions in both these bills do not contain
any hard and fast conditions. Therefore, any such proposal might
not be in conflict with the provisions of the legislation, and yet it
might very well be something which the Administrator would not
feel like extending a guaranty to.

In other words, your suggestion is that he should have relatively
little discretion in the matter. It would have to be in conflict with
the provisions under the act, which, as now set up, are largely dis-
cretionary.

Otherwise, he bas to approve. Does that seem to you to be a wise
way to go about it? Do you feel that we should deprive the
Administrator of that much discretion with respect to this guaranty
provision?

Mr. LirreLL. There is an effort to emancipate the private enterprise
approach from a complete bureaucratic control.

This idea appealed to your brother in the Senate, because he could
see that there was no immense development of a bureaucratic staff
under the Administrator to examine into the merits of all these
enterprises.

Mr. Lobce. The idea is very interesting to me, Mr. Littell.

Mr. LirreLL. It might well be that you would wish to set up some
simple eriteria for the Administrator, having been on the Government
side and knowing how the bureaus work.

If you give him the broad discretion, he will examine into the
economic, social, legal, and all aspects of every enterprise that comes
before him.

You will not get the Crane & Co. deal approved, you will not get
the Goodrich & Co. deal approved, not for a couple of years.

Mr. LopoGe. I do not disapprove of this idea, but to show you the
other side of it, unless we write this legislation in a much more restric-
tive way than has been proposed it would be possible for fly-by-night
concerns to obtain a guaranty.

Mr. Lirrern. I thought of that very point, and it might be covered
by fixing penalties in the act for any subterfuge.

Mr. Lopce. I am in sympathy with the proposal, but I am simply
trying to identify it in such a way as to make it as foolproof as possible.

Mr. Larrern. I agree with you and you should, but directly we
make the mistake of trying to surround an effort with so many
protections that it emasculates the thing from the point of view of
administration. That is what I was trying to avoid in this suggestion
which might go too far. Maybe on further study I would agree we
should qualify it in some way.
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Mr. LopGEe. If you were the Administrator of the program, this is
the way you would like to see it?

Mr. LirreLL. That would make me free to approve it because you
have these two guaranties. You have the fact that private enterprise
is going in there with money, and all the business risks attendant;
the guaranty does not cover the risks, you know, but only the con-
vertibility of currency.

You have that safeguard. You have what you did not have after
the last war, the Securities and Exchange Commission, who can help
to catch anv fly-by-nighter.

Thirdly, you have the protection of the participating country which
1S going io approve this thing. They do not like fly-by-night things
in there either.

You can say, of course, out of an excess of caution, that we should
not be content with their approval.

Mr. Lopbce. That approval of the participating country is not
provided in the Administration proposal as I recall.

Mr. LitteLt. They both have to approve it, sir.

That is one of the main differences. 1 try to emancipate this thing
from the inevitable reviews of the social, economic, legal aspects of
the Administrator who will have to have immense divisions set up
to examine these projects.

Look how long it took to get RFC really going on a relatively
sunple pr oposmon

I do not mind his doing that on the main channel of the Marshall
plan act. In spending the $6,800,000,000 in public money, I think
every protection should be given it. 1 think those projects should
be examined carefully.

Mr. LopGe. I am thinking along the lines you have brought out.
In other words, I am in qvmpathv with your desire to rid this thing
of bureaucratic red tape. On the other hand, I would not want to
set up these guaranties so that the funds could be drained off in spite
of the opinion of the administrative conferee, by concerns which
would contribute little or nothing to the recovery program.

Mr. LorreLL, There will have to be something very simple to
prevent him opening up a vast bureaucratic review of the whole thing.

That will bog the whole thing down. There i1s this additional
argument: You are in an emergency. It is like the war, We consider
it so in this figcht we are engaged in abroad. We can take the risk of
a few of these fly-by-nighters. They do not compare with the sub-
stantial American interests that are interested in doing this job. 1
would be for taking that slight risk, rather than risk loss of that
immense asset of private enterprise which we can have, i1l aid to the
Marshall plan and trust the SEC to pick them up.

Mr. Lopge. I trust you will agree with me that there are many
enterprising Americans who ahmdv have risked their capital and
investment in western Europe, and who also are entitled to the same
protection.

Mr. Litrern. I believe I gave those figures before you came in.
I pointed out that we had $1 % 300,000,000 invested abroad as of May
1, 1943, the only date we have, of which $4 ,000,000,000, sir, is invested
in B ll]O])(‘ and $4,019,000,000 are in Canada.

I pointed out we have 215 ,000 investors in this and curiously
enough the average investment is $10,000, and those investors live
in every State and Territory of the United States.

«
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Of them, there are 6,000 corporations, individuals and organizations
who own 15,210 corporations—controlling interests in that number of
corporations, which in turn control 54 percent of the assets abroad, or
our assets abroad, at roughly the sum of $7,500,000,000.

Mr. LopGE. If we applied the guaranties to those corporations with
respect to convertibility of the currencies which they receive as income,
we would either have to raise the percentage of the guaranty allow-
able, or we would have to raise the principal amount in the legislation,
would we not?

Mr. LirreLn. I think the extension of the guaranty to the con-
vertibility of their earnings would take more examination. Your
interruption strikes me as fair. I do not think their earnings would
be a freightening sum in the next few years.

Mr, Lopce. While we should have new ones come in, it seems to be
the height of folly to not encourage those who are there to stay.

Mr. LirreLn. I have gone into that, and the amortization thing
would carry back.

Mr. Longe. However, it would not affect those who are considering
getting out because of lack of convertibility.

Mr. Litrern. It would not. I felt it would be presumptious of me
to state something like that. « That is the policy of Congress to decide
whether they wish to go that far.

Mr. Vorys. If there is 4 billion dollars, plus, invested in Europe,
and hundreds of thousands of owners of that merely had to say, “We
think we are going to get out,” and thereby get convertibility of their
income, it seems you are taking on something that does not get an
extra dollar invested in Europe, which would be the only reason for
our proceeding here.

Mr. Lirrenn. A perfectly excellent point.

Mr. Vorys. I cannot see for the life of me where you would be
justified in guaranteeing existing investments.

Mr. Lirrers. To a certain extent it would defeat your purpose.

Mr. LopGge. I think you have a good point, John, but I would
point out to you that it is manifestly unjust.

Mzr. Vorys. I do not think so at all.

‘Mr. Lopce. Not to give the same privileges of convertibility, at
least with respect to income, to those concerns who have stayed in
and weathered the storms of war and totalitarian aggression in one
form or another, the trade barriers, the “iron curtains’” and all the
rest of it, but nevertheless who have stayed on the job?

Mr. Vorys. Is it not quite possible that they stayed in, some of
them, because they could not get out, and there was no one to sell to?

Mr. Lopae. I think that is true.

Mr. Lirrenn. Enlightened self-interest.

Mr. Vorys. Yes. I imagine there are a number of people who have
had investments in Europe in the past 10 years who would have been
glad to get out, if they could have gotten their money back; but that
18 water over the dam.

Mr. Lopge. Then do you propose we should not put in any such
convertibility clause with respect to guaranties? In other words,
we should not extend these guaranties to any enterprises already
existing but only to new enterprises?

Mr. Vorys. 1 have not thought about it very profoundly, but it
strikes me that it is a pretty serious proposition.

Mr. Lopge. It is something to consider.
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Mr. Larrern. May I submit this to you, Mr. Lodge: I think you
would find those people exceedingly happy to find available to them
a chance to retrench, improve, and consolidate their interests by
guaranties for additional investments which, after all, is serving the
main purpose of this act and the purpose of Congress.

They took their risk advisedly before, and a great many of them,
for your information, have written off as lost, all of their properties in
the war-torn areas of Europe, because they were permitted to do so
under the income-tax laws.

Mr. LopoGE. I think that is very true, Mr. Littell; as a matter of
fact, to take one example, one reason the New York Herald-Tribune
has not gone into Germany is because they have not been able to
get convertibility of marks.

Even though they are already established in France, I would assume
they could go into Germany and get convertibility of their marks, if
this extends to Germany.

Mr. LitreLn. And it does not under this draft.

Mr. Lopvce. But if the European recovery program,does envelop
Germany, they can do that.

Mr. Lirrenr. I agree, and I feel thqt would be a very, very great
encouragement to them.

That answers your question as to one difference.

The next paragraph is convertibility of earnings and investment
into United States currency. :

I would like to point out a slight ambiguity which was disclosed
by our discussion of this section. We say guaranty should be limited
to the transfer into the United States of dollars or other currencies or
credit in such currencies, received by such person as imcome from
approved investment or loan as repayment or return thereof, in whole
on in part, or as compensation for the sale or disposition of all or any
part thereof. If the party has received in earnings over the next
5 years, the amount of its capital investment, or say half of it—it
puts in $500,000 and has received back in earnings $250,000 and the
guaranty becomes a liability to United States Government, is it
entitled to get back all of its capital or only $250,0007?

That I think should be clarified.

Do you get the ambiguity? It says the guaranty is limited to the
amount invested.

Now, do you write off, of the liability of your guarantee, what is
received in earnings, thereby reducing this $500,000 investment to
$250,000, and then the liability matures against the Government.

Mr. Lopge. I understood the clause as meaning that you were
guaranteeing the convertibility of income from sale or liquidation of
the property only up to the amount of the investment.

Mr. LirreLn. I think that ambiguity is inherent here. 1 think it
is susceptible of the other construction that the total amount the
United States would pay out of this guaranty is $500,000, no matter
how it is paid out.

Mr. Vorys. In other words, if he got $50,000 a year for 10 years
after that he would get no more convertibility of the income, even
though he did not sell or dispose of the property?

Mr. LitrevL. It is susceptible of that construction and you have
now made legislative history on the meaning of this clause, and [
think it is destined to be clarified, do you not?
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Mr. Jupp. I think it means the exact opposite. 1 think it means
the total amount he could ever get from income, savings, return, or
whatever source, could not exceed the total amount of dollars invested.
That is what I read.

Mr. LopGge. In other words, as I said, after he has received in in-
come the total amount of the investment he receives nothing further.
~ Mr. Jupp. Then if he sold it for franecs—whatever the francs were,
he could not be guaranteed any convertibility on those franes because
he had already received in income an amount equal to the total
investment.

Mr. LopGe. If he did not sell, he would receive no more converti-
bility on his income.

Mr. Jupp. That is right.

Mr. Vorys. I think you will find that the testimony before our
committee was, clearly, that it was a guaranty of the principal amount
once, and that was all, and that any income was a payment on account.

Mr. Lopce. May I say that it 1s hoped under this legislation,
that in the event a certain income is convertible over a certain number
of years that at the expiration of that period there will have been
such a stabilization of currencies in the participating countries that
the problem will be a purely academic one.

Mr. LirreLL. Precisely.

The third point, the limitation on the total guaranties, we dis-
cussed in general. This reads:

The total liabilities assumed under such guaranties shall not exceed the sum
of $1,000,000,000. The full faith and credit of the United States is pledged to
pay the guaranties herein provided for in the event that the liabilities hereunder
accrue to the United States.

Now again T just pulled $1,000,000,000 out of the air. As a matter
of fact, in my speech which is in the record, my first impulse was to
say that the total amount of these guaranties should at least equal
the amount of our investment, say $4,000,000,000. It is not necessary
to put it up that high now. This is an experimental thing; Congress
has never done it before; $1,000,000,000 takes the lid off.

Mr. LopGge. There is another difference in that in the administra-
tion proposal it is limited to 5 percent of $6,800,000,000, whereas in
your proposal it would be an additional sum, or a sum additional.

Mr. LirreLn. Completely.

Mr. LopGe. It would not be so limited.

Mr. Litrern. I would drive a wedge completely between the
Administration’s proposed appropriation and the administration of
this private-enterprise clause.

It ought to be a separate and distinct enterprise, not all balled up
and tangled up and interwoven with each other, either as to funds or
administration.

Mr. Jupp. To the extent that private capital was invested, the
amount of Government money invested could be correspondingly
reduced by the Administrator, could it not?

Mr. Lirrern. We discussed that before you came in, sir.

Mr. Vorys. Could I remind the gentlemen that we have been
retreading considerably, and while we want the gentlemen to have
their questions answered, yet having them re-answered so often may
not completely be necessary.
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Mr. LirreLL. I would love to discuss that with you, because I hope
it will not persuade you. I think it must be in addition. In the first
place, you do not know that this is the equivalent of an appropriation.
You do know that the appropriation can be used up rapidly and speed
is the essence.

Mr. Judd. I do not say he should reduce it accordingly; my point
was it might become unnecessary to spend the amount authorized.
To that extent he could use his discretion. To the extent private
capital went in, the Administrator at his discretion could reduce the
Government money invested. .

Mr. Lirrers. I would say so later in the program. I think this
first period is such an emergency thing, that that 6.8 billion dollars
i1s so essential at the moment, but later on I have not the slightest
doubt but what private enterprise will reduce your ultimate appro-
priation.

Mr. Lopge. Under the Administration proposal, part of the money
is grants-in-aid. Part will be in inferior loans and part will be loans
by the Export-Import Bank.

Now, have you dealt with the problem of the Export-Import Bank
joining with a private American bank in financing a private enterprise
going into one of these countries, or the problem of the Export-Import
Bank and a private American bank and a French bank, let us say,
joining in such an enterprise.

If you have dealt with that, please do not answer the question.

Mr. Lrrrern. I have not in any statement before this committee.
I have suggested in this paper that is ip the record, that that is one
of the things we ought to do, guarantee exports on a vastly greater
scale than the Export-Import Bank can do under its restricted
legislation.

The United Kingdom and Canada, too, have export systems which
are working exceedingly well, plus export insurance. The export
insurance in England has paid off well, largely because they charge
the Russians plenty and they pay on the dotted line.

Mr. Lopge. It might work out this way, Mr. Littell; Mr. Martin
of the Export-Import Bank testified that it was the policy to extend
loans more to the people and less to the Governments. Let us suppose
the Export-Import Bank extends a loan to the Marelli works in
%{'ICi‘léin. They would be able to have a business arrangement with

There might be all kinds of combinations that could be involved.
Do you think those things should be spelled out in the bill or left
pretty much ambiguous?
~ Mr. Lirrern. I think it should be spelled out and that the export-
mport law should be amended. They do not feel they can make loans
now. They loaned $23,000,000 to Italy, and Italy did wonderful
work, as I am advised on officially and unofficially.

Mr. Lopge.' The Fiat Co. received an $11,000,000 loan that meant
the difference between survival and going under.

Mr. Lirrern. Yes; and it meant essential capital-investment items
of machinery and equipment. They could supply the labor, but it
meant those essential equipments.

I know Mr. Thomas of Chrysler has provided some further equip-
ment there.

The Export-Import Bank felt that it was bound to lend to countries.
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Mr. Lopge. That is not what Mr. Martin told us the other day.

Mr. Lirrers. I am so glad to hear that, because I understood they
had to loan it to the countries, even though it went right on through
to private enterprises.

Mr. Lobge. At least he said they were proposing to do it increasingly
with private enterprises.

Mr. LirreLn. If you could put any loans through those channels by
all means it should be done.

Mr. Vorys (presiding). Are there any other questions?

Mr. LopGe. I have no further questions.

I think you have made a tremendously interesting contribution.

Mr. Lirren. I am glad I could appear here and give my reflections
as a citizen. There is nothing more fundamental going on in the
country than this.

Mr. Vorys (presiding). The committee stands adjourned until
tomorrow morning at 10 o’clock.

(Thereupon, at "4:40 p. m., the committee recessed until 10 a. m..
Wednesday, February 4 1948.)
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