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REPORT 

OF THE I,,:, S, SPECL%L REPRESE3T-4TIX*K XW EGRQPE 

%W PWSFDEXT' "rXtPMAhS 

I submit the follow- infomaE report and 
commentmT corering the first haEyear of my 
tenure as @nit& States Special ~e~r tken ta t i ve  in 
Europe. ~OUQW- mv arrival in Paris on J m u q  28 
k t .  ~imee the ~ & c e  w ~ e h  I have the honor to 
head represents orn Government on a regionaE basis, 
I ham attempted to pictam my r-xerall impmiok~s 
of the play of events on the Europe= scene d- 
recent month, 

The Trmd Tormra' Zntqgra~on 

The fonrteen conntrics banded together in the 
Xor& ~ a a a i c  Treaty Organization have been 
m'owimg steadily forward during 1932 and have made 
subs~aratid progress toward their common objee- 
gives. -As a political gro~p. nxru is becoming 



stronger and mow clos-eiv united. In the economic 
field the severe financial wise* which were brewing, 
last winter ha\-@ been kept within bwnds, the E& 
pean standard of filing 6as been maintained, and a 
clear-cut movement is under way toward doser 
eeonomie integration. At the same rime the matuat 
effort to build a strong collective defense has been 
-aiming ground slowly but surely. F 

* C b ~ e - e  &, 1 have been greatlv inspired bv .E the 
cledieation of all faurteen luxm ' Governments to 
their priman- and common purpose of maintaining- 
their free wai- of Iife and preventing World War 111. 
These gmernment-s understand that onlv by pprec 

se4 a united front in both the politied and the 
military sense cam they- hope to c~uxpeemc=t the 
threat of intrtrsa1 ant! e ~ e r n d  C o m d t  aggres- 
sion. This uddemtant(ing has permeated itnd in- 
spired even- important cLiscwsion and C Q ~ ~ F ~ M G ~  I 
have attended dwing the past six. months. 

It was this spirit of give aotf take in the corn- 
mon need for unity that brought successful agree- 
ment at Lisbon i n ~ ~ e b m a ~  after fd- had been - 

predicted. This same clriV;lg force has now 
brought the Schuman Plan into E i y  with six -- ---.---- 
countries j o i n 2  together to devehp the% basid 
eeonomic resources through the Ewapean Cad  d 
Steel Community. Ender the pressure of events, 
Germany and the three Western Powers have com- 
posed &any outstanding &Eerences and have signed 
agreements which should soon end the 10% oreupa- 
tion of Western Germany ant1 pe;d;cefkRv integrzt-ate 
i t s  fifty e o n  people 'into the rest the free 
w d d .  &eady tw-u *poul-ers, the Cnited *--. --. ------ States +. - - 
and Great ~rit i in.  have ratifid these a-merits. 

. " ---- - .. ... . --" .--L ,,-.- --, 
- -- - -  - -  -- 



w- ~ t h  even more striking historic implicatiuns. 

six go\*emments, France, Germanv. .+ Italv. *I. Belgium, 
Holland and Lwembonrg ha& signed mutnd pacts 
intended to establish a European _ _ _-- *-_ Defense I _-__ .. Î  Cowmu- - 

nit?- and the European Armu. I look for early 
parliamentary ratification of ihese treaties. Then 
we shall see countries which t w i c e  in a generation 
have been mortal enemies join together in a common 
am?- and adopt a ~ommon defense budget. These 
s k  countries are now discws* even closer poli- 
tical ties and ma\- merge more of their national 
sovereignties in the mutual effort. 

Even those of us who have been eIoselp obser- 
ving these recent deVe~opmen~s here find it diB- 
cult to realize h o w  far along the road to military- 
integration, eeonomic unification, and pobical &- 
ration the nations of We8tern E v e  have really 
come. Jxeasured in terms of history the pace has 
been incrdiblv rapid. This ~uropearn movement 
has been ~ a k a e e d  by the effoas and the active 

Even more. it has been motivated by the inexo- 
rable forces of natural progress and of the pofitical 
and economic pressures of the post-war period. 

In.the free world the trend toward unity and 
strength is now clear. If this trend can be main- 
tained. w e  can see ahead the changes in world 
restions for which free men eveqwhere have 
waited since Soviet imperialism unmasked its evil 
intentions. 

L 

! thited States Agencies in Europe 
The ereation earlv .* this year of the Oflice of the 

rnited States Special Representative in Ew ~ p e  



made neeessarv 0 by - the growkg scope of our national 
responsibilities. In the mutual security field, this 
O&ce provides civilian coordination &d supervi- 
sion on a regional basis of the political, economic 
and defense activities of our Government in Europe* 
This objective cannot be fully rchieved quickl\; nor 
can we remain static. As problems arise and &n&- 
tions change. existing policies and orgitktioms 
must be responsive to the new needs. 

As Specid Reoresentative a I report to the 
several departments of our Government in Wash- 
ington, and u-ork tkough and with our Ambassa- 
dors and 6icountry teams'' in Western European 
capitas. 

Om regiod O&ce is now esxabkisherl in Paris 
and resulted from merging the U.S. political and 
defeace activities in XATO? until recently in London, 
with the G.S. economic and mutual kd activities 
alreadv located in Paris. Ambassador Frederick 
L. _4nIerson serves as my general Depnty and takes 
m31s with me in visiting the various Enropean 
eoutries. Our oeee is divided hctianally into * 

three diTisions-puIiticd, ecoaumic and defense. 
Ambassador Lit-om - - -  T. Xerehant --9 with long and 
varied esperienee in the State Department, heads 
the Political Division _____I_ and handles matters &kg 
in the Xorth Atlantic Council. XrC Pad  --- R. Porter, 

-------...-_____, 

fomerlv d in charge of &Iutual ___-____ ._ % c d q  - - -- __ _ Agency 
activities in Europe, deals with problems of t h e  
Orgmizatio~ _-ll--l- for- Emopean --- Econom'C Cooperation 
a n d d d d G t s  the Economic - -  . Division. . --- Mr. L&e 
TiT. .- Fhdat* -. --- A a reserve Brigadier Generat, was rmexl~tIy * 

in charge of Emapean oEshore procurement for the 
h%*. Now .s Depntv for Defense Affairs, he b - - * - -- 



I reqx~tdblc fur c.ourdiaatiug - mifitark asriztnrrvth - and 
-" - 

I prodl~ction problems. 
I -..A - - ----.. -- 
, In e a a -  XATO &$ital the Unitcct State* pla?-+ 
t its part aud eserts its idnence in 5tr~ngthcning the 

military and economic effort throqgh a sa-call~tl 
- - 

by our accredited -4rnbzissa;actor in each tuuntzv. 
and include-.. in addition to dip lomat ic o%ci& 

- 

for political problems, a mutual seeuritv nzirsion 
in the eeunomic field and a di tary  as+i;irtancr 
zld\isory group in the defense area. Thew thrw 
dements receive policy ,pidance and direction re+ 

- - 

peeti\-eIy from the Department of State. the Mutual - - - 
Securitv Age~~r\-. anti tile Departmt-nt ofm Defimae in 
~ ~ a s h i ~ u n .  +.- 

On the militam side? Generat 31atthew B, Ridg- 
wa!: as Supreme ,&lied Commander. Europe. com- 
mands allied forces in Europe assigned to SATO, 
ineluding the United States mi~itac- forces $0 as- 
signed. General Ridgwav. in his capacity as Corn- 
mander-in-Chief of all U:S. Forces in Europe. has 
delegated to his Deput?-. General Thomas T. Hand>-. 
coordination of co&m&d and administrative mat- 
ters for the forces. as well as appropriate eoore.tfina- 
tion with this ofxice. 

The eEort to integrate v.S. puliel- in Eurapr 
el?.- .-uugh the Office of the Special ~e~resentative 
ls-od& not been possible -without the complete 
cooperation and support of the armed seniees and 

- - 

of the several agencies and manr in&\-iJuds eon- 
eerned with the program in ~ashir;gton and through- 
out Europe. cooperation and support we have 

i had in the fullest measure, and for this I am rlwplv 
I grateful, 
t 



The reorganization and ph?-sicai eoncentration 
of our regional activities in Pa& has paralleled the 
move of the Xorth dtlantic Council, n m ' s  high 
political body, from London to Paris. The Lisbon 
Conference created a civilian Secretam- General fer .. 
XATO l-ho directs an 1~;rprnational Staff in caqling 
out the decisions of the Xorth &4tIantic Council. 
Lord Isma?-, of the Kaited Kingdom. as the first 
Secretary General. brought t o  ;he newly created 
office a long and \-&aMe background of military 
experience and civilian government responibrS*y. 
L.nd.er Lord _-- Ismav anit the ~ e ~ u t v  Seeretary 
GenerdCxIH.  an Vredenbllreh, are major 
&\-isions 'headed by 3 k  ~eni--Ser~ent _--- of F r + ~ e ,  
Assistant Secret=- General for Economic Affairs; 
Mr. Dabid Luke _ _  ._. _ _ %oPks  __ _ __ +I-.- of the linited States, 
~ssiatani Secretary General for Defense Production ; 
and >Ire S e r ~ o  . EL .-- Fenoaltea - - of  I_ I ta l~?  I___I -4ssistant Secn- 
t a q -  GPnerd for Political Affairs. 

The Council, no%$- in continuous s e s s i ~ ~ ~  in Paris, 
has eas?: informal eontae; ~t-ith Supreme Head- 
quarters, lillied Pow-en in Europe. under General 
Ridgwav- although the Councii's formal rekxtionship 
with the militan- is through the Standkg Groui~ 
and the JIiIit an- Representatives Committee in 
Washin,- on. 

Through participating as L7:'nited States Per- 
manent Representative in the discussions of the 
Xorth Atfantic Councilt I have been impressed with 
the deep desire of all the National ~e~resentatives 
to avoid bickering ancl to find eommon 
mouncl fur agreement. and generalfv tn pursue the b 



I 
The Lisbon Conjerettce 

The Lisbon Conference last Febmart- markeclt 
a milestone of great importance for XATO. Approval 
was given to the Temporary Council Committee 
recommenda~ions providing for a svstematie strength- 
ening of the XATO military forces in combat-ready 
units, and establishing the necessaru- organization 
and procedures for annual revaluation and planning 
of the military b2lild-up. Approval in principle 
%-as given to the European Defense Commhty, 
designed to make possibl.e Germany'?" partkip- 

. --- ---- -?- ation in the weste'rn defense effort. Turke,v_ and 
Greece -----'- with krge ground forces in bein& be- 
came f a  members of the ?hrth A~lantie Treaty - 
Organization. 

Under the leadership of 41r. Averell H a d a n ,  
of the t'nited States, Sir Edwin PIOM-den, of G m t  
B r i a  and 3Ir. Jean BIonnet, of France, an inten- 
sive studv has been made b\- the Temporary CoucciE 
~ommittee of national &taV capabilities a d  of 
available budgetam J resources. This represented a 
m'o-w-ide effort to plan the masimurn c o d ~ e d  
build-up of XATO'S military- forces ue tb  the capa- 
bilities of the member countries. Far the &st 
time in history a goup of countries made available 
their militarv programs and their military budgets 
to an international body for review and recommend- 
ation. 

At Lisbon the various nations agreed to provide 
to  XATU bv this vear end appGximatefv f i i  
cwat=read&+gx,,uIL;l divisions (half of theg aei-i~e 
 ions and t h e h & ~ ~ ~ % i ~ -  mobilizable res& 

1 di&io&), about four thousal;d combat ";pian& 
I --  - .-. -....< - -  

e and a emparable - na6alstreqth. - b - These goals were 
F 



cseiusivc. uf Check and Turkish fbrcrr*. 1)evrIojr 
m a t s  since fibruarv indicate that these geds may 
not be met in fnll bi- the end of this calendar year, 
but anv slippage is of relativelv small proportions 
and, with intensive eEort, it shbuld be possible to 
complete the 1952 goals earlv in 1953. 

The %rth Atlantic ~ o A c i l ,  together with the 
SATO d i a r y  headquarters, are currently review- 
* ~ n g  the progress being made toward these agreed 
gods. The Councii is now carrying out an h a l l -  ;-- 
Review . m - u E t a r y  goals for 19a3 and to 

- S % ? n ~ - c ~ o f  proposed &tmy forces with 
eeonomic eapabaties on the basis of the exyerienee 
and infomation developed since the Lisbon meeting* 

ZW.S. Milirnrv w Aid and Oflf-chore Proc~treme~ 
European defense budgets have more than 

rlo~hled since the Korean War. These increased 
resources have been used to build up, train and 
equip the armed forces of our NATO partne~. The 
Wnited States has supplemented thr European 
esort by furnishing heavy vmament and other 
egaipmek that cannot be produced in Europe in 
the time and quantities required. 

The military assistance from $he United States 
in the forn *ofg tanks, planes, &aery- and other 
weapons is indispensable in brinr,aing NATO farces 
quick.hr to a status of greater c o d a t  readin-. 
The fib\%- of military weapons and equipment from 
the United States is increasing but must increaw 
still further in order to provide the Enropean defense 
fmes with the substantial quantities of modem 
.cc-capons requirecl . 

As part nf our military- aasiatsnrr. it large-srdr 



progranl t r f  prorurement rn Elaro~w H-a* adoptni a 

1 year age. Thc primarv ubjec~ive ant1 the great 
! significance of this step is that it %ill contribute to 

the development of a production base that will make 
it possible for the countries of W ~ s t ~ r n  Enrope in 
the future to prmide more fdlv for their owm 
defense requirements. In addition. these offshore 
procurement contracts will contribute materially 
to the effective use of labor and resources in Europe 
and H-i? f help make ctullars availablr for imports 
needed for tlrfense 2nd civilian proriuction. 

Last fall Army, Xan- and Force procure- 
ment ofticers \+-ere authorized to begin the placement 
of sEshore procurement contracts in Ellrope. A 
multitude of major and minor tliffirdties and delavs d 

,*-as neeessaritv in\-ulh-ed. Specifieationa and blue- 
prints had to- be translated into many liaz~guages; 
nreasurernenta hat1 to be converted from inches and 
f e t  into the metric swtem; contracting procedures 
noma111:; fdloxred in -the United States hati to be 
adapted to conform reaeonablv w i t h  eontract in: C 

customs and procedures of the 3-TO countries: 
special tax agreements had to be negotiaterl, uncler -- ------ ---- - -- ---- 
wh&Ii" government a 1 and toed t iG%-GGG7Cii?<~&i 6; - _- ___XII"_^____ ---- - -- -- - I  

~ ~ i a ~ ~ r o X G C X u ~ ~ ~ a n c e d  --- bv the -+--- United _ _  States. _--_ 
Time was ~ e c e s s a r i l v  s k t  in determining 
appropriate delivery schedules and sources of pro- 
ctuetioe and in getting competitive bids from the 
various plants and countries. 

Kevertheiess, the three military services carried 
out the program and actually plaeed eontracts 
before the fisca! year ended on June 30th last, 
for nearly 5700.000.000 of military produetion in 
Europe. Practieallr all of this huge total is being 



Belgiunl 
Denmark 
France 
Greeee 
It alv 
Lusembourg 
Setherlands 
3 an$-av 
~n i t ed  Gingrlom 
Ion-SATO Countries 

Abou~>fi00.WO.OUO .__.+.- of this total is being 
finaced from 1952 Hutuaf Security Funds appro- 
priated last year. and the resulting military end- 
items-ausiliaq combat ships. ammunition, eIec- 

- 

tr&e and other equipment-will be allocated to 
our SATO partners as part of the collective effort to 
mnn. The . balance of these orders were financed 
from regular Defense Department appropriations - -  . " . - -  - --- - _. - -- " -- - -. -- 
and \ i l l  provide rn i l i ta~  harclware and ammunition 
for the use of the Lkited States farces. _ -__.--0- 

. -.._ I -/' 

The pibeur&ment agencies of the Arm)-. Xay 
and Air Force and the Knit4 States Joimt Corn- 
hat ing  Baard for Offshore Prorux*enrr.ent are to be 
congratulated for overcoming  he manv obstacles to 
achieving this important program whi& only a few 
months ago appeared insurmountable. 

Yore than half of the 5335,3001000 of procure- 
a 

men$ order placed in France reprereoted fulalment 



of the coruuli t ruerlt ur kciertakerr b~ the C xni teil St ;it rht; 
to the f reneh Gu\-ernment at ~ & b o n .  The French 
Go~enunent pledged L itself to firm militam- goals 
fur 1932 and undertook to increase its awn defense 
contribution be>-ontl that recommentlecI by the SAT@ 

Temporan; Cou-nci~ Committee. The il-nited States 
Government agrertl that as part of its total aid 
A ~200,000,000 of militan- and ccsnonkie assistarree 

k" --- HXGKI Xi b;t;j'iiiii~iilei~- %*I k;e far& of milit a ~ -  procure- 
ment in France. - - .. largeiv for Incto-China. designed 

I .  .. .-- " - - -  

to V P  btlclgetary L. as ~ e t t  as doliar asaiztalce to 
France. 

At the Lkbon meeting Frauee also recpesteci - 
-;offshore procurement'* assktance for additional - 
produetiot~ i France &ich the budgetan; limita- 
tions of @\-en the increa5ecf French budge€ L, w-auld 
not cox-er. but w-hich had been alreadv pr~pammed 
as part of the French eflort. The -~-nitetl States 
pointed out that it  could not undertake anv commit- 
ment for this additionat prodaction but agreeti to 
esaminc specific French propwats aa thev were 
presented. Contracts have nittce bee21 placed for a 
number of auxilian eombat ships so requested bv 
France. and are included in the totali given above. 
In addition the t-llited States has now ageeetl. sub- 
ject to satidacton- condition5 a d  prices, to place 
S186.000.000 of ahciit iond oE+hore procurement in - 

France in rer;l,owe tto the French request for rnlnch 
Larger procurement. The fact is that the French - 
production pro~azra. as orignallv . planned. a is s t i l l  
not -"-- fullv ---- - -.-.-- eo~-cred by the iacreaseii French budget. 
even with _ -Arn~-ricau- ---- u g i t i t ; u y  z ? ; i s t  altiw which can 
l3e nlarlr a~ailable tcr Fritnee front the. npprogria t ions 



13rorurc.mont o j  PIc~tn~s. Errrks crud .-Lnarnurrition 
hi Eurupe 
The Office of the Special Regt~czi*ntativ~. in 

oors~dination with the military sen*ic:e~ i s  now 
preparing to recommend the broad outline &for a 
eumparable offshore proeurernent program far the 
1952-.53 fiscal \-par. Thc saro I nt rrnaticnal Staff, 
which i s  st eatiilv beearning more cK'cti%-cr, has 
very uzr full\- rooperat ed in deb-eloping a proposed 
program of prdue*ion in Ettrope of combat air- 
plane+. to meet part of thr psisting tietieieney in 
SATO*~  sir power and also to ztrengtben Europe's 
aircraft production industn-. This program 
for the r~spt.~~dit uw uf *oAr $41)€k(WH).0MbE part lv 
contributed bv the Stat= afid partty by t h k  
European naiions t hernselves. I p I ~ ~ ~ 3 y a l  in prin- 
ciple has been given to this important program by 
the l:niteti States Guvenut~eut and negetiatium 
ha\-@ begun to salve the many tinancial. technical 
and procfuction problems involved. &egotiations 
are atso under way for the p d u e t i u n  in Great 
Brigah d C(~.~xturicilln tanks for certain N A T ~  e~ua-  
t r i e  as part uf f/w uKshure pwcwrment pru- 
apa tn, x? 

A eomidrrable part at t hr +~fikilurcr ~rwcrwemttut 
contracts abeadv plaretl w iU y ra\-itle need etl iunm o- 
nition for r n o  fbtee~. The NATO intctnnatioaal 
S~af!' is now- preparirxg to recommencg rn) ammunition 
prugram for the cumpnt fisral in which tbc 
national ammunitiuti prugams wilt be integrated 
with and suppfementeci bv additianal uE5haw am- 
munition produetlsn fin&ctul by P.S. &tar? 
aid B'uncts. 

Since otfshure ~rmcwem~nt swv* many tle- 





The G e m a n  Frderd Hepublic* il5 a pruq~ectivr char- 
ter member of the Europt~atan Drfcnir Community 
should soon pray it* part in the comnlrtn ctefense 
eBbrt as an integral element of  the Emopean Amv. 
.iUthough t'tigos~a\*ia %. is not a memb~r of either 
s.uo or UEEC Cniterf States military and eeononrie 
assistance is  now being made a~ailablr tn that 
wuntry. Xeget iat inns are rurr~ntly under way 
regarding militan- and economic assistance for 
Spain. There are: therefore. &dt. f r ~ m  the United 
S t r w  and Canatla. IS countrim irt NATO~ h aclditicra- 
a1 eountn'e~ in OEEG Yugoslavia and Spain, or 
a totar uf 20 countries in kurope with which rbe 
Office of the iloited Stares Speriat Repmentatiue 
deak on one basis or mother* 

I t  L clear that Eurape. in buildkg i ta rleFen4es 
and in strength g t s  %-ill to resin pckidble aggrw- 
eion. must maiataio strong national econemim and 
reasonable standards of Living fur its ~reopies. Only 
throu;rh inereaseel total produetion ran Eurogw 
continue to meet both i i s  military and eidiiur 
requirements. 

Since the war. Europellra pwctuetian has in 
Fact made rceamarbbre stride. Wa~Ime Jtstrnetia~ 
has been largelv repakd. Ilnduszritil produetion 
ha. for the past manv months b e e m  above pmwa.) 
and recently agriedtU;al prorluetion has rises slight- 
Ir above prewar totah. 

Despite this p r a p s  in phyied pdmction. 
financial and pavments pmblenra oF the must seriow 
cl~armtrr cuntintte tu t ruufrlr T&'wtrm Europe, 
Soaring raw- material prices tbliuwing t h ~  K~on~an 



War and t b ~  east of rearming have aggravated 
- - 

sa;an; expansion of t d r  anti eonver&m of cumencia 
ha& become more cliEeult. The trading problems - - 
inherent in the dangerous s age L. in British 
reserves of gold and dollars late fast %-ear a and the 
severe financial problems ~f the French Government 
last winter iilustrate the dilf icul~e,  

To combat these particular proErtems the United 
Kingdom has adopted stricter budgetaw measures! 
raked the bank rate and sharpfv zestActed dollar 
and other imports, The Prime Mfinkter. for reasons 
of eeonomv, has &Is@ amounccd a ~~~fr'etch~ut'", im 
*he -G 'of the British defense build-up. The 
French Government has redaced eapitd investments 
and certain other expenditures and has also adopted 
emergeuev -tire restridom t o  protect i ts fo~eigm 
esechange position. %me ducti irm may atso be 
necessary in the scale of French defease prodaction. 

The Europeatr Povmonts d Lkion 
A partieularlv knottv pmbEem pkped many 

European ~ i n a n c i  3bnistrrm this spri~qg. Far two 
u-ems d the E11mpem Parments Union h d  provided 
an ~rderly baiis for settling the rnon&.lp trade 
balances of  nearly a score of countries. It had 
ai'lieen real ?relief fmm the bilateral trade agreements 
3 3  

and bilateral settlements of the years immediateb 
folfowiog the w +  But the agreement ran only 
to June 30. 1952 and the extreme creditor pasition 
of Be@- threatened its very existence. 

Belgim faeed a speeiai0 di&CP$ty~ since its 
exports to European cowtrim and to the sterkxg 
area greatk exemden its imparts of gwds b m  



thosr awar. For a t*unridrr;tblc~ period of timp 
these excess espurts were running $3U,OOCI,OOQ tu 

$00 a month. These mounting credit bal- 
ances meant a constant drain un Belgium's finaneid 
resources. skinee t be European Pavmcnts Union only 
ptovicled partial payment. intended to cushion 
temporary ups anti dmm in foreign trade. Uaf0:r- 
tunatel?;. the Belgian w export surplus was constant 
and soon nutran the agreed quotas, The European 
Finance 3 sitting in the Council of the 
Organization for European Economic Cooperation, 
stmggked kt Ma44 and June to solve Belgium's need 
for pester payments ~*ithout seriously straining 
the goltl anti cloltar rcmicr\-tas of the Eurrrpean Pay- 
ltnents niorz. 

Thev finall\- found an aceeptablc solution, 
uoder :r\;hich ~;&yurn (1) received an additionaI 
pi~ciiil pament, d (2)  increaser! her own imports 
bv placing defense production orders in France and 
tLe Cnited Kingdom (offset employment-wise in 
Belgium by U.S. offshore pmewement orders placed 
in Belgium) anti (3) agreect to extend edclitional 
credit to the EPU ~a~lltries.  3~oreover7 the fnter- 
natio~rat Monetan* F d  assisted in ma* the en- 
tire a ~ ~ e m e n t  possible by pro\idiog $3.f).MlO.M 
in standby credits to ~ e @ & a .  

a result. the European Payments Vnion w;us 
enabled to continue i t s  useful operkion, and another 
demonstration %as given of the reat will to coope- 
rslte which exists in Wtestern Europe today. Ifow- 
ever, a trade clearing and credit amqement soch as 
EPC which covers only n limited eumeney area 
can onlv be tcmporar?;. Some more permanent 
soht ion nrrrs t evet r t ltaaiIu be w~~rkfi l  GEE E , 



Th,. euup~ratiurt c*stencterl itdin-ctlv t t  LPI~ 

bv r' the International Monetam Fund was a good 
augun- for the future. ~ e r t k n l ~  discussions of 
currencv and related problems which might reeuIt 
between these tl-o organizations could not but 
be helpful in analvzhg the present dispafities b e  
tween the EPG aria dollar areas, and in eldying 
the conditions of external trade aod patments, and 
of internal Gnaneial stabilitv that mus; be redbeti 
before the currencies of the Lc.o areas colrtd become 
mutudv convert&le. 

~aktiionarv - de~dopments in both the United 
States and certain Enropean countries since the 
Korean War have re-emphasized the need for eco- 
nomic and financial stabilitv throqhout Europe. 
The OEEC Council has recenilv completed a study 
of this problem by a group outstm&g interns- 
tionat financial experts, reviewing particularly the 
situation in the United States, the t%terl Kingdom, 
France and Belgium. The report reviewed the 
steps ahead>. taken with some success in the several 
countries to cheek inflation, and suggested the 
directions in whieh fiscal polirv and monetanr 
controls should deal Hith this pro61em in the futwre. 
A Ministerial Committee has aeeepted the report as 
a useful eontdution in pokthg the way to a greater 
degree of internal financial stability, and the C o d  
has forwarded it to &. OEEC countries f.Or hiher  
consideration and comment. 

The Chronic Dollar Balarac~-of-Pa~arments rl Probtem 
The internal anti intra-Earopean financial and 

pavments problems? serious as they are, ~onethefess 
are overshadowed by- the balance-of-payments prob- 



km of Testern Europe vis-a-vis the dollar area. 
This ~~henomrnon~ which has its roots in the huge 
eseess of Cnited States esporta uver i t5 imports, 
has persisted in vaq-Eag degree over a period of 
years. Unless a balance can be restored there is - 
red danger of a deep and perhaps disastrous fissure 
between the economies of Europe and America. 
The lack of balance in Enrope's foreign trade mani- 
fests itself in a perpetual sbortage of dollars needed 
to buy raw maGriaIs7 machine* and other eommo- 
&ties in the Western Hemisphere. 

This dollar shortage has developed during 
the past thirty vears from the huge investment lo& 
ses, trade dislo&~ox1s and physical damage caused 

e&nomv J and production have enjoyed the kdvan- 
tages of a large internal rnmket? kein competition, 
and e~p;u]t&g consumer buying power, and have 
far out-dist&ced Eumpean coGpetition. Since 
World War 11, Europe has been foreed to rely more 
than ever before on imports hum the dollar area. 
Forhmatelv, the economic assist- provided by 
the M=& Plan has helped to meet Emope7s 
dollar shortage during the recovery years, and has 
prevented p&ssible ekonomic and social disaster. 
Moreover, European Economic Recovery, aided by 
the 31.1ar~hd Pfan, has ~ X O W ~ X  about i very COG- 
siderabte reduction in the dollar sbrtage ccontpared 
writla the early p ~ s t - ~ a r  years. During this coming 
war, d defense support assistance and oEshore procure- 
ment will again supply some part of the dollam 
Enrope must have to  carry on an adepnate defense 
ego- while maintaining a tolerable standard of 
Living. 



"Trade Bather thart Aidm' 
Important voices on this side of the Atlantic 

are urging that sounder economic and trade poEeies 
be undertaken in both Europe and America to reduce 
the need Car economic assigtance, The CBanceIX.or 
of the British Exchequer. 3%. Richard A. Butler, 
at a recent meeting of the OEEC Council of 3tinisters, 
re-emphasized the need to close the dollar gap as 
soon as possible b>- -'trade and not by aid." 

Balanced trade is obtious11- the bwt srpkution, 
But this solution is not easv ;o achieve. It will 
require drastic znd complementarv actions on both 
i d e s  of the Atlantic: both ~ u r o g e  and the United 
States must make fundamental changes in present 
uneconomic practices. 

Western Europe must s ~ ~ ~ -  become more 
productive, and produce at more competitive prices. 
European producers need w i t h i n  Enrope a market 
that is both wider and deeper. in w-hifh the spur of 
competition and new w ~ ~ t m i t v  ~t-odd Field -major 
qains in higher productivit~ akd lower prices. The b 

European market, separated in ernall compartments, 
no longer adequately serves the needs of the pwgle. 
Esisting trade restrictions and cartel amaagements 
f d  to stimdate either mass produetion or mass 
e More production and better markets are 
essential if the economic development of EWQP~ 
i not to  lag still fbrther behind that of the United 
States. 

The free trade unions of Europe. which are 
ate ad it\^ becoming more effective, are giving consis- 
tent support to the Mutual Securitv progoram. Ther 
can make an important and use& contribution ;h 



sdving thee tiifiirr~it economic anti political prab- 
len~s, 

XTc, too. must face bard fact*, Settlement 
fur the net export balance3 to  the United States, 
running now at the rate of billions of dollars a year, 
ran onh- be made, as I see it, in one of three ways. 
First. 1%- can bur more in European eotmtries, 
which \s-ould permit thuw uations to earn their 
own ~-a?-, and at the same time would improve our 
ou-n -4nleriean standard of ?i.ciag bv making more 
imported goods available fur consumption. Second, 
we can invest abroad some part of the large amounts 
due us each month either through governmental 
or private investment channels. and look to the 
future for repayment. Ancl finall?; --the third after- 
native-we can continue indefinitdv military and 
economic grant p r o ~ m s .  

During the p a t  f ix  vears. we have been follow- 
ing the last of these methods of settlement and 
have been ta-sing o m  own people to pav for the hnge 
excess volume of resources-both raw materids 
and manufactured goods-which w e  have been 
shipping to Enrope. To nlaintain our present 
volume of export trade. and at the same time be 
paid in full, we must p t h -  herease our imports 
from E w p e  and from oth& parts of the w-orEd. 

If thiE simple truth were clearlv understood 
and accepted b\- our oum people. regardless of 
part\-- the next  stration on and the mew- Congress 
WO& doubtless find W ~ P  and means to ,-d~d,Iy 
zceomplish the desired result. Among other metho& 
to this end. I would suggest r e a h a t i o n  and exten- 
sion of the reciprocal trade agreemems program, 
enactment of the proposed legidation for simplified 



customs procedures, and the progressive lowering 
of other bnort restrictions and duties. Such a 
policv 4 woud increase Europe's capacity to pay 
without correspondingly reducing om exports. I 
believe adoption of this bolicv w-odd directly benefit 
the United States by increasing its economic and 
eventudy its militam- d secwitv. a T6e existing ~ ~ d o l -  
lar gap'" threatens not our own export trade, 
but if not reduced mav u ~ ~ v o r a ~ , ~ ~  agect the matad 
defense as we& 

Clearly the present trade imbalance cannot be 
reversed overnight. The necessary adjustments in 
our o m  industry- and our own markets can only 
be made equitably over a period of t i s e .  This 
fact, and the relatively greater prodnctivity in the 
United States make it very udkely that the existing 
gap can be closed by increased American imports 
done. 

; 7 .. . , ' The Possibility of Increased Forei' Invesment 
d " f  t -  A significant part of the rem d o h  gap 
k 

codd perhaps be filled by increased overseas hvest- 
ment by the United States. Under present world 
conditions, the n o d  flow of private capital is 
seriously impeded by po3hitii:d instability and exist- 
ing world tensions. In the interest of our own 
bafanee of p a p a s  position, of tax reduc60.r from 
lessened foreign aid, and of our own need for a stable 

w-orid, w-e s h o u ~  seek aU possible means 
far promoting additional private investment abroad, 
including the strengthening and e-xtension of the 
provision for govemmentd guarantees. The pevate 
investor obviously should bear the normal business 
r isks ,  but our onn national interest requires that 



unusual political aud exchange risks. properly and 
carefully defined, be assumed to a greater e-ent on 
a governmental basis. 

The Organization fur European Economic Co- 
operation is now studying, and planning later to  
recommend, certain changes in economic p o w  
which, if accepted. and implemented on both sid& 
of the Atlantic, shonld help in reducing Enrope's 
dolIar gap. The Xutua1 Security PobIic Advisory 
Board, in accordance ~ 5 t h  a Presidentid request, 
is undertaking to  review hneriean economic pofiey 
in the field of foreign trade, taking into account: 
the curtailment of trade between the Western 
nations and the Soviet Moe, and the trade vacnnm 
that might r d t .  These somewhat parallel studies 
s h d d  el* the economic and fmanciial problems 
discussed in this report and will, I hope, lead to 
constructive action nex* vear in both E m ~ e  and 

d I 

the Cnitd States. It eodd be verv usehL either 
4 

in connection with the studies dreadv hstitated 
by the Mtttud Security Publie ~ d v i s o k  .i Board or 
separatelv. r - to investigate t horoughlJi future possi- 
bilities for increased American overseas kve~tment, 
with and m<ihout some farm of governmental 
marantee. Organizations such as the hernational b 

Chamber of Commerce, the X a t i d  Foreign Trade 
Council and the Investment Bankers ~~Soeiation 
would undoubtedl+- cooperate in making an exhaus- 
tive study- of this subject, k c k b g  an evdnation 
of the ne& and the pmduetive possibilities of snch 
investments, and of the fuaher safepards with - 

which they could be surrounded if appropriate 
action were taken by foreign governments and by- 
our own government. The importance of increasing 



foreign investment by the United States w-as 
recognized by the Congress itself in the present 
m u a l  Security legislation. 

The developments emphasized in the earlier 
parts of this report are on the whole distinctlv 
encouraging. But I do not underestimate the ha& 
ards and difficulties of the comiw months. 

Even wi th  American d t a r y  and economic 
assistance, a number of Enropean c o u n ~ e s  have 
felt compelled to alter and delay their defense 
efforts, partiedarly- in the field of military produe- 
t k .  The slippage in attaining our own prodnetion 
goals in the United States, as well as the require- 
ments of the Korean War, have slowed up to some 
extent the delivery of military end-items. The 
higher priority given to military deliveries to Europe 
last January provides the framework ~ 5 t h  which 
further improvement must take place. However, 
the action of Congress in redncing the appropriations 
requested for military and economic assistance to 
I3WroPe for the current fiscal year will be another 
influence tending to spread the b e h e  bnild-up over 
a somewhat longer period -khan oribainaUy planned. 

In the economic field, a better sointion fur 
Europe's chronic trade and hancial problems mwt 
be f m d  soon, or the long tern consequences for 
the strength and solidarity of the free world eodd 
be d a m a g g  indeed. 

One cannot deny that, aside from ratification 
of the Enropean Defense Co-&ty Treaty and 
the Contractual +cements with the German 
Federal Republic. many- problems remain to be 



dealt with. For example, ItaIv d has a special pro- 
blem in its large unemployment which is being 
attacked both t h g h  attempts to increase jobs 
internally and to increase the rate of emigration to 
other countries. Problems Eke these cannot be 
solved by one nation alone. 

Nevertheless, I am convinced that given the 
cooperation, good d and understanding among 
the members of the North Atlantic Commxmity that 
have successfully overcome so many obstacles in 
the past, the difficulties that lie ahead can and will 
be resolved, 

U S .  Special Representative 
in Europe. 

The President 
The %te House 

Washingon 25, D.C. 


