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Memorandum |

90 & A/AID, Mr. C. Tyler Wood ” . DATR: May &, 1972 -
_FROM : _PPC/SR, Albert H, Huntington) Jr.

' tuanr: Information You Requested on U.S. Assistance to Germany During
FY 1946-1952, Germany's Membership in OEEC, EPU, etc.

. Enclosed are extra copies of the FY 1970 "Green Book" for Governor
Harriman, and the FY 1971 preliminary release. We have the complete
FY 1971 book in typing now. :

I have set up a special table showing U.S. aid to Germany by year and
program during FY 1946-1952, and enclose it. Germany is one of the more
complicat:ed situations because of the early postwar relief and GARIOA
programs, a part of which were retrouetively converted from grant to
loan. The Berlin aspect also adds a complication; the notes on the
Berlin page in the "Green Book" were reviewed (and amended) by Eleanor

" Dulles, who handled the Berlin desk in State for several years,

Hastily, on other points of :I.nterest on vhich you wanted help if we
-could get it in a hurry:

1. A Marshall Plan table is attached, showing Germany in relation
' " to the total and to other recipients, All of these Marshall
Plan loans to Germany have long since been repaid.

2, Germany's lust year of assistance from ECA/MSA (as distinct from
.minor deobligations and adjustments) and other than Berlin, vas
in FY 1954,

3. Berlin received separately identified aid from MSA/FOA/ICA
beginning in FY 1954, and continuing through FY 1961, The .
cumulative total, all grant, of such separate aid, was $119.0

4, Germany got nb. Ex-In Bank loans until FY 1956, and in that year
got only $2.3 million,

5. The first military assistance for Germany was recorded in . .
FY 1956 also--after the period with which you are concerned.

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plasn
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Germany became a full member of OEEC on October 31, 1949,
Before that date, officials of the occupying powers
represented the three western zones of Germany., The U.S,
and Canada incidentally were never "members", but became
"associates" in June 1950,

The European Payments Union Agreement was signed by the 18

OEEC member countries on September 19, 1950, but was made

retroactive to July 1 of that year., I attach a xerox copy

of Pages 143-145, re EPU's first year, from Harry Price's

useful book on The Marshall Plan and Its Meaning; also ‘.
Pages 120-127 from the sime book on EPU's formation (Governor

Harriman is mentioned).

Also enclosed -- a xerox cbpy of a story we did in our-PAB
Report on EPU as of March 31, 1951, This covers the first.

- nine months of EPU operations, and on Page 10 provides data
on cumulative positions of member countries as of that date.

hhkhhkhkhk hkhk®h

S | This I have uncovered in the time sinée our telephone conversation.

We can go on from here if you wish us to look into other aspects.

Attachments
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Germany (Foderal Republic) 22emn FY 1970 < |
(U.S. Fiscal r!m - Millions of Dellars) g‘;a.m.‘» ondk @3@2’%

U.S. OVERSEAS LOANS AND GRANTS - NET OBLIGATIONS AND LOAN AUTHORI ZATIONS

REPAY - TOTAL
Post-war | mansmaLy | MUTUAL MENTS LESS

1 PLAB - | SECERITY FORELON ASSISTANCE ACT PERIOD AND REPAY.
.3:5’. PERIOD AcY iNveResT]  meEnts

PERIDD . 1946~ Ao
1970 INTEREST

1945-1948 | 1949-1952 | 1953~-1961

A.0.0. ARD PREDECEIINR AMEEZIES - TOTAL.....ceerenssnnens 1.390,6 2363

Grents. ...

FOOD FOR PEACE = TOTALicvcorovesrasscconacccsoscscenssoce

Title ) - Tatalceeecescurscoccsasnononnes ces
REPAYARLE [N U.S, DOLLARS = LOANS-sceessccccsccscaccs
PAYABLE IN FOREIGH CURRENCY =~ Planned for ('Dun") Use

(Total Seles Agreements, including U.S. Uses)......

Planned for Country Use..
1¢c Developaent
Zconomic Developaamt Grants.,.....
Common Defense Gremts.......
Cooley Lomus.....
Other Grants....

Titie 11 = Totaleeescusenconsesnaccocaccnanes
GMERGENCY RELIEF, ECOM, DEV. & WORLD RCOD PROGRAM. ..
VOLUMTARY RELIEF AGEMCIES.

EXPORY- INPORT BANK LONG-TERN LOMIS,cceceeconcncncccsncnns

1,190.5

lasanse
1,497.8 | -238.3
- | 2,807.3

WILITARY ASSISTARCE PROGRAN - (Chg. to FAA Ape.) <..... . 2.4 200.9

Credit Asssstence..ouo.s. sessconsenassnscsocsssns -

PANISeieesresesccsaccacssaronnarasconcanss tessen 0.4

(4ddt teonal Grants from Excess Stocks)....... vese . -)
OTHER MILITARY ASSISTANCE GRABTS. . c.cccacicncccssccscnses

EXPORT- INPORT SANK MILITARY LOANS..cccoceonnss censes =

TOTAL MILITARY. ceevensacorossnnnsssseesnnnnsssnssenes 422 2.5

la344.6 | 2.490.8 (1.133,5 26 22 24 L3 | 124 5.8 » L427.8
615.9 617.9 2.3 - - - 2.5 12.1 - 1,697.8 | =-238.3

sesesenans sesesrarescssecerttersenararecnne 3,758.8

Grants covennennn.. ceeerraenes 728.5 | 1,873.9 |1,153,2 0.6 0.3 0.1 - - -

— N
a/ Reprasents Civilian Supplias, $2,205.7 million; Surplus Property Credits, $216.9 million; and (BGEA and rum 7 aillion.
b/ On Pabruasry 27, 1953, it was utud that $1 billion of *he grants of Civilisn Supplies and of the FY 1949 Marshall Plan aid would ba couverted to s lom. This $1 billlon loan has
been distributed proportionately over the fiscal years:1¢46-1950 rather than being eatered in FY 1953, snd grants have been reduces eccordingly.

&/ Aonual daca veprasent deliveries; total th:ou.h 1970 1s the cumilative progras.
Best Available Document




(U.S. Fiscel Years - Nellions of Dellers)
U.S. OVERSEAS LOANS AND GRWNTS - NET- OBLIGATIONS mo'Lom AUTHORI ZATIONS

a?&;_-%g'w\ EN 1970 " Berkia
deang. and Gharita

REPAY- TOTAL
rost-wan| mansmaiy | WOTOAL . HENTS LESS
PROGRAM RELICF PLag | SECURITY FOREISH ASSISTARCE ACT PERIOD ToraL aND REPAY.
. pERIOD | rERine _AcT 194s- | INTEREST]  MENTS
RIS 1970 1948~ Mo
1970 INTEREST
19451948 | 1900-1952 | 1983-1981 1982 1983 1984 1965 | 198 1987 1208 1969 1970
81,0, M0 ISTSICERION AGERCIES - WTM.ccvecrcecrsocrens 12,9 =2 112,90 —_— a.c :
119.0 -* 119.0 - 119.0
900 FoR w o TOTALiseccscnncnncossnccessscssssncaces - - - - -
Vitle | = Totaloscoccnscsconsvcsceacncnssoscan - - - - -
FEPAYARLE 18 1.5, COLLARS = LOMSiceeacveesosensesees | WO PROGRAMS - i - = -
PAYARLE IN FOREIG OSRBICY = Planned for Country Use PRIOR - - NO ACTIVITY SUBSEQUENT TO FY 1962 . i -
(Total Sales Agrements. including U.8. Uses)......| ., Fy 195398/ ) (=) o« (=) ) )
Pt for Count cestssencrrancesccne - - - - -
, Sconsnic Developaant Grants. - - - - -
: Commen Defense Grants..... aeee - - - - -
Qoley Lomrs..ccrcocecccncnacesecnraacnacesssnnns - - - - -
Other Grants..covasssocasncscssconsasccsvans conse - - - - -
Titte 1) - Totaleooronaoscscsnccascsscoressce - - - - -
EMERGECY RELIEF, EOON, OEV, & WORLD FODD PROGRWA... - - - . -
VOLUNTARY RELIEF AGEMCIES..cenu... cevesasenene voeeens - - - -
EEPORT-1HPORT BANK LONG-TERN LOMIS...cccerrenconncnrasans - - - - -
5 OTHES §.8. (CONEMIC PROOMMIE. .ocococorrsererenrsnsonsnnes 12,9 |- 12.9 - 12.9
- PEACE (DRPSuveeecen- vecossansanns ceeesennanans vosesan - - - - -
"~ OTHER. ccvevecccncennnce crecssaracsans cesennene 12.9 - 12.9 - 12.9
: M EOOBIMICe e ccnsossncesnanneancsaresssassennees m L M —— m
o Loens...... esssennevessssccscns essacen eescssnsens - - - = =
Granta...... cerevecesan vedecereencanae -] 1319 -* 131.9 - 131.9
‘Less than $30,000. i

2/Berlin received substantial assistance under a variety of programs--GARIOA, the BlockeZe and Stockpile Programs, and various countorpart and U.S,-owned foreign currency programs.
These prograas are not identified in this report as benefitting Berlin because of the "double-coumting” problem. Total sssistance to Berlin in the post-war period including all
the various programs, was $1,094 milifion,

{ | BeSt Available Document
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Uu.8. mcmxsummmmmx.nmucum
BY PISCAL YE 2, 1946-1952
Oiillions of Dollars)

Total Fost-dar Ralief Tariod Maishall Plan Period
- Sota
PROGRAM : 1946-1952 ] Totsl 1946 1947 1948 Total 1949 1950 1951 1952
TOTAL ECONGHIC ASSIST 2,836.2 (1,368.4 | 1958 | 2083 8303|2808 | 12376 | 23e} 0.0 | dors
" European Racoyery Progran (ECA/MSA) 1,350.6 = = - = | L.200.6 goe.0 | 2000 | so23 | 820
m' ’ 216.9 - - - - 216-’ m. A - . - “.’
thnt! ‘.173.7 - - - : - 1.17’0, m.o 3”.0 m ,,.l
Food for Peaca (Predacassor Programe) : 12,8 - - - - 12,3 - = = 2.3
Donations to Voluntsry Relief Agancies - 17.5% -} - - - 17.3 - - - ‘17.9
Ocheg U3, Econontc Prograns 2.628,1 [1,%4.4 | 1958 | 2983 | 830.3 | 1,087 a4 | ot | ol
GARIOA Grante~': . 1,408, 5 b 4 722.8 192.7 297.8 | 32,3 682.7 404 & 289. -9, -1.9
CARICA/COG Loans8/ 800.02] 199.0 - - 399.0 | 401.0 247.0 | 154.0 - -
Suzplus Proparty Credits : 216.9 216.9 - - 216.9 - - - - -
UNRRA lllﬂ hlt-m -Grents ’ 501 507 3.1 0.5 3.1 . - - - - -
(Loan Totsl-All Itams Above) {1,223.8) | (615.9) (=) (-) (615.9) (617.9) (447.0) | (154.0)] ° (=) €16.9)
(Grant Total-All Items Abcve) (2,602.4) ; (728.5)| (195.8)] (298.3)] {(234.4)](1,873.9) (810.6) | (379.4)] (3%3.1) (90.7)
CENERAL NOTZ3: Nok obligations basis; a minus figure in any period indicates decbligations from pttor programs in excess of naw obligations dezing

_ that period.

+ includes approximately $1.1 billion in aid to Berlin during this period, which received substantial benafits from U.3. assistanca to
the Federal Republic under a variety of post-World War II programs--GARIOA, the Blockade aad Stockpile Progcm. and varicus ceuaters
part and U.S,-owned foreign currency programs.

al Civilian Supplics under GARIOA, Government and Relief in Occupied Areas; COG Credit Offsets to Crants. -

b/ Oo Fabrusry 27, 1953, it was agreed that $1 billion in grants of Civilian Supplies, and of Y 1969 Marshall Plan aid would be coz-
verted to a loan. This §1 billion has been dfiastributed ovar the yun 19’08-1950. and grants have basn reduced accordingly.

“D.8. Ovorsess Loans and cunt-". and related work papsrs.

-

Office of Statisties and Reports

Ruresu for Progran and Policy Coordinatio=.
Agency for Ianternational Develoyceat

May 3, 1972

.




YMARSHALL PLAN"

onucxnovs FOR ECONOMIC ASSTSTANCE UNDER_THE_EUROPEAN RECOVERY PROGRAM -
April 3, 1948-June 30, 1952

(Millions of Dollars)

' COUNTRY . - Total Grants - Loans
JOTAL FOR_ 16 MARSHALL PLAN GOUNTRIES $13,325.8 $11,820.7  $1,505.1
. Europe . |
 hustria - 677.8,,  667.8 -
Belgium -Luxembourg g 559.3 . 491.3 : 68.0
Dermark ' 273.0 239.7 33.3
" France 2,713.6 2,448.0 225.6
Germany, Federal Republic . 1,390.6 1,173.7. 216. 02/
Iceland 29.3 24.0 5.3
Ireland 147.5 18.3 128.2
Itsly (Incl. Trieste) ©1,508.8 1,413.2 95.6
Netherlands (Exci. Neth. East Indies) .  982.1 .. 832.6 149.5
Norway , 255.3 216.1 39.2
Portugal : - 51.2 15.1 36.1
Sweden : 107.3 86.9 20.4
United Kingdom : - ©3,189.8,,  2,805.0,, 384.8
Regional . o : : 407.0= '407.08 T -
Other B
Creece . | 706.7 706.7 -
Turkey X . +225,1 140.1 85.0
Netherlands East IndiesS/ 101.4 8.2 17,2

a/ loan total includes $65.0 million for Belgium and $3.0 million for Luxembourg; grant
detail between the two countries is not scparable.

b/ .Includeu an original loan figure of $16.9 million, plus an additional $200.0 million
representing & pro-rated share of grants convett:ed to loans under an agreement signed
Februazy 27, 1953.

SI Marshall Plan aid to the Netherlands East Indies (now Indonesia) was extended through
" the Netherlands prior to transfer of sovereignty on December 30, 1949.

4/ Includes the followmg° U.S. contribution to European Payments Union capital fund, _
$361.4 million; General Freight Account (wot attributable by country), $33.5 milliow ’

- and European chhntcal Assistance Authorizations (multi-country or regional), $12.1
sillion, .

Office. of Statistics & Reports

Burcau for Program & Policy Coordination
Agency for International Development
November 16, 1971
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| ' m . The Marshall Plan and Its Meaning |
- Garminy, Ttaly, Austria, and probably the Netherlands had not yet

.. sitained, in 1049, their prewar standards of productivity. Belgium,

Denmazk, Greece, and Norway were at about their 1938 levels, while
these levals had been exceeded in France, Irehnd, Sweden, Switzerlaud,

. Turkey, and the United Kingdom.

Toward_Economic Intezration o Be

American interest in greater integration of the European economy
was first reflected, it will be recalled, in the Marshall speech of June 5,
1947, and subsequently in the Economic Cooperation Act, which re-
ferred to the “economic cooperation in Europe which is essential for
lasting peace and prosperity.” In 1949 this statement was strengthened
by addition of the sentence: “It is further declared to be the policy of
the United States to encourage the unificaticn of Europe.” No attempt -
was made, however, to define “unification” or to indicate bow it might
be schieved.

A ferment of thinking on this quesﬂondevelopedwlthinthaECA '
and other United States egencies. Asintermediate goals were considered,
differences in views and emphases became increasingly evident. The
spectrum of opinions ranged from opposition to any overt American
support f-¢ definite steps toward economic coordination in Europe, at
one extrems,: to conviction, at the other, that every legitimate means
should be employed to foster unification in the interest of economic
health and political strength in Europe and the free world. Some

favored a graifual lowering of trade and payments barriers as part of a
world-wide efortin behalf of these aims; others believed that progress
eouldbemademorempidly on a regional basis. Among the latter,

some were concerned with exclusively aconomic aims; others viewed
eoonomicintegaﬁoninEuropeasonemainavenuetowardgxeatu
political unification. The forms which United States policy actually took
in 1949-1650 reflected the fact that during this period the ECA had

- the initiative in formulating and direcﬁng American foreign economic

policies and programs.

For some members of the ECA’s programing divisions, the quesﬁon
of economic integration became a major preoccupation during the
summer aud autumn of 1949, ¥n October a memorandum indicating one
~ main line of thought was prepared by H. van Buren Cleveland and
Theodore Geiger and circulated within the ECA for study and com-
ments. Salient excerpts from it may be quoted to illustrate the manner
~ in which ‘thinkpiecu'bystaﬂmembmplayedtbe!rpmintbafor-
- mation of ECA policies.




Secord Year 121

e Ithnowgmaﬂyaeeepudthmtmostoid:eindmdualeounuier of Western
Europe will not achieve or maintain a statuis of self-support until their econ-
omlesunbegmupedintoone,orperbapsmmthanme,&oemdemd
payments area, within which currencies are convertible and qunnﬁhﬁva re-
strictions, exchange controls and tarifis have been eliminated. This' con-
tlusionmtsonanamlydscfthoeconomicdecnneof\"e:mnEmpem
tbehstgenmﬁonmhﬁveto\‘herutotthewoﬂd.
Western Europe's ability tomaimtnlnlu export prices ateompeﬁﬁvelewh
despite the continued growth of Amulcan productivity, and thereby to earn
& larger share of the world's supply ‘of dollars, will depend directly on the
deg:uofmecminutabhshingforEmopmmdutrymdagﬂclﬂmthe
’wybnﬂsmawldempeuﬂvamrht.
-.\.Whtnhﬁonhthuehthecmnpmblemmtﬂdeofmembenupha
\Western European union? . . . Membership in a union might well be the

memedtodformaldngzmopeansmtofﬂxecmammdforhum;:.
thnbfammgementmd;produeﬁonhnbettaumthncmn

© nationalism. . ..
: Mhmwno[oﬂ:u]livingmddymmiccballcngewlﬂchmhsp&r
self-confidence and a sense of security in Western Europe. . . . This, then,
isthoaudalmdeompemngmmfoerEmopunmiw.ltpm-
vides the main hope for & regeneration of Westen Eurcpean civilization and
 for a new period of stability and growth. . ..
The historical moment . . . is now. 'lhepuﬁdpuﬁngcounuiupouend:dr
‘greatest postwar ability to withstand the necessary economic adjustment and
E&hmb&qmppedmmmmhpwmuhgud
eondiﬁmshaveappmd....Matmtﬂatlmsﬁndthemsdmhn
mdiﬂmdnpidlyhaudngwoﬂm.nthemﬁme,mmndlw
of sufficient funds to assist in overcoming dislocations which may ariss from
* the elimination of barylers to trade. After 1653, however, and
: vunﬂld:en.thuefwwtswﬂlbedwpmd.l‘helhnpdeclheinu.s aid fn
. the last two ERP yoars will greatly reduce ECA’s ability to cushion -the

- shocks of union. The decline in the present and unusual and temporary rate -

~ of productivity increase will wipe out whatever resilience the European
countries now possess for economic adjustment. . . .
_Persons most familiar with attitudes in Congress are afraid that a continua-

-tion of ERP at the minimum necessary level of aid cannot be expected unless

WuwnEmopunemmmhnwcleulyembuhedontheeo\meofeeo-
nomic unity. v

. It was not to be supposed thataworldng paper of such amplitude
would meet with full acceptance or that it could forecast the actual
course of negotiations and actions. In the weeks that followed several

important developments took place.
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12 The Mafshall Plan and Its Meamng
OnOctobeISI 1949 a8 wehave seen,westemGermanybecamea

" full membez of the OEEC, being represented thereafter not by officials

S
i

- ofthe occupying powers but by delegates of the Federal Republic, The i |
~ significance of this first instance of German participation, on a basis of

equality, in a joint pustwar western European effort was not lost upon
the other delegates. British, French, and American spokesmen for the
western zones had already brought German problems, and their relation
to European problems, into OEEC deliberations, The facts of economic

interdependence had not removed misgivings about Germany, but they e

hadoﬁsetthemtosremarkabledegree.
On the ssme date Hoffman delivered to the OEEC Coundl a major
address in which he maintained that to hold the ground already gainied-
and to assure further progress, Europe would have to balance its dollar
accounts, which meant increased exports and control of inﬂaﬁon. But -
dnaeeomplhhmentofthis task, he said,

menotbemuningﬁ:hmleuwehave cometogﬂpswithourseeond task—
. the building of an expanding economy in Western Europe through economic:
. integrnﬁon.'Tbesubshneeofsuchinhegnﬁonwouldbetbefomﬁon ofa

single large market within which quantitative restrictions upon the move-
ment of goods, monetary barriers and the flow of paymenh and, eventually,

. all tariffs are permanently swept away.

Recognizing that it would take time to change the physical structure

~ of European industry, Hoffman held that “the massive change in the
“‘economic environment” resulting’ from 'he SBrst steps in integration-’ .

would “set in motion a rapid growth in producﬁvity : -
Integraﬁon, Hoﬁman said, was not just an ideal, it was & practical .

. necessity. A permanent single market of 270 million consumers, in which .

European manufacturers and farmers could sell freely, would accelerate

e development of large-scale, low-cost industries; make easler the

effective use of both. material and human resources; stimulate: the

“ growth of healthy competition; and facilitate a rapid increase in pro-

ductivity. These developments, in turn, would improve Europe’s com- -
petitive position in the world and would satisfy more of the expectations
and needs of its people. The alternative was “disaster for nations ‘and
poverty for peoples.” "
'The term “Integration” ume!nbgenetdECAugeatabontd:ﬁﬁme.re-

-!ecth:gmndapuﬁonmdlvmecmenuofthoughtonbothddadthemlmﬁc.

The word, though never precisely defined, connoted more than casual

donbutleuthlnfullunlﬁudon.MnjollnoftheOEEChﬁuspokeoﬂn
g:tllthe steps taken toward unification, eventhoughtheymighthll

fnnbortof ideal. See his Europe and the United States in the World Economy

~ (Duke University Press, Durham, N.C, 1958),p 41.
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“The ECA Administrator then gave notiee, in diplomat!c terms that .
the American Congress and people regarded European economic in-
- tegration as essential and would be more apt to continue substantia! -
“Marshall Plan aid if they saw real progress toward it. if economic in-
" tegration continved to lag in 1952, with Europe’s economy still in pre-
_carlous balance with the dollar area, there would be a new cycle of
nationalism as one eounh-y ‘after another sought to protect its ysserves.
“For-all of these reasons,” Hoffman said, “but particulasly-because of

. the urgency of the need—I do make this considered request: "Thet you

have ready early in 1850 a record of accomplishment and a program,

 which together will take Europe well along the road towa.rd economic

integration.”* . _
Hoffman called for intensiﬁed efforts to remove restrictions on trade
- and for elimination of double pricing, whereby scarce commodities
. werepriced higher in export trade than in domestic miarkets, A “realistic
.- plan” for further action, he believed, should provide for substantial ‘
coordination of national fiscal and monetary policies, exchange rate
adjustments when' prices and costs in different countries were too far
_ out of line, means to cushion the shock of integrahon, and some rec-
onciliation of national trade policies to avoid excessive strains. The
steps needed, he eoncluded, would require concerted action by all
OEEC countries, and he urged that no path toward integration be left
unexplored. ‘

The statement was well timed. Desplte increases in production, the -
total volume of trade between OEEC countries had shown only a slight
gain during the preceding twelve months.® Commerce was still choked
by a network of import quotas, high tariffs, dxscnnﬂnatory trade prac-
tices, and currency restrictions.

The first solid blow was struck against import quotas when, on
November 2, the OEEC requested each member country to eliminate,
by December 15, quantitative restrictions on at least 50 percent of its
imports on private account from other member countries, On January ™
81, 1950, the OEEC decided that the ratio should be lifted to 60 per-

. cent, upon approval of the European Payments Union (discussed be-
~ low), and that an inerease to 75 percent by the end of 1850 should be
considered®® - '

*New York Times, November 1,1949. . *OEEC, Second Report, p: 67. °
'°On the initiative of the-French, the Council subsequently decided to draw
-a “common list” of agricultural and industrial products to serve as a guide in
tion negotiations, special attention being given to products for which the -
‘ :rﬂelﬁon ‘of a ﬁngle E\nopean market would produce significant gains in productive
clency.




R The Marshall Plan ond Its Meaning
Although some countries could not meet the liberalization ratios in

T full, the partial abolition of import quotas was one cause of a new up-
. swing in intra-European trade. The total volume rose from a little over
- 90 percent of the prewar: Tevel during the first half of 1949 to 115 percent

~in the first half of 1950."* Another important factor was Germany's
resumption of her traditional position as a mpplier of manufactured

. goods to other pam of Europe
A'second and éven more unportant assault was begun agalnst the

C :'chnoﬁc ‘currency situation. The problem was intricate. Little real prog-

- ress had been made toward genuine convertibility of currencies. The _ |

first intra-European payments plan, referred to in the previous chapter,

" expired at the end of June 1849, It was followed by a second plan which
incorporated a number ok .modifications. The most notable of these
placed 25 percent of the “drawing rights” established under the previous

" plan on a multilateral basis, so that they could be used freely aginst

~ any participating country when bilaieral rights or other resources were

-not available, Although several advantages were claimed for this change,
it was recognized that both payments plans fell far short of the requlre-
ments of & really effective intra-European system. ’

- ‘The subject increasingly engaged the attention of financial tech--
 nicians in the OEEC and the ECA, and it was primarily they who con-

ceived new plans which culminated in the European Payments Union

(EPU)—one of the most significant developments of the postwar era.

- “There were in fact,” said Frank Figgures* of the United Kingdom,
* “about six main proposals in the genercl EPU direcﬁon, all maturing
~ in November and December 1949.”

Within the ECA, thinking “in the general EPU direction had begun
during the previous summer. Several economists on the staff—and in

* other United States agencies—had been exploring the advantages of a

clearing union in international trade over the Lmited mechanism of -
the International Monetary Fund® "Working under forced draft,” said
a member of the working committes which studied: the problem," *we

11 OEEC, Second Report, p. T1; ECA, Ninth Report to Congress, p. 18.

12 Head of the OEEC Trade and Finance Disectorate, 1048-1950. Interview,
November 11, 1852, .=

13 More broadly, the thinldngwh!chledupmtheEPU represented an altemative
to the “universalist” approach to currency convertibility and trade liberalization
- reflected in the Bretton Woods and GATT agreements, an approach which had

strong advocates within the Treasury and State Departments, and among central =

bankers in Europe as well as directors of the Internaticnal Monetary Fund,
. 14 Included were John Hulley, H. van Buren Cleveland, Theodore Geiger, and
"WaltaswunuoftheECAandAlbathchmmoftheFederdRemveBmd.
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considered, reviewed, and revised until we had a fair proposal for a
logical successor to the then existing payments agreement.” A clearing
" union was envisaged, with machinery for fully multilateral payments
that would obviate the need for bilateral balancing between countries.
The inion, it was tentatively suggested, might be based on a new Euro-
pean settlements currency fully backed by gold but convertible into
gold only in case of large multilaterdi imbalances. Incentives were to be
provided for both creditors and debtors to balance. ‘
The proposal was summarized in a cable to Bissell, then in Paris,
who discussed it with Harriman and with specalists in the ECA regional
office who had been thinking along somewhat similar lines. On No-
vember 11, after Bissell’s return to Washington, a more formal message
was sent to the OSR, amending and elaborating the proposal for pres-
entation to OEEC governments, The message was written with a view
to the establishment, not later than July 1, 1850, of a European Clearing

Other active contributors, as thinking matured, included James McCullough, Arthur
Smithies, and Edvmd Tenenbaum.
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v»Un!on which eould (1) provide a mechavism for full multilateral

clearance and settlement of all bilateral payments and imbalances

. among the participating countries; and (2) provide temporary cushions
- for debtors and creditors, in addition to an equivalent of drawing rights
- and conditional aid, which would make exact, short-term balancing
" less urgent and would thus allow more time to redress imbalances by -

nonrestrictive methods. The message made it clear. that, for avy such

arrangement to become permanent, “really effective” machinery would

be necessary for the coordination of national policies, either by agree-
mext or by some intematloml control over governments and central

Meanwhile, a similar ferment had been taHng place on a wider

scale in European capitals, Comparable proposals were being developed
by both OEEC and member-country experts; these have been described
_in detail by John T. McNaughton,* then special assistant to Milton

Katz of the OSR. The long and impressive succession of schemes pre-

. sented within a few months reveals the intensity of the study given to
 the European payments problem—in the OEEC and in several Euro-

pean capitals.
'l‘huswbanarrimmconveyedtotheﬂnaneeminismdeachooun

. try the broad terms of the ECA’s proposition for a European clearing

union, and when the problem was put on the CEEC agenda, the ground
had already been extensively tilled,

The European Payments Union was brought into being by the OEEC,
in consultation with the European Office of the ECA.** Contributory
propositions from many sources were extensively modified as the experts
sought a consensus. In top-level negotiations, where Harriman took the
lead for the ECA, the most difficult question was the relation of the
United Kingdom and the entire sterling area to the EPU. “There was a

~ tough discussion with the British on this,” recalled Harriman later,
“but when Cripps came through, it was all the way.” **

‘The OEEC countries agreed on the principles of the EPU during
the second quarter of 1850. Congmsional approval of the use of sup-

“Unpnbllsbed doctoral thesis (Harvard University) on the “Geneds of the
uropean Payments Union™ (1058).
“PuﬂclpmfortheECAinthhacﬁvephmofdndevehpmentofﬂ\e EPU

fncluded Milton Katz, Lincoln Gordon, Henry Tasca, Robert Triffin, Hubert Havlk,

and Thomas Schelling.

17 Interview, Washington, October 1, 1852. The problem of bringing the U.K.
and the sterling area into the EPU was the subject of vigorous and almost con-
tinuous discussion and negotiation from December 1949 to May 1850, evolving
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- porting ECA funds was obtained, and the Unfon was formally hunched
“on July7. :

lguzng the final shges of this development, another event of grest

imiportance to European unity occurred. This was French Fo:sign

Minister Robert Schuman's proposal, on May 8, 1850, for pooling Zuro-

. pean coal and steel industries. The French government proposed that

 all French and German coal and steel production bs placed under a

joint authority, in an organization open to other European countries.

. Such a pooling, Schuman held, would make another war between Ger-

.many and France not only unthinkable but impossible.

This unprecedented proposition, entailing a greater vcluntary sur-
render of national sovereignty to a new federal authority than in any .
previous step toward unification in Europe, was made entirely on the
initiative of European statesmen. The United States gave it inmedia

'Naﬁonal Policles

attunpﬁngtoennuethemosteﬂecﬁvemofAmuiundd,the
ECA faced not only problems of economic expansion and economic
integration common to all the participating countries, but also questions

of national policy which varied greatly from one country to another. It
was necessary to move from “shopping lists” of commodities required in
each economy to a more rational basis of planning and evaluation, On
this point, Bissell, in the aforementioned letter to Katz, said:

A certain amount of concentration on commodity problems is, of courss,
inevitable because we must issue procurement authorizations and prevent
“uneconomic use of resources. But, in our malytical work, I have tried in
every way possible within the limit of Congressional expectation and good
~ public relations to focus our attention on what is called a national accounts
type of analysis—that is, upon resources availabilities and uses by major
categories—in contrast to the forecasting and screening of elaborate lists of
commodities. . . . Not only is it a waste of our and the OEEC’s time to
concentrate so much attention upon detailed commodity {urecasting and
screening, but it strengthens those tendencies toward restrictionism which
are already becoming far too evident.

As mentioned earlier, study of the relationship of American aid to the
European economies had led to special country studies and to the
through four major sets of proposals. The first of these contemplated a bilateral,

discriminatory European trade and payments pattern; the Iast envisioned the multi-
lateral, nondiscriminatory system that was actually obtatned.
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- First Year of the EPU ngln :
‘The European Payments Unior Agreement, formally signed by the
 eighteen OEEC member countries on September 19, 1650, was made
- retroactive to July 1 of that year. Thus 19501851 was the first full
. year of the Union’s operstion. o ' |
-+ The agreement, it will be recalled, provided for a fully automatic
" multilateral system that would permit each participant to offset its
deficit with any member against its surplus with other members, so
that each country would need to be concerned only with its balance
of payments with the rest of free Europe as a whole, and not its bal-
- ance with any single member of the Union. .
- An fllustration of the way in which the EPU facilitated multilateral
trade was given in an ECA report to its Public Advisory Board:

~ Belgium traditionally has exported steel; Denmark and Norway have im-
ported it. Yet Denmark could not sell enough dairy products and meat, nor
Norway enough fish, lumber and wood pulp directly to Belgium to pay for
the steel they wished to purchase. The Danes and Norwegians, consequently,
tended to curtail the importation of many useful goods which they would
otherwise have taken from Belgium, even though they had surpluses with
other countries. The credits accumulated in these countries could not be
applied to offset their payments deficits with Belgium. Under the EPU
- clearing arrangements the Denes and Norwegians can pay for steel and other
Belgian goods with foreign currency proceeds eamned from their exports to
other European countries. Their ability to import from other member coun-
turn 0 one t of the E after another, aided by the estab-
Ko 120 1 of + Envoposs tegation uod which would ive wakiace t
governmants for the modernization of industries adversely affected by literaliza-
&nmumufamhvmh%m&cmm
emp) a peeferential reduction
"”"m"-.i‘."m"’“ caled for the estsblishment of &
ment bank to finance the modernization of industries, and
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East, and the Hemisphere, but not Canada, whose currency was moare
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collectively.n:
Technlulupectsofthemsorgmiuﬂonqdopuaﬂonm

marﬂycompla.buﬁhemﬂalfacumbomudhuﬂy A man-
lgingboudmuhblhhednndaOEECmsp‘mehmunber
country was assigned a “quota” equal to 15 percent of its intra-European
exports, imports, and tavisible transections in 1949. The quotas totaled
8,950 million units of account (u/a)~—a unit being defined as an amount
of gold equal to the current gold content of the ‘American dollar. This
aggregate determined the maximum cumulative deficit or surplus which
might be Snanced through the EPU, Six countries which were expected
to run deficits {n their intra-European trade that could not be covered
under the system or repaid in the foreseeable future were given initial
credit balances totaling 314 million units of account. Three
creditors—the United Kingdom, Belgium-Luxemburg, and Sweden—
were assigned initial debit balances totaling 215 million units; these
bdmanprmtad.ineﬁect,trmsfmbyﬂnmwﬂwmrplm
countries to the EPU, for which they would receive
of mdsuonddd'upnndMECAdollualbauom.Amg&
ments were made for the Bank for Internaticnal Settlements to serve as
agent for the EPU in calculating the net surplus or deficit position of
The ECA provided 350 million dollars as an initial working capital
fund,* since it was probable that gold payments by the Union would
exceed those to the Union.
hucbm&ﬂyduﬂngopunﬁonthexdnﬂmhipofuehm@ry’
balance to its respective quota determined the proportion of credit
and gold payment required for settlement with the EPU. For both
creditors and debtors, the first 20 percent of their quotas involved no
transfer of gold. For clearances exceeding this percentage, creditor
countries extended to the EPU credits equaling 50 percent of the
settlement and received from ths Union an equivalent amount in gold.
For debtors, the amount of gold required for settlement with the EPU
increased on a progressive scale. These arrangements were intended
to stimulate member countries to avoid excessive surpluses or deficits
and to encourage them to make basic shifts in their production, trade,
and invisible trarcactions.

ummmuwfaaummmmmmxm).

p”mmmm&ommmhdoﬂmmoﬂlgmdbyhm&
were set forth in a letter, dated September 18, 1950, from Milton Katz to Robert
Mazjolin. OEEC Document C(50) 271.
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of war in Korea, Thus, on the heels of an event which was to strain
the economies of the free world cams the formal initiation of the most
fmportant single effort to integrate the economic life of western and
southern Europe. Through it the stresses of the Korean War were
~ more readily absorbed than they otherwise could have been. “But for
EPU,” declared the OEEC in 1852, “the European trade and payments
“system would have been dislocatod by an exceptionally severe crisis.”
- As it was, the reasmament effort gave the EPU a rigorous test, in the
- course of wkich it “proved its strength, its resilience and its eficiency.”
* .. "Even 50,” the statement continued, “the system was not without de-
- fects” and it was apparent that “great and persistent efforts would be
if it was to be maintained, consolidated and enlarged.” **

The shocks that had to be absorbed during the first year may be men-
ticned briefly. The defense program set off by the attack on South
Korea led to competition for basic materials. A sharp change in the
terms of trade ensued, to the advantage of large suppliers of raw ma-
terials such as the sterling area and the French Union, and to the dis-
ndmhgeofhrgebuym.mcbuwsmcmny which lacked

basic resources.

By the spring of 1851 raw material prices had become more stable
and some had receded. But defense costs began to climb because of
the diversion of resources to military production, the flow of manpower
into the armed services, higher import costs, and the monetary impact
of defense spending. Germany’s situstion, with a notable rise in pro-
duction and exports, now showed improvement, but the United King-
dom and France entered upon a period of increasing difculties.

‘The aggregate surpluses and deficits between member countries came
to 1.8 billion units of account during the first nine months of EPU
' operations. But since, for purposes of clearing operations, all European
currencies were freely convertible, the gross balances were cut to a net

total of 1.1 billion units, a reduction of roughly 40 percent. E“é

The Schuman Plan

French Foreiga Minister Schuman’s plan for pooling European coal
and steel industries under a supranational structure (the Coal and Steel
Community) has been described. Unlike the OEEC and the Council of
Europe, the new authority proposed in the Schuman Plan called for a
substantial transfer of national sovereignty. There was favorable re-

::tmpa. The Wey Aheod (Fourth Anxual Repust of the GEEC; Peris, 1052),
>
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© Estabiished by the member countries
of the Orgenizstion for European Eco- .
- nomic - Cooparation as the financial
mechanism paving the way toward
creation of a single competitive market

in Westorn Europe.

Prior to EPU the lack of eonvcﬂiblli'y
among Europoan currencies forced
most countries fo balance their trade
accounts with the others individually.
Generally, European countries were un-

able to cover their trade deficit with
any one country by paying in foreign
exchange samed from sales to anofhr
country. .

Under thess conditions intra-European
trade was stifled, resources were not
put to their best use, and industrial
progress was impeded.

In bringing about full multilateral set-
tiement for current transactions among
member countries EPU has removed a
major deterrent to the free exchange .
of goods among the nations of Wes!- .-
em Europe and their associated mone-
tary aress.

.lynwbguihomelnnismforhln-
diing payments for military equipment
and materials transferred between Eu-
ropean countries, EPU can now play &
.major role in the common defenss
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* ported it. Yet Denmark could not sell ericugh dairy products and meat, nor .
Nawaymh&h,hnbu,uﬂmdpubdndlyhmhmh ’
the steel they withed fo purchase. The Danes and Norweglans, conse-
-quently, tended to curtail the importation of many useful goods which they
would otherwise have taken from Belgium, even though they had surpluses
with other countries. The credits accumulated in thess countries could not
boapplndholutﬂmrpaymonhdoﬁnhwﬂhlolgwm - :

"I;rude is bu,la‘qced on a European_- w.nd.e

basis at @ much higher level.

Unde- the EPU clearing arrangements the Danes and Norwegians can pay
forsholandothorlolgungoodsvmhfonignmmqpnmdsunud
from their exports to other European countries. Their ability to import from
other member courtries is limited only by their over-all capacity to axport
to these countries, collectively.
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The European Payments Union began its operations on July 1, 1950,
just six days after the invasion of South Korea started the world-wide
scramble for supplies which altered world trade pattemns substan-
tially. Stockpiling to match stepped-up defense needs and spuculative
buying tended to favor the trade positions of couniries producing raw - -

‘. materials. Prices of basic commodities soared.

Sterling area products — rubber, tin, wool — were sought eagerly.
Since the sterliig area is integrated in the Europexzn Payments Union,
the surplus position of the United Kingdom, representing the sterling
countries in the clearing arrangement, mounted rapidly. Similarly,
France, Belgium, and Portugal, which also have extensive materials-
producing overseas ferritories, were able to build substantial EPU
credifor positions. .

On the other side of the EPU balance sheet, the Federal Republic of

" Germany incurred an unusually large deficit. A special credit of $120

million was placed at Germany’s disposal after its EPU quota was
exhausted in November.

Industrial activity in Western Germany has risen more rapidly-dur-

_ ing the past year than in any other ERP country. Purchases abroad,

therefore, were heavy. Exchange and invenfory speculation, hows-
ever, were major factorz in Germany’s deficit. Trade liberalizatien
was suspended in February and Germany showed a surplus for the
month of March.

Other debtor nations — Austria, bcnmarl:, Greece, Netherlands, and

"Norway — dependant on external sources for most raw materials,

found it impossible to work foward a trade balance. They wers con-
fronted with increasingly adverse terms of trade — their own expoits,

-lagging in price, paid for less and less vitally needed materials. To

relieve the acute paymenis situation of some of these countries, ECA
has agreed to extend additional aid covering part of their intra-Eurc-

. pean deficits.
" The warld-wide boom in raw materials, which is the main cause of the

current imbalarce in inira-Europsan trade, is reflected in the accom-
panying chart of commodity price changes.

DIVISION OF STATISTICS & REPORTS
ECONOMIC C.MR.A‘IDH ADMINISTRATION .
mav 1, 1981




HOW EPU OPERATES

The operation of EPU is mnn”onhauafnml fluctuations between wrplm wddoﬁcitoflln mamber countries. 'l'othkmd forudieoumrya quon"
of roughly 15 percent of the sum of its intra-European payments and receipts on current account during 1949 was established. Thess quotas, which total 3,950
million units of accountfor all membe: countries combined, determine the maximum cumulative deficit or surplus which may be financed under EPU..

' Anycoumrymdoﬂ:nwithilwgmpuawhohnuivnmdnfmnEl‘i.lorpaysgoldtnapnutilndmw Nﬂcudmmadhhmwnaivogoldlnv
accordance with a fixed ratio.

An incentive o any debtor country to nduc. its deficit is provided by the rules which roquin propomomnly largor gold payments to EPU, the larger its deficit.
An incentive to any creditor country not to have too latgoawrplmupmidodbythofmlhncndm must extend cndlt fo financa a large part of their own
surpluses. , .

" The full schedules for dobfon and cudm are as follows:

i [ COUNTRY QUOTA. .- |. DEBTORS SCHEDULE, ~| CREDITORS "SCHEDULE
Ist fifth........... 100% 0% | 100% 0%
2nd fifth .......... 80 20 - .50 50
3rd fifth ........... 60 40 50 50
4th fifth.......... ‘40 60 "850 50
Sth fifth .......... 20 80 50 50

Y gach unit is equal fo the present gold content of the U.S.dollar.

To cusluon the shock of what were comudcnd "siructural” wrplum or doﬁcm “initial balances” were allotted to certain countries. These had to be drcasn 21
before use of the queta.

ECA has provided $350 million which constitutes an initial working capital fund. The EPU is qumd to remain in bomg, if necessary, afm the mmimtion
of ECA financial aid until it is possible to establish, by other means, a multilateral system of European payments,

The Bank for International S.ﬂlcmonh, as agent for the Europsan Payments Unior:, calculates monthly the nat surplus or deficit position of sach member country
by obtaining its combined payments balance with all other participants retroactively to July 1, 1950. These balances are then adjusted for the use of existing .
" resources (8 country‘s holdings of currencies of other parlicipants 23 of June 30, 1950). The remaining deficits and surpluses are ﬁm offset agaiast tho initial
blhnm. If an initial balance is exhausted, or nf none was alloﬂod the surplus or deficit is applnd toa eonnfry’s quota,
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Despite a significantly better balance in the payments positions
. of Western European countries. for the month of March, the
quarter as a whole witnessed a further intensification of the
United Kingdom's credit position and Germany's debtor position.
Tightening of import restrictions in Germany brought an account-
ing surplus of $11.3 million in March—the first since EPU operations
began. This followed a deficit of $58.3 million in the preceding
month. Yhe narrowing of German import possibilities produced
unfavorable results, however, for the Netherlands, which ad<-d
 $37 million in March to its previous deficit position. - -
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Percent of Quota Used as of March 31, 195l

. €0 :
Portugal
Fronce

UK.

*Belg.-Lux.

Switzerland

| DEBTORS

Germany
(Fed Rep.)

,. Netherlands ‘Durin‘g the first nine months of EPU operations the

aggregate amount of surpluses and deficits between
each pair of member countries totaled 1.8 billion
Denmark |22 = | units of sccount. Since for the purpese of clearing
| L - | operations all European currencies are freely con-
italy - B ] . - vertible, these gross balances were brought down

{ o ' 10 a net tetal of 1.1 billion unite, a reducticn of 40
percent. This balance of 1.1 billion units was settled
through EPU, resulting in the utilization of quotas as
illustrated in the accompanying chart.

" Turkey

Sweden

‘Norway

MAY 15, 1984




THE P;ROGERES;S oF' TRADE LiBERAuzA_no’N .

INTRA - E ”ROPEAIV /M'PORKS' FR!! OF Q”A/V 7'/7'47/7! l!SfR/GﬂUMS’

IMPORTING On March 3i, 1951, as Percent of 1:348 Imports on Pvivcto Account
COUNTRY Pcmﬁ\ .
| _ e e
Switzerland &£ - o
Italy ' * Defonse preparations have incressed rather
than lessened the urgency to develop s unified
Ireland European multd Leading fc this objective,
the liberalization of intra-Evropean trade is -
 Sweden  contributing fo & mere efficilent utilization of
, mknmmudhﬂnqu&dm _
which will assure adequate living mnd-
Austria ards and formidable militacy shongth. -
France With the signing of EPU, the membar coun-
_ ’ tries agreed to extend their goal for the re-
Belg.-Lux. [ moval of restrictions on non-government im-
: ports and, by the end of 1950, 70 percent
Netherlands trade liberalization had been achieved for the
countries as a grovp. .
Portugal in view of the alarming increase in the Gor-
‘man EPU deficit during February, the EPU
Turkey - Managing Board consented to the
of trade liberalization in the Federal Republic
Denmark ontil June 1, 1951.
Five other countries — Austria, Denmark,
Norway Greecs, icsland and Norway — have either
been exempied or have applied for relief from
fesiand liberalization commitments under

' safeguard
. Mhh_%ﬂl&%dh&.
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INTRA EUROPEAN TRADE VOI.UME HAS INCREASED RAPIDI.Y
'DURING THE LAST YEAR

TOTAL VOLUME OF TRADE. ALL PARTICIPATING COUNTRIES

. INDEX . . P
1938 =100 .

180 — ‘ ‘I- '

i The oxinordmary increase in Western Eulopo s pndudion
190 —  industris end agricultural — has meart greater independence
' of external saurces cf supply. To jome extent, this self-
 sufficiency is due to the resumption by Western Germany of
har traditional position as a supplier of manufadund goods
to other ERP countriss. .
- Adoption of EPU has meant a big step towards making Eure- -
pean custencies — francs, lire, guilders, and pounds — fully
convertible on the intra-Eurcpean market.
The lifting of import restrictions has widened the possibilities
for a freer exchange of goods among the participating

countries.
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SETTLENENT OF HE PeSITION OF NENDER COWITRIES WITNH TRE EVROPEAN PATIERTS WNion

JULY |, 1990 - ‘mARCH 31, 1981 Y
(il1ien Wnits of Accewat)
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Austria . s o » « &
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¥/ Switzeriand included beginaing with November I,

’/lncludn payments of interest én loans gradted or recelved.

3/Fuity pald In dollars In accordance with Art. I3 {a) of the EPU_sgresment.
4/Quota dlocked under EPU agresment.

¥ initial batance.

¢/ includes emounts covered outside ihc quota under special credit to Germany.
7/negl igible. ‘

2/0¢ which 18.5 milllon u’a under Article |1 (d) of the EPU agreement.

9/50 mii1lon u/a grants; 10 miiijon u/a loan.
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REPERTS ANS ANALYELS BRANCN
DIVISION OF STATISTICS AND REPORTS
May 2¢. 19851

FINARCIAL POLICY AND TRADE DEVILOPRENT Division, .
DASED ON STATISTICS FROM THE BANK FOR INTERNATIONAL SETYTLIMENTS.
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