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, This Report on Recov;wy Progress and United States Aid under 
tho European Recovery Program is submitted by the Economie Co
operation Administration for the use of the members of the Congress 
in their consideration of the aontinuation o:E United States assistance 
to the countries participating in the joint reaovecy program. 

The ERP, in the words of the Foreign Assistance Act of 1948, iB 
intended to promote "the establishment of sound economic condi
tions, stable economic relationships, and the achievement by the 
countries of Europe of a healthy economy, independent of extraor
dinary outside assistance". To oontrlbut.e to that aim, the United 
States has made available in the :first full year of operatiorui, $5 
billion to the countries participating in the European Recovery Pro· 
gram. The Congress and the American people, before· deciding to 
·assume the hea-vy burden o:E aontinuing this undertaking, should 
have full evidence assuring them that it deserves their support. A 
report to them should indicate what progress has been made in the 
:first year; it should lay out clearly the aims whic.h the expenditures 
of the second year are intended to aohieve and assess the possibilities 
of their aahievement; and it should appraise, to the exent that the 
uncertainties of the future permit, the prosp-ects of attaining the ulti-

• t ,_ ""'-'''IT'll ma e goa.,,; ,..,, -~JI 
This document and the -suppo1•ting studies on which it rests are 

intended to serve as sueh a report. 

. 1111-
February 14, 1949 A dmio ist.rator 
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CHAPTER I 

Progi·ess and Programs 

The United States o:f America has made about $5 billion available 
to Western Europe during the :first twelve months of the Europe= 
Recovery Program. It is estimated that, if this great efiort is to be 
carried :forward effectively, $1.15 billion will be required in the last 
quarter of 1948/49, and $4.28 billion in 1949/50. · . 

This is a considerable reduetion ll;). annual cost. It is still a tre
mendous sum to ask from the .A.mericlan people. This year's request, 
however, is made in circumstances very different :from thos.e which ob

. tained a year ago. Today there is a record. on which to stan<;l, _a record 
of achievement both for the Europeans a:nd for the Americ= people. 
It is by this reoord that the request :for further funds sb.Quld be.judged. 

In embarking on this program, the American people recognized that 
they had an enormoUB stake in helping to restore the free nations of 
Europe to economic health and to maintain their politicll;l freedom. 
The Economie Cooperation Act was dasigned to give those nations 
the margins of help and' of time with whicll they could work out their 
own salvation. Desperate men take desperate actions. Pathetically 
often in our time, nations in the face of p9verty and banlrnlptcy have · 
turned to totalitarianism. Such choices are -not made by free men in a 
free and stable society, and it is to the creation of sucll a society that 
the European Recovery Program' is dedicated . 

.A.meriea.'s stake in Europe is not only political but ab;o economic. 
Tbe European countries have been by tradition our best cuatomera and 
are vital to the fumitioning of world commerce. Europe before the war . 
bought and sold a large share of the total goods involved in interpa
tional trade. Unless Europe regains its economic health and again 
becomes self-suppo;rting, we cannot hope to establish in the world the 

• non-discriminatory trade and financial policies for which we stand. If 
conditions in Europe, had continued to deteriorate, all American busi-
ness wonld have suffered. -

Our broad political and economic purposes were reinforned by cul
tural and sonial ties with our traditional 'pa!.'tners in the development 
of Western civilization, and by our commitment to the United Nations 
to wpport the freedom and :ilidependenee of our fellow-members in the 
world organization. ' 

The American-intention is gradually to-taper off the amount of help 
whieh- tile United States would give and to let private business, the 
international financial orga:nizatiorui, and other permanent institutions 
again take -hold and become the ehaDllels through which American 
:tnonetary r€SOUJ:008 are made available to support productive :invest-

l 
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ment throughout the world .. In aiming at this, we are not seeking to 
impose on other countries any specific economic pattern. The degree 
to which other governments find it necessary and desirable to exercise 
direct controls over economfo processes is a matter for them to decide. 
'The United States is simply following a common-sense policy which will, 
if it is mi.caessful, reduce the insistent economic pressures that compel 
governments to ration, to control, and to regulate. Such a policy seeks 
to release the individual energies and individual initiative that must 
be fostered if any type of economy is to be vigorous and healthy. 

In undertaking the European Recovery Program, we abandoned 
piecemeal attempts to restore economic health, and rejected mere relief 
for the ooncept of recovery. We required, as a condition of our aid, 
that Europeans work together in a program designed to bring Western 
Europe into economic balance by mid-1952. This they have done, and 
the growing effectiveness of their Organization for European Eaonomic 
Cooperation (OEEC) demonstrates that self-help and mutual aid are 
vital ingredients in the recovery effort. Our part of the task was to 
furnish the dollar assistance that no amount of effort on the part of 
Europeans could provide. This dollar assistance will account for only 
about 5 percent of the total amount to be devoted to European recovery 
from all sources, but it is the margin between success and failure. 

The degree to which the European Recovery Program may approacll 
success and avoid failure is beginning to become clear as the end of the 
first full year of American aid draws near. .An examination of mi.ch 
results as have already been achieved is a necessary preliminary to any 
discussion of plans for the future. 

A. WHERE WE STAND TODAY 

Western European recovery is a process that involves three major 
operations. The first and most urgent is physical recovery from the 
effeats of the war: essential reconstruction, the revival of produetion in 
industry and agriculture and their advance to something approaching 
the pre-war level and pattern, and the resumption of trade. The sec
ond is the accomplishm,ent of those major structural cllanges in the 
economies of the participating countries by which alone they can oe 
adapted to the post-war economic environment. These are the adjust
ments that must be made if Western Europe is to live without foreign 
aid at even a minimum stap.dard. Finally, there is the development, 
rationalization, and expansion of the ecop.omies to permit a rise in the 
standards of living after aid has ended. These three operations cannot, 
of course, be sharply distinguished from one another and they overlap 
in time. Nevertheless they corre.sp<;md roughly to phases of the re
covery process beginning with the end of the war three and one-half 
years ago and continuing well beyond the end of the ERP. 

On the whole, the first phase is nearing completion except in a few 
countrie.s. This has been made possible by the use of monetary reserves 
which existed at the end of the war, and by extraordinary economic as
sistance from the United States and other countries. The second phase 
is to be completed by mid-1952, when, at the latest, extraordinary 
United States aid will ceiise. 

2 
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Despite the impressivfl'progress made in 1946, the European eeonomie 
situation in 1947 was more precarious in many ways than it had been 
at tho end of hostilities. In the summer of 1947, the rate of increase 
of indUBtrial production became progresslvely smaller, and the worst 
harvest in years greatly diminished indigenous food produation. The 
oountri13$ of Western Europe had used up billions of dollars of their 
foreign-exchange resoureeSt-reserves which had supported their econ
omies since the end Of· the war. The United Kingdom had exhausted 
the greater part of its $3.7 billion credit from the United States, and 
France had almost·eompletely depleted its gold and dollar reserves, de
spite a large credit from the United States. The prices of imported 
goods and raw materials were rising sharply while the increase in the 
volume of exports was qisappointing. Foreign-excllange earnings were 
sufficient to pay for less than 40 percent of imports from the outside 
world. Even intra-European trade failed to develop, as the bilateral 
system which had grown up in the 1980's and had been extended after 
the war restricted :further increases in intra-European trade because of 
lack of acceptable currencies. Finally, new efforts to increase produc
tion were thwarted by growing monetary instability. 

The s~tuation was precarious for other reasons. High hopes of speedy 
recovery were giving way to deep diseou.:ragement. Western Europe 
·was, in fact, drifting toward economic collapse. Even more was at 
stake than the economic plight of its 270 million inhabitants. Demo
cratic forces in Western Europe and the prospect of an enduring pe!J.!le 
were threatened by political discord fed by growing anxiety and 
distress at the worsening economic situation. 

The economic recovery achieved in 1948 is impressive when com
pared with actual conditions in 1947 and with the conditions which 
might have developed had the threatened collapse of 1947 been allowed 
to occur. Had United States assistance not beoome available, hard 
currency reserves would have been quickly exhausted; capital equip
ment intended for the rehabilitation and expansion of European fac
tories would instead have been exported to :foreign markets to pay for 
vital food imports. Even then, hard-currency earnings would have 
been insufficient to pay for both minimum imports of food and minimum 
industrial raw-material requirements. Curtailment of imports of in
dustrial raw materials would seriously have affected indust11al output, 
and soon exports would have been inadequate to pay :for even the 
minimum food imports. Within a matter of months, considerable parts 
of Europe would in all probability· have faced serious political imd 
economic disorder. ~ 

It is again.st this background that actual conditions at the end of 
1948 must be judged . .Ai> a result not only of American aid but also of 
the European action which it reinforced, Western European produc
tion in 1948 increased considerably above 1947. Total output of fae
to1'ies and mines in 1948 was 14 'percent above 1947 and nearly equal 
to that of 1938. The countries that had been lagging, notably Germany, 
Austria, and Italy, narrowed eonsiderably th!l distance that separated 
their reoovery from that of the other industrial countries of .Western 
Europe. 
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Among the heavy industries, the outstanding reeord was achieved 
in steel. Excluding Western Germany, steel operations were well above 
the 1938 rate and equal to the high year of 1937. The eoal shortage 
eased; the· tonnage produced in 1948 in the Bizone and the United 
Kingdom. remained below that of pre-war, bµt produ_ction ip all other 
important eoal fields in We.stern Europe in.creased almost to pre-war 
levels. 

The rapid recovery of railway transportation and electric-power 
output materially assisted in the expansion of production. Total elee
trfo-power produetion in. the participating countries, excluding Ger
many, is 65 percent above pre-war and railway height traffic is up 
about one-third. 

Crop produetion in 1948 was eonsiderably above 194:7 but was still 
below pre-war levels, while livestock production was slightly above 1947 
and still below pre-war. However, the reoord of 1948 ean in large 
measure be attributed to the extraordinarily favorable weather condi
tions which prevailed during the agricultural season. 

Food availability :from imports as well as from indigenous supplies 
was much improved over 1947 but was still somewhat below pre-war 
in caloric content. In terms of quality and variety, the comparison 
with pre-war is still more unfavorable, largely because of deficiencies 
in meat, fats, and dairy p1·oduets. However, the distribution of food 
among various classes of the population has in many countries been 
more equitable than before the war. 

The progress made in 1948 toward more efficient employment of 
manpower a1so assisted in expanding production. Increased supplies 
of materials and fuels, as well as improvements in food oonditions and 
transportation, permitted gains in output per worker, although pro
ductivity in most industries has not recovered fully to pre-war levels. 
The wartime dislocation of the labor foroe .fa being gradually overcome 
but !Scattered labor shortages remain. As a result, many countries are 
-attempting to redirect workers to more essential industries. The OEEC 
Manpower Committee has' been investigating the possibility of labor 
migration from countries with surplus workers, such as Italy and 
Western Germany, to regions where labor is scarce. 

Encouraging progress was made in. 1948 toward a better balance 
between effective suppJy and demand within many of the participat-
1ng countries. The upward presslll'e on prices which had been general 
in 1947 abated somewhat in these countries during 1948. AB a re.ault, 
many praetices adopted by these governments to counteract in.fl.ationary 
pressures, such as rationing, allocation, and price controls, could be 
relaxed. This has by no· means been accomplished just through increased 
produetion. It has been the result of wise and, in mos!; eases, diflieult 
fiscal policy decisions. The Brit:is~ budget has been brought into 
balance and the importance of this accomplishment cannot be over
emphasized. In Italy, the credit restrictions imposed in September 
1947 to avert the threat of a runaway inflation have been so drastie 
that the stabilization produced deflation, which has only recently 
eased somewhat, · 
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France was the most important country which continued to su.ffer 
from acute :infiation durmg 1948. Heavy investment expenditures, 
private credit expansion, lack of confidenee m the currency, and con
tinued madequacy of tax eolleetions contributed to a price rise of 34 
percent durmg the year, to capital flight, and to further depreciation 
of the franc in terms of other national currencies. The continued in
flation was largely responsible for the madequate export performance 
of France. Until the :infiation can be halted, France w.ill be unable 
to make the most effective contribution toward its own. recovery and 
to that of other participating countries. 

In Austria and Germany, monetary reforms were successful in re
ducing black-market operations, in releasing large stocks of hoarded 
goods, and in increasing output and productivity. In Germany, how
ever, some :infiationary symptoms have again appeared. 

The European Reeovery Program has made an enormous, qnite pos
sibly decisive contribution to the C}Ontrol of :infiation m Western Europe. 
In some small degree the eourse of :financial events has been affeeted 
by the EOA's and the OEEC's repeated statements on the matter. 
There can be no doubt that these exhortations to European govern
ments.have :infiuenced their policies. But even where no such influenee 
was exerted, the aid program has had a powerful effect, which is 
measured, so far as grants-in-aid are concerned, by the accumulation 
of so-called counterpart funds. · 

The Economic Cooperation Act wisely provided that the government 
of each participating country must deposit in a special account amounts 
of its own currency commensurate with the delivered coot of all goods 
and servioos financed by ECA grants in aid. When such goods arrive 
in the receiving country, they are sold through normal trade channels. 
The proceeds of these sales are the main source of the funds deposited 
in the special account, although, in some cases, the deposits have had 
to be made (under the terms of the ECA's agreements with the coun
try) before the proceeds of the sale of goods have been received. 
· The -operation of this machinery accomplishes two valuable results. 
In the first place, the people of Western Europe, as private individuals, 
have to pay for the goods we provide. Businessmen do not receive 
ea.pital goods or raw materials, and co:rummers ·do not receive food or 
fuel, as gifts. In the seeond plaee, amounts of money commensurate 
with the landed costs of the goods are withdrawn from circulation and 
held in the special accollllt instead of being automatically paid out again 
as income. Thus these counterpart funds, so-called because they are the 
counterparts of the grants-in-aid, constitute a kind of budget surplus 
and their aecunmlation has the same deflationary effect that a true 
budget surplus wotild have. 

The process is relatively painless because the funds are received 
through the sale of goods i1J$tead of having to be colleoted as taxes. It 
is deflationary because it soaks up purchasing power which collS1llllers 
would otherwise be able to spend in other ways. The deflationary effect 
of accumulating counterpart may, of course, be offset by a budget 
deficit, or excessive expansion of credit, or other :inflationary develop
men~. But the effect is felt nevertheless. 
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It was not, of course, intended that these deposits of counterpart 
funds should be :immobilized indefinitely, nor has this been tlie outcome. 
Where :financial· balance has been achieved, or where there is a tendency 
to deflation, the funds can be used, subject to the approyal of the EC.A, 
to :finance public projects or they can be loaned by the government in 
question to private companies to finance private capital formation. 
Even in countries where inflation is-still a threat, they may have to 
be released if the only alternative to their use is inflationary borrowing 
by the government concerned from its central bank. But, under such 
circumstances, their release may be made the occasion for urging the 
adoption of more effective fiscal policies. 

AB a result of stronger fiscal policies as well as of increasing output, 
the volume of exports has generally risen and the ability of Western 
Europe to pay for imports improved considerably in 1948. The United 
Kingdom increased its rate of exports over 1947 and, during 1948, 
attained a level 37 percent above pre-war. Exports from Belgium, 
Italy, The Netherlands, and Sweden have also increased· as compared 
with 1947. However, French exports to foreign countries are reported 
to be at the same volume as in 1947, while the exports of Denmark 
and Turkey actually declined in 1948 as compared with 1947. The total 
imports of the participating countries continued below pre-war levels 
during 1948, but imports from the Western Hemisphere, while less 
than in 1947, still exceeded pre-war rates. 

These changes in the volume of trade resulted in some reductions 
of the current-account deficits during 1948. Of major importance was • 
the narrowing of the large trade deficit of the participating countries 
with the United States. During the first 11 months of 1948, imports 
from the United States declined by $1 billion as compared with 1947, 
while exports to the United States increased by $223 million. It is ex-
pected that total earniiJ.gs from exports to all areas will pay for more 
than 50 percent of total imports in 1948/49 as compared with less than 
40 per cent in 1947. . 

The improvement of Europe's external position has thus been sub
stantial : the total deficit on both capital and current ac·counts amounted • to $7.8 billion in 1947, whereas the figure for 1948/ 49 is expected· to 
be $5.5 billion. While a heavy drain on European reserves of $2.1 
billion took place in 1947, the 1948/49 deficit will be met almost entirely 
from E;C.A. funds and those spent by the Army for civilian relief. 

There will, nevertheless, be a small but manageable drain on gold and 
dollar resources. Also, during 1948, the participating countries con
tinued to liquidate dollar investments in the United State~.' Securities 
worth about $200 million, primarily from France and The Netherlands, 
were sold during the first nine months of the year. 

In accordance with the terms of the Foreign l!Bsistance .A.ct of 1948 
and the bilateral agreements, the participating nations have accepted 
the obligation to take m~asures, so far as is practicable, .to locate, 
identify, and put to appropriate use assets and earnings therefrom 
which belong to their citizellil and which are situated within the United 
States. The information resulting from the United States Treasury's 
census of blocked assets, taken as of J~e 1, 1948, has been given to 
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the participating natioDB. 'l'he EC.A. missioDB have been instructed to 
discuss with the government.s of the participating countries the prob
lems involved in mobilizing and utilizing these asset.s. However, existing 
gold and dollar balances of the participating nations are believed to 
be no greater than necessary to meet minimum needa and the long-term 
investments of these countries in the United States are a vital factor 
in recovery objeetives. It is not the policy of the United States Gov
ernment to force further liquidation of necessary gold and dollar 
balances, or to force the sale or hypothecation of security holdings. 

In early 1948, intra-European trade threatened to eontraet .sharply 
as the result of the e:ihaustion of gold and dollar reserves and of credits 
which had been ·extended on a bilateral basis among the participants 
at the end of the war. ~n an effort to find a practicable alternative to 
strict bilateral balancing of trade at a very reduced level, an Intra
European Payments Plan was established by the OEEC. Under this 
plan, part of the dollars received from the EC.A. by any eountry which 
is a creditor in its trade with other partieipants has to be· fully matched 
by grants-in-aid extended by the creclitor in its own currency to the 
debtor countries. Thus Belgium, which i;; a creditor in its trade with 
Western. Eu+ope, is receiving $247.9 million from the ECA in 1948/49 
but iii making grants totalling $207.5 million net to other participating 
oountries. The net ERP aid it receives is, therefore, only $40.4 million. 

The position of any country which is a debtor in its European trade 
is the exact reverse. It receives, in addition to assistance from the 
EC.A., grants-in-aid in Euro:pean currencies from those participating 
countries with whicll it is expected to run a deficit in its balance of 
payments. Thus, F:i:a:nee receives $980.9 million of assistance from 
the ECA. But it also receives $323.3 million net of aid from other 
participating countries. Consequently, France will receive a total 
of $1304.2 million worth of foreign-excllange resources. 

Table 1 shows the net ERP aid to be receivea by the participating 
countries in 1948/49: 

The figures for net aid give a much more aeCUl'ate picture of the dis
tribution of United States aid to the various countries than the gross 
ECA dollar figures because they reftect the indirect aid that is sup
plied to countries such as Francie which are debtors in their tradci with 
the rest of Western Europe. This may properly be called' indirect aid 
because, although ultimately financed by the United States, it is fur
nished to the recipient in the form·not of dollars to spend in the West· 
ern Hemisphere but of other European- currencies to cover the debtor's 
deficits with the other participating countries. Under the Payments 
Plan, the meohanics of this indirect aid are as follows: it was estimated 
that for fiscal 1949 France would have a deficit in its trade with Belgium 
of $40 million. Fo:t· Franae it was as important to be able to :pay for 
imports from Belgium as to be able to pay for imports :from North 
and South America. For Belgium, too, the lack of balance in its trade 
with France constituted a serious problem. Belgium, in order to use 
its own resources and get along wit)l a minimum amount of aid, wishes 
to export more to France than it buys in return and must convert this 
trading surplu.s into dollars so as to cover its dollar deficit. 
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Table 1. Net ERP Aid for 1948/49 
(In millions of dollars) 

Austria _ .. ___ ........... . 
Be~imn-Luxemburg and Bel· 

gum dependent overseas 
territories ............. . 

Denmark ...... _____ ..... . 
Free Territory of Trieste. _ 
France and dependent over-

seas territories .•........ 
Germany: Bizone .•. _ .....• 

. French Zone .... . 
•Greece ................. . 
Iceland ................. . 
Ireland •............•.••.. 
Italy .................... . 

GrossECA 
aid 

(1) 

215.2 

247.9 
109.1 
17.8 

980.9 
410.6 

99.2 
144.8 

5.2 
78.3 

555.5 
Netherlands and dependent 

overseas ter:citoo:ies. • • . • • 469.6 
Norway .. . . . . .. . . . • . . . . . . 83.3 
Sweden .............. : . • 46.6 
Turkey . . • . . . . . . . . • • • • • . . 89.7 
United Kingdom •...••••... 1,239.0 
Commodity Resel.'Ve... . . . . • 13.5 

Total .................... 4,756.2 

Net drawing NET ERP 
rights received { +) aid 
orextend.;d (-) (col.lplnscol.2) 

(2) (3) 

+63.5 278.7 

-20'7.5 40.4 
+ 6.8 115.9 

17.8 

+823.3 1304.2 
- 6.'7 408.9 
+ 0.8 100.0 
+ 66.8 211,6 
- 8.5 l!J 

78.8 
- 20.3 585.2 

+ 71.7 541.8 
+ 31.8 115.1 

- 25.0 21.6 
- 11.7 28.0 
-290.0 949.0 

13.6 

o.o 4,756.2 

One way of meeting the problem would have been to give France 
dollars to spend in Belgium. Instead, under the Payments Plan, the 
United States provides Belgium with $207.5 million in the form of what 
is called conditional aid. In return, Belgium opens bank accounts 
totalling $207.5.million worth of Belgian francs. The right to draw 
upon these bank accounts up to specified amounts js then e;:;:tended to 
the debtor countries, such as France. When received by the debto:r
Franee in this example-these drawing rights constitute indirect ECA 
aid, but do not involve any additional dollar payments by the United 
States. 

The total use of drawing rights to date is approximately at the an
ticipated rate. However, some countries have not yet used any of the 
drawing rights made available to them, while others have already 
reached the maximum. Both Britain and Fr=ce have already ex
hausted'their quotas of drawing rights on Belgium and have been forced 
to resume gold and dollar payments to Belgium or curtail Belgian 
imports. The OEEC plans study and improvement of the payments 
agreement this spring. 

If the further recovery antieipated by June 30, 1949 is a<!liieved, 
industrial output in fiseal 1949 will be 20 percent ab-Ove that of 1947 
and output of various a.,"l'icultmal products will e:rooed that of 1947/48 
by 10 to 45 percent. The production rates expected by the OEEC at 

10 



the end of the current :fiscal year for major industrial commodities are, 
as a percent of 1947, as follows: 

Refined oil. . . . . . . . . . . . 172 Potash . . . . . . . . . . . . . . . 129 
Lead . . . . . . . . . . . . . . . . . 193 Nitrogenous fertilizer. . . 127 
Pig iron .............. 168 Wood pulp ............ 123 
Steel . . . . . . . . . . . . . . . . . 150 Copper . . . . . . . . . . . . . . . 109 
Zinc . . . . . . . . . . . . . . . . . 145 Coal . . . . . . . . . . . . . . . . . 114 
Tin . . . . . . . . . . . . . . . . . . 100 Electric-power 
Aluminum . . . . . . . . . . . . 137 generating capacity . . 109 

Much of the increase in output will be devoted to capital formation. 
In fact, gross investment in 11 countries for which estimates are avail
able will total roughly the equivalent of $30 billion, equal to six or 
se"Ven times the amount of dollar aid that is being provided to these 
countries. Gross investment will equal about 20 percent of gross na
tional product. Consumption per person will be appreciably higher 
than in 1947 but still well below pre-war. The expectation of the par
ticipating countries regarding particular categories of consumers' goods 
is as follows : 

Consumption per person in 1948/49: 
As percent of As percent of 

1935-38 194 7 

Bread grains. . . . . . . . . . . . .. . . 90 
i\1eat . . . . . . . . . . . . . . . . . . . . . . 65 
Fats and oils. . . . . . . . . . .. . . 74 
Sugar ..................... 81 
Tex.tiles . . . . . . . . . . . . . . . . . . 80 

119 
118 
115 
110 
100 

The improvement varies g-reatly among countries. In the Bizone, for 
example, the consumption of fats and oils is expected by the OEEC to 
increase 100 percent over 1947 bt1t this will still leave consumption 55 
percent below that of 1935-38. 

Much of Europe's recovery in 1948 is directly attributable to Ameri
can aid-to the food, raw materials and other goods, the purchase of 
which was financed with aid funds. But Amedcan aid did more than 
this. It stimulated self-help of a magnitude many times greater than 
the amount of aid given; it encourage_d renewed efforts to institute fiscal 
and monetary reforms and ,to increase production and expand intra
European trade; and it strengthened the effectiveness of mutual help 
and cooperation among the participating countries. 

Perhaps the most important achievement of the American aid pro
gram is that it induced the European countries to embark on the co
operative efforts that are essential for recovery. Coming as they did 
at the height of a :financial emergency, the first operations under the 
ERP naturally centered on the provision of American aid and its 
distribution among countries. But as the OEEC grew in strength, 
the degree of cooperation in Europe steadily increaaed. The work of 
the OEEC in drawing up the 1948/49 program and the establishment 
of the Payments Plan have already been discussed. The OEEC's pre· 
liminary analysis of the long-term country programs is a remarkable 
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act of constructive sell-criticism, out of which may emerge a truly 
integrated program of economic development. It is activity of this 
type whfoh holds the real promise for Western Europe's eventual 
recovery. 

B. THE SECOND PHASE OF RECOVERY 
To justify the aid program for the· coming fiscal year, it is not 

only necessary that the European countries show a record of good per
formance in 1948/49, but also that their policies should be such as to 
make recovery attainable by mid-1952. By that time, the European 
countries must balance their international accounts without extraor
dinary assistance. To accomplish this, they must effect major 
structural changes in their economies. 

At the close of the war, the most pressing task for the countries of 
Western Europe was one of relief and offsetting the immense wartime 
destruction and the large arrears of maintenance and replacement 
that accumulated during the war. The production records of industry 
and agriculture up to the present time testify that, despite setbacks 
such as occurred in 1947, great progress toward reconstruction has been 
made . .Although arrears of maintenance and replacement have not yet 
been made up, transportation has been restored, industrial production 
is above pre-war levels except in Western Germany, Greece, and Italy, 
full employment exists in most countries, and there has been a substan
tial improvement in intra-European trade. Reestablishment of financial 
stability has been achieved in many countries, but remains the out
standing problem in others. While this first phase is by no means com
plete, the Western European countries are now in a position to under
take the even more difficult and complicated task of expanding and 
modernizing some industries and withdrawmg resources from others 
in order to adjust to the basic changes which have occurred in the 
world economy. c ·: 

Europe's difficulties have not arisen enti'r€fy from the war. For years 
before the war, the export industries of .Europe were losing markets 
to newer or more efficient producers in other parts of the world. West
ern Europe was able to maintain its traditional living standards o~y 
because it possessed a large income fiom foreign investments and sub
stantjal "invisible" earnings and because jt could buy its imports of 
food and raw materials cheaply from the outside world. The war has 
deprived Western Europe of much of its investment income from over
seas and has worsened its terms of trade with the primary producing 

-countries. Changed political conditions have deprived Western Europe 
of many of its more important markets .and sources of supply in East
ern Europe and the Far East. Throughout the world, it faces more in
tense competition with the industrial products of more recently indus
trialized countries, notably the United States . .At the same time its 
population has increased by 20 !pillion since 1938 and its requirements 
for imported foods and raw materials are correspondingly increased. 
If Europe is to overcome these handicaps and become self-supporting 

in the post-war world with anything like its pre-"\Var standard of living, 
basic changes must be made, as the OEEC points out, to adapt its 
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economic structure to its new trading position in the world. It must 
modernize its old industries and create new ones. It must improve its 
production nnd management techniques, and pay greater attention to 
product design and new product development. Increases in consump
tion which would be at the expense of exports or capital formation and 
which could not be supported unaided in mid-1952 must be discouraged. 
Investment must be stimulated in those fields where it will contribute 
most and soonest to the ·balancing of Western Europe's external ac
counts. FinalJ.y, there must be a vigorous drive for new markets for 
European exports, especially in dollar areas. European producers must 
adapt their products to the needs of those markets; they must build up 
adequate sales organizations and every effort must be made to stimulate 
imagination and resourcefulness in sales promotion. 

The nature of the problem precludes any simple formula for suc
cess. So long 3£1 conditions of :financial and monetary instability prevail 
in Europe, the shortage of dollars and the lack of balance in interna
tional trade will persist. If earnings from abroad are to be raised to a 
satisfactory level, Europe's exports will need to be widely diversified 
and its attractions as a cultural and tourist center fully exploited. 
Greater emphasis on the development of overseas territories will bring 
not only the advancement of colonial populations along with that of 
the mother countries, but in addition will provide new sources of supply 
for Western Europe and new outlets for European goods. The overseas 
territories can become major dollar earners if additional exports, es
pecially goods of the kind that buyers in the United States desire, can 
be developed to the mutual benefit of the dependent overseas territories 
and of Western Europe. 

In its Interim Report on the long-term program, the OEEC has done 
a signal service in urging the European countries to move as rapidly as 
possible from the physical reconstruction phase to the readjustment 
phase of recovery since time is short and the recovery process is ex
pected to be completed by mid-1952. It has stressed that the attain
ment of external balance, particularly with the Western Hemisphere, 
is of first importance and that other desirable objectives may have to 
be postponed. Consequently, the OEEC has warned the participating 
countries that they may have to be content with little or no increases 
in their standards of living by 1952/53 if they are to achieve external 
balance. The OEEC itself believes that most countries will be fortunate 
if they are able to achieve by mid-1952 a general standard of living 
at best only 5 or 10 percent below their pre-war standard. 

The problems of adjustment now confronting Europe include ques
tions of money and finance, production and investment, trade expan
sion, overseas territorial development, consumption levels and the 
distributive system, and further measures. of economic cooperation. 

1. Monetary and Financial Policies. 

Both the ECA Act and the bilateral agreements concluded between 
the ECA and eaeh participating country stress the -attainment of mone
tary stability in the participating countries as one of the major pre-
requisites for the suecess of the program. This view is fully shared by the 
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OEEC. It is generally realized in Western Europe that the participa
ting countries will not be sueeessful either. with their produc.tion ol' 
their trading plnns unless i;iseal and credit policies are adopted which 
will remove the threat of in:fiation. 

At the present time, several of the more important European coun
trie,s are in a state of open or suppressed inflation. In the second hal:f 
of 1948, the price level in France rose at a rate whieh made it extreme
ly diffioolt :for that country to improve its international trading posi
tion. In the Bizone, the currency reform of July 194.S and other efforts 
to achieve price stability had substantial beneficial results but, unfor-

- tunately, new inflationary forces have since developed. In countries 
such as the ·united Kingdom and Norway, strong inflationary pres
sures exist but, because of direct price eontrols, subsidies, rationing, 
and the allocation of conunodities, they find vel'y little reflection in 
eommodity· prices. Both kindl! of inflation increase the demand for 
imports. Jiforeover, suppressed iu:fiation diverts resources to· non-essen
tial and non-productive uses and open inflation diminishes incentives 
to export. Thus :financial instability of either kind aggravates Europe's 
difficulties and makes a satisfactory solution of European problems 
impossible until it is removed. 

'.l'he budgetary and monetary weaknesses of most European countries 
appeared as a direct consequence of the war and its aftermath. Budgets 
are burdened with heavy reeonstruction expenditures and with heavy 
investmei;it programs designed to increase produotive capacity. Inter
national tension prevents a eut in defense programs. While the demands 
on the national budgets have been increa.sing, the ability to finance 
them through taxation ~d borrowings from p'!'ivate savings has not in
creased correspondingly. It is unfortunate that some of the European 
governments :find great difficulty in undertaking the unpalatable meas
ures in the field of taxation and credit control necessary to achieve 
monetary stability, or to restore the effeetiveness of their tax adminis
trations. 

Unlike other problems facing Europe, the establishment of monetary 
stability is a matter largely within the contl'Ol of the individual gov
ernments themselves. .As soon as this problem is tackled aggressively 
and courageously, inflation can be brought under oontrol in those coun
tries in which it now is a basic problem. Otherwise, the continued pro
vision of United States aid may well act as a subsidy which allows 
governments to delay the reforms necessary for achieving a statw! 
of self-support. 

The proper use of counterpart :funds can be an l:mportant factor in 
assisting participating countries to control inflation. However, the coun
terpart funds can only be used effectively as an anti-inflation weapon 
when they form a part of appropriate general fiscal and monetary 
policies adopted by the participating countries. The action taken with 
respect to the use of counterpart funds must vary from eount:l"y to 
country depending upon economic. circumstances. In the case of France, 
the ECA agreed to the release of counterpart funds at the same time as 
the French Government undertook on it:s own initiative to work out 
plallll to reform its tax strneture and to keep governmental expendi-
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tures within non-inflationary limits. It is too early to say whether 
stability will result, but the French Government is doing itll best to 
aclli.eve monetary stability in exceedingly difficult circumstances. Italy, 
on the contrary, is no longer suffering from inflation, but it is feared 
that unless certain monetary and tax reforms are undertaken, recovery 
might again be retarded by a N;ll.ewal of the inflationary pressure e..-.;:
perieneed in 1947. Consequently, the ECA has agreed to the Italian 
proposal to use eoUllterpart funds for :financing the cost of recovery 
projects while at the same time the ECA. has encouraged the Italian 
Government to undertake needed fiscal reforlll8. Another e:E:ample is 
the United Kingdom where inflationary pressures are progressively re
duced by using the eounterpart fund for the retirement of a portion 
of the national debt held by the Bank of England. 

2. Trade and Exchange-rate Policies . 

An increase in production, altliough essential, will not by itself 
balance Europe's international accounts by mid-1952. It is important, 
therefore, that the Em·opean countries adopt the positive trade policies 
which are needed to secure permanent ma1·kets for their exports. 

While export markets depend iu part on conditions beyond Europe's 
control, there is, nevertheless, much that ean be done to create and 
capture markets. Many European producers tend to ding to the tra
dition of letting then· goods sell themselves and they do not pay enough 
attention to designing their products £or the particular markets in 
which they hope to sell them. Moreover, many European businessmen 
and, in some eases, their goYerruuents seem more inclined to seek pro
tected markets than to face the adjustments necessary to meet com
petition. 

AB a result of its analysis of the long-term plans of the European 
countries, the OEEC eoneludes that Europe and it!: ovel'SOOS territories 
can only solve the dollar problem by meeting competition and selling 
more in the dollar area itself, rather than by :resignedly turning to soft
eurreney areas and l1oping that somehow sueh eurreneies will be con
vertible into dollars. OEEC's eonelusions on this subject are worth 
quoting from im Interim Report on the European Reeovery Program: 

"Unles.s Europe's competitive power ean be made much stronger 
than it is now, these estimated exports to the United States will not 
be achieved. If enough vigour is applied, the estimates might be 
exceeded. Western European exports of manufactured goods to 
the United States are only 1 % of the total United States market for 
manufactures, so that the opportunities are very considerable-and 
the response to a vigorous trade policy may be much larger than in 
markem which are already largely supplied by Western European 
expo:rtera. It is in this market that is to be found the greatest op
portunity for an expansion of the exports of Europe's very high
quality produce. "-Section. 215 

"It has already been estimated that it is within Europe's power 
to increase its e;x:port earnings very cionsiderably above those which 
are likely to be obtained on present policies ... Western Europe 
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can regain the markets lost-and win new ones. But a start must 
be made at once; al!d the goods must be competitive. European man
ufacturers must compete in quality, in service, in promptness of 
delivery, in attention to the needs of customers, in price . . . .An 
·expansion of exports of the magnitude required can be achieved only 
by some restriction of Europe's demands, whether for investment or 
consumption, for the goods it is able to produce. Careful reexami
nation of the investment programmes is needed. No great advance 
will be possible without.control of inflation. "-Sections 259, 260, 261 

It is not necessary for each of the participating conntries separately 
to achieve an exact balance in its account with the Western Hemisphere 
for the group of participating countries as a whole to become indepen
dent of external assistance. However, it is necessary for every country 
individually to make the greatest possible contribution toward an ulti-
mate general balance by efforts to expand its exports to the dollar area~ ·• 
Western Europe can never become self-sustaining if each country plans 
to balance its external accounts by earning a surplus with its neighbors 
which it then expects to convert into dollars to cover its deficit with 
the Western Hemisphere. The OEEC Interim Report shows that this 
danger is a real one; the participating countries, with but two excep-
tions, show a deficit with the Western Hemisphere in their balance of 
payments for 1952/53 which in many cases is to be offset, at least in 
part, by a sUl'plus with the other participants. It would be quite un-
realistic for any participating country to assume that, by that time, 
it will be able to cover any substantial dollar deficit by this meallS. 

Nevertheless, the structure of the world economy simply will not 
permit a solution by the bilateral balance of each European country's 
trade with every other country in the world without wasteful and un
necessary diversion of trade from economic channels. Some participa
ting countries, . especially if their dependent overseas territories are 
included, can become net dollar earners, at least on a moderate scaJe. 
Their position can ease that of other countries that cannot po$ibly 
balance their dollar accounts directly. Quite aside from the participa
ting countries, it is to be expected tl).at certain areas will again become 
net earners on a sizeable scale, as Southeast Asia was before the war. 
The West European countries will have to develop a trade surplus 
With such regiollS so that their accounts may be balanced through 
triangular trade relationships. The results cannot be achieved in a 
world in which bilateral b:ilancing is the rule. While it may not prove 
possible for some time to attain widespread currency convertibility and 
the removal of trade restrictions, maximum progre$ in these directions 
remains an objective of United States :foreign economic polfoy. 

9ne of the present difficulties of intra-Eill'opean trade is that tha 
payments plan is superimposed on the existing system of bilateral 
agreements. It is essential to a permanent revival of European trade 
on a multilateral basis that strenuous efforts be made to revise and 
improve Eill'opean trade agreements and to move :from the present 
payments mechanism toward a more permanent system of automatic 
multilateral payments. 
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Inconvertibilty and over-valuation of 6urren6ies also mean. that 
exchange rates and prices depart considerably-from ·those that would 
prevail in a multilateral trapi:ng system. The OEEC and the ECA 
have ab:eady interested themselves in some of the more urgent price 
probleIIlll because the expansion of trade is hampered at present by the 
high prices charged for coal, steel, and ot11er essential commodities by 
some of the principal exporting countries in Europe. 

The problem of export prices and markets is, of course, intimately 
related to exchange rates. A devaluation of many European currencies 
with respect to the dollar ls one of the steps which Jll:ay be necessary 
during the course of the program to reduce the participating countries' 
deficit with the Western Hemisphere. Excllange rates should be such 
as to make it profitable for produeers to sell more and more goods 
abroad, partieularly in markets where they can earn dollars or cur
rencies freely convertible into dollars. 

The same degree of adjustment with respect to the dollar would 
not be required for all of the currencies concerned. In fact, appropriate 
adjustment of rates among such European currencies would assist the 
growth of ·intra-European trade and facilitate the establishment of 
equilibrium among the participating countries. Whether these adjust
ment1! are accomplished one by one or through a siniultaneous change 
in the values of several European currencies, they should look towa:cd 
a common objective. The objective is the creation ultimately of a solll!-d 
structure of i·ates. 

It is :ceeognized that currency dep1·eciation may increase domestic 
prices, and consequently internal costs, at a time when inflation threat
ens to retard production. In general, therefore, devaluation should not 
be undertaken until a reasonable degree of internal monetary stabill.ty 
has been achieved. Such stability must be achieved mainly by appropri
ate fiscal and credit policies, but in certain cases might also be facili
tated by a modification of the existing exehange rate. In th~ long run, 
rigid adherenee to present exchange rates is no solution and may, in 
ee11;ain eases, interfere with the aehievament of general monetary 
stability by making the domestfo market more attracitive than foreign 
markets and thereby increasing the country's external deficit and con
tributing to a loss of monetary reserves. Countries suffering from 
strong inflationary pressures are therefore faced with a dilemma which 
can only be resolved by a vigorous and steady attack on all of the 
basie causes of monetary instability. 

Unilateral action toward more liberal trade policies and practices 
is difficult fo:c individual countries to nndertake in the present state 
of European recovery. Cooperatfon is essential if actions are to be 
effective. In addition to the traditional methods o:f cooperation, there 
are welcome signs that the participating countries are exploring new 
devices for creating freer trade in Europe. The proposed economic 
union o:f the Benelux countries is in an advanced stage of negotiation. 
France and Italy are endeavoring to work out a customs union, and 
diseussiom:i about a eustoms union have recently begun among the 
Scandinavian countries. Nevertheless, disparity in the degree of 
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monetary stabilization presents a real impediment to the immediate 
achievement of the closer type of economfo union, as distinct from 
customs or tariff unions. 

3. East-West Trade. 

The EC.A has always believed that European trade ea.nnot be brought 
satisfactorily into balAnee without a. coruliderable expansion of trade 
between Ea.stern and Western Europe. The East of Eul'ope has been 
a. traditional oopplier to the West of coal, timber, grains, -and other 
raw materials, and the West has traditionally supplied the East with 
industrial products. The series of trade agreements between the coun-
tries of Eastern and We.stern Europe is an indication that both areas ' 
are interested in increasing the volume of trade. It is estimated that 
the share of Eastern Europe in the total trade of Western Europe was· 
only 5 pel'eent in 1948 as compared with 10 percent in 1938. However, 
the real significance of this trade was greater in 1948 than the pl'Q· 
portion would indicate, since it enabled \Vestern Europe to obtain im-
ports of vitally needed commoditiee, mostly in e.'i:change for its own 
exports. 

4. Overseas Development . 

.As the difficulties of achieving balance in the international accounts 
of the European countries have become more apparent, increasing 
attention is being given to the development of the dependent ovemll!l!I 
territor;ies of the partieipating countries. In these territories,, there 
are still ya.st unexplored resources which can contribute greatly fa 
the advancement of the native populations and to European recovei-y .. 

The overseas territories can serve as new sources ·of supply for 
the European countries and can provide new markets for their prod
ucts. They are potentially one of the moat important and stable dollar 
earners, possessing considerable mineral resources for which there will 
be an ever-increasing demand in the Western Hemisphere. The ERP 
investment program should contain a substantial share for these areas 
and should include the same kind of coordination as is required for 
the r~storation of the European. economies themselves. This noocssarily 
implies that there should be equal opportunities for trade and invest
ment in the dependent overseas territories open to all participating 
countries. 'l'he OEEC has already given some attention to the question 
but so far no coordinated plarui have been developed. 

5. Investment and P.roductiori,. . 
.. • • • ~; -1' 

The increases in production on whfoh the whole rooovecy program 
depends are expected to result in large part from heavy eapita.1 invest
ment by the European countries during the ERP period. However, 

' the results of expanding industrial capacity for both primary products 
and :finished goods will not be felt :immediately to any colllliderable 
extent. On the average, the partfoipating countries expect to devote 
about 20 percent of their gross product to :investment, of whieh a 
part will be in their overse!"S territories. The objective of ·this invest
ment program is not only to restore the damage done by war and to 
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make up for years of deferred maintenance and :replacement, but also 
to modernize and improve the whole structure of European industry. 
Largely as a result of this investment, the productivity of labor is ex
pected to increase by about 15 percent during the next four years. 

The European countries do not expect that private savings will be 
sufficient to finance their investment programs. Many of them foresee 
the need to supplement corporate and individual. savings by a budget 
surplus if private investment programB are to be executed without 
in:flationary effects. Others plan to cover most of their total investment 
out of current governmental revenues. It is possible that some of the 
national investment programs, as they are now drawn, will place too 
great a strain on the fiseal systems and .will therefore result :in infla
tionary proosures. The feasibility and success of the investment pro
gram depends on the willingness of the Europeans to impose on them
selves fiscal policies that are consistent with the goals that have been 
set. 

Should inilationary pressures become too serious, it may be necessary 
to revise and in some eases to curtail investment plans and to adopt 
appropriate fiscal and credit policies. The aetual investment realized 
under conditions of iDilation will be quantitatively and qualitatively 
of less value than that which could be aehleved by more modest pro
grams in a stable financial situation. 

There a.re important fields where the European eountries can in
crease their productivity without resorting to heavy investment. For 
instance, production can be increased in many cases by repairing and 
adapting existing equipment. .A.grieultural output can be raised with
out great capital outlays by better management, increased use of fer
tilizer, and similar means. In some cases greater specialization within 
the European area may promote efficieney. Finally, it is quite possible 
that the totil export goal of W eatern. Europe could be more easily 
reac!:ted with a greater diversifteation of production than is now 
planned. This would involve greater emphasis on :finishing industries 
and small-scale est.ablishmentll. A very considerable e:fl'ort should be 
made by the participating countries to improve their overseas market
ing organizations and to develop new products which will meet the 
needs o:f their customers and which can be competitively priced. 

That there are ser:ioua anomalies among the individual national in
vestment programs is not open to doubt. The OEEO Textile Commit
tee has concluded that i:f all the countries carried through their plans 
to increase textile capacity, it would be practically impossible for them 
to sell their products at satisfactory priees. Similarly, the plans for 
the steel industry, the fishing industry, and oil refining are all unco· 
ordinated and may be excessive. I:f the anomalies that now appear: in 
the investment prog:t'ams were eliminated, the reduetions which might 
be necessitated by inflationary pressures could be achieved with maxi
mum benefit. Such a screening of investment plans requires a deter
mined effort in order that the limited resources of OEEC eountrie!J 
shall not be wa.st.ed. 

The policies required to aceompl:ish the sooond phase of the i-eeovery 
program emphasize the need for cooperative effort in the future. The 
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OEEO is beginning comultation on the investment programs for West
ern En.rope and will press for the adjusti;nents that are needed fu the 
European trading pattern. 'After the determined action that the OEEC 
h&s been able to take du.ring the first trying months of its existence, 
there is good reason to expect that it will prove to be an effective in
strnmertt for European. cooperation. 

While primary responsibility for coordinating the recovery policies 
of the participating countries must rest with the OEEO, the ECA has 
special opportuuities for encouraging cooperation among the European 
countries. While the ECA canliot and should not expect that the mere 
provision of aid entitles it to prescribe the policies that Europe should 
follow, it can administer its aid program in such a way as to provide 
positive incentives :for the attainment of a workable economic system 
in Europe. Nevertheless, the ECA is oonvinced that European reoove:ry 
cannot be achieved by virtue of the mere reeci.Pt of dollar aid. While 
.American aid is an indispensable pa:i:t of the European Recovery Pro
gram, it is only a part. The contribution of Europe to its own reeovery 
must be immeasurably greater than the assistance which this country 
is able to provide. 

C. SUA1MARY OF PROGRESS BY COUNTRIES 

The analysis of recovery progress has thus far been devoted to 
examining ~he situation of Western Europe as a whole. The evidence 
t1f genaral progress that is there presented is substantial; even more 
impressive testimony may be had by examination of the :i:esults in 
individual countries. 

First, however, it will be useful to identify certain typical situations. 
and problems whieh are common to many of them. The several coun
tries are in diffe:i:ent phases of recovery. The im:paet of the war took 
varying forms. There are considerable differences in the means they 
have chosen to achieve reeovery. Consequently, the situation of each 
country is unique, as is the spe<lial combination of eireumstances in 
that country that makes outside assistance necessary. 

Nevertheless, there are certain patterns that recmr. The situations 
of all o:f the countries may be more readily understood in terillS of 
a comparatively few major problems or circumstances. It would 
be a dangerous over-simplification to identify a single leading ca,use 
in the ease of each eonntry to which its present economic troubles 
can be assigned. But it will be possible in discussing most of the 
countries to characterize the economic situation of each in terms of 
the standard patterns that may be obset"Ved in Europe. 

Four sucll patterns may be usefully distinguished. First, in a few 
countries, what has been described 11.bove as the first phase of re
covery is still far from complete, and the pressing economic problem 
is that of b:i:inging production and trade closer to pre-war levels, 
maintaining at least a bare minimum standard of living, and achiev
ing or maintaining internal financial stability. Jn these countries 
the problem is still largely one of production, repair, and rehabilita
tion. lt has hardly yet been possible for them to make a start on the 
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structural adaptations of their economies -that are necessary if they 
are to become self-supporting in the post-war world. Greece and the 
Bi.zone are among the countries in which this pattern is probably still 
predominant, though it is probably giving way rather rapidly to ·an
other in the case of the Bizone. .As the mention of these two examples 
stlggests, the persistence in certain places of this pattern. which was 
typical of all the West Emopean countries in the immediate post-war 
period, is associated with special political circumstances which have 
retarded or prevented the achievement of domestic and political 
tranquillity. The countries in which this pattern is predominant are 
the ones least advanced along the road to recovery. 

Second, in a number of countries whfah are much further along 
in their progress toward recovery, and in which the first phase is 
'Virtually eomplete and the second well started, a very different 
pattern emerges. Typically, these are countries in which a strong 
and effective government administration either has been re-estab
lished as in Norway and The Netherlands or was never impaired 
during the war, as in the United Kingdom. In most of them, there 
fa a high degree of unity of purpose. On the other hand, most 
of the countries in which this pattern obtains have to achieve quite 
major structural economic changes in order to become self-supporting 
and are permitting and encouraging an extremely high rate of eapital 
formation as a means of so doing. This high rate of eapital forma
tion is the clue to their situation at this time. Heavy capital invest.. 
ment, whether in private enterprises or in public undertakings, is 
inflationary. The attempt to contain inflationary pressure explains 
the other· elements of this economic pattern, in particular the ex
tremely high rates of taxation and the extensive use of direct eco- . 
nomie controls. 

·Third, the eeonomie situation of several countries is beginning to 
be dominated by a problem which will booome the major preoeeupa
tion of most of the participating countries as recovery moves forward. 
It is not that of the first phase, of bringing production and trade 
13omewhere near pre-war levels, nor that of modernization, reequip
ment, and the creation of new industries. It is rather the problem of 
the trading position. .At least two and perhaps three of the par
ticipating countries are within sight of aehieving over-all balance 
in their international accounts. If all goes well, they should be able 
a year from now to sell abroad enough goods and services to pay 
for all that they need to import from abroad. But, typically, these 
countries will be able to balance their over-all trade oociounta only 
by having a trade surplus with other European countries as large 
as their trade deficit with the Western Hemisphere. Belgium and 
Ireland are the countries for whiah this problem is probably the most 
acute. Ireland must import animal feed from the Western Hemi
sphere, and Belgium must import food and raw materials. Ireland's 
markets are almost entirely within Europe, and Belgium has never 
been even close to balaneing its own trading deficit with the Western 
Hemisphere except by converting its surpluses with European coun
tries into dollars. Their immediate need is for a continuation of 
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this arrangement or some equivalent thereof. In the longer run 
their problem is one of adaptation. 

Finally,. there are at least two of the participating countries in 
'which the dominant economic problem takes none of these forms 
but where the basic need is for economic development. Turkey is 
perhaps the clearest example. GTeece will graduate into this group 
when the civil war is at an end and the recurring threat of infla
tion is :finally over. 'Wherever the need :for development is a. major 
part of the problem, it is significant that the development within the 
country will be of help to recovery in the other participating countries 
nfl welL 

In applying these patterns to the individual partieipating coun
tries, it roust always be remembered that a single pattern rarely 
fits neatly all the elements of the situation. The Bizone is still in the 
first phase, but recovery is proceeding rapidly and the character of 
the problem may soon change. The economic situation in The 
Netherlands is largely determined by a heavy investment program, 
as it is in Norway, but The Netherlands trading position is quite 
similar to that of Belgium and, as The Netherlands comes closer to 
balancing its over-all foreign trade, it will encounter the problem of 
converting a surplus in trade with Europe into dollars to cover a 
dollar deficit. In Belgium, on the other hand, where the trading 
position is today the dominant problem, the need for heavy domes
tic capital formation may soon come to overshadow it: 

In two major countries, France and Italy, the situation is par
ticularly c<>mplex. France h.as made notable progress since the war 
with a heavy investment pi:ogram, the Monnet Plan. In this sense, 
it is well into the second phase of recovery. But in the meanwhile, 
inflation has not yet been brought effectively under eontroL Italy is 
a startling contrast. There the post-war inflation was so dras
tically curbed and broken that a business depression ensued from 
which Italy is only now recovering. This internal deflation, among 
other circumstances, has impaired capital formation. Thus, Italy is 
a country that has solved its problem of internal :financial stability 
but has scarcely made a start with the structural adaptation of its 
economy. 

In the discussions of the progress of recovery in the individual 
eoUlltries which follow, there will be frequent references to sucl1 of 
these patterns as apply to the country under consideration. 

1. Austria. 
Ths difficulties faced by .Austria in establishing a self-supporting 

economy began at the end of World Wax I. Until 1918, .Austria was 
the key component of a well-balaneed, large economic umt; independ
ent .Asutria became a $111all i>epublic which could neither supply 
its own :food requirements and raw materials nor consume the products 
of its industry. After a tremendous struggle and period of' adjustment, 
Austria had just about overcome its e\lOnomic unbalance in 1937, the 
year before the Anschluss. Since then the situation has been greatly 
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aggravated by the problems stemming from World War II and by the 
continued four-power occupation. 

Lacking su:ffieient eapital to expand production to pay for neeesS"ary 
imports, and hampered in its search for markets by trade barriers, 
Austria systematically exploited its natural resources, and attempted 
to maximize its invisible receipts. .Austria became one of the best
favored vacationfa.nds, attraeting a large number of tourists. Capitaliz
ing on its central European location, Austria developed considerable 
income from trade and traruiit traffic. By 1987, the deficit on mer
chandise acco1mt wa!! almost balaneed by income from tourist aervie€s 
and revenue from assets retained in the countries which were formerly 
part of the Austro-Rungnrian Empire. 

In March 1988, .Augt1ia was annexed by Germany and its economy 
integrated with the German economy. Some lasting economic gaim 
resulted, but the emphasis on war production collSiderably unbalanced 
industry and arrested agricultural development. . 

The war resulted in widespread damage. With the surrender, Auatria 
was left with a disrupted political structure, a prostrate economy, 
and with no foreign MS'ets on which to base a new start. This was 
aggravated by removal of plant and equipment by the Soviet forces 
after the war ended. . 

During and immediately after the war"agrfoulture suffered heavily, 
and start~d to improve only with the beginning of United States aid. 
Even now domestfo produation covers only 55 percent of ourrent 
corislimption. From the very low post-war levels of 1200 to 1500 
calories per person a day, the basic ration has risen to 2100 oafories, 
though average non-farm consumption, including supplemental ra
tions and unrationed foods, is about 2500 calories. 

From a virtual standstill in 1945, industrial progress in 1946 was 
slow; in 1947, .Austria's industries began a gradual recovery. 

In 1948, ERP aid gave the Austrian economy a major impetus. The 
Austrian request and aid being made available in 1948/49, as well 
as the request and the ECA estimate for 1949/50, are summarized in 
the following table: · 

Austrian request for gross dollar aid 
OEEO recommendation of gross dollar aid 
EGA estimate of grolll! dollar aid 

1948/49 1949/50 
(In millions of dollars) 

339.3 217.0 
217.0 • 
215:2 197.0 

• Natlonlll submi..tons !or 1949/50 not yet revtewed by the OEEC 

The net ERP aid to Austria in 1948/49 will be $278.7 million. 
As a result of this a.id, industrial progress during 1948 was very 
substantial. Industrial production rose from' 44 percent of the 1937 
rate during :Marah 1947 and 62 percent during December 1947 to 
98 percent by October 1948. ' 

This deg:ree of recovery was achieved in the faee of very consider
able political diffi.eulties. Although rega:rded as a liberated nation 
with a funotioning government of its own, Austria remained under 
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quadripartite occupation. Basfo differences of policy between the 
Western Powers and the Soviet Union have made it impossible to 
conclude an Austrian treaty which would enable that country to 
enjoy full freedom of action in dealing with its economic problems. 
Moreover, an important part of Austr:\a's economic assets, par
tfoularly petroleum, fa under Soviet control. 

Despite the improvement in industrial production which hali been 
achieved since the summer of 1947, .Austria's foreign aeeounts remain 
badly out of balance. While income from transit traffic and tourism 
may be expected to recover, .Austria's foreign investments have been 
lost almost completely and other invisible earning power hBB been 
greatly diminjsbed. Requirements :for essential imports o:f food, fuel, 
and raw material remain well in excess of the present export po
tential, in spite of the fact that exports in the first nine months o:f 
1948 were at more than twice the 1947 rate. 

During 1948 the ERP has provided :fuel and raw material, without 
which .Austrian industry could not operate, and the capital goods 
needed to initiate the long-range investment program. Fuel and 
raw-materials imports have permitted a sharp and steady improve
ment in industrial production during the past year. The investment 
program will, of course, take longer to become effective but it is 
prerequisite to Austria's acliievement of self-support. 

2. Belgium-Luxemburg. 
EC.A. aid to the Belgium-Luxemburg Economfo Unfon seeks to en· 

able it to contribute mo:i:e fully to the recovery of other participating 
countries by maximizing its sales to them of scarce goods sucll as steel, 
ooal, and coke. In return for extending drawing rights to other coun
tries, Belgium receives an e\l_ual sum in dollars with which to pay for 
its own imports from dollar areas. 

Belgium-Lu;:emburg has made progress both materially in produc
tion and consmnption and administratively in attaining :nio11efafr · 
stability. It has been able to eliminate most direct governmeh¥'elfn
trols over the economy. Fortunately, Belgium-Luxemburg is not "6ur
dened with major problems of physical :reconstruction or of over
eoming wartime losses of foreign assets to the same extent as some 
other participants. This is not to imply that the post-war problems 
and difficulti.es of the two countries are now solved or are no longer 
of importance. Such could not be the case for an area so dependent 
on trade with the rest of Europe. 

Ont of the total aid of $250 million recommended by the OEEC for 
1948/49, $207.5 million is in the form of conditional aid and is to be 
matched by Belgian net exports to other partieipating countries. Thus, 
the total amount of goods available to ~elgium-Luxemburg will not be 
J:llduced by conditional grants; for every import from the Western 
Hemisphere paid fo:r by the United States there must be a oorresponding 
export of Belgjan goods to other participating countries. Belgium, in 
eil"eot, earns its dollar assistance by suclJ. exports. . 

Belgium-Luxemburg receives real assistance through suclJ. conditional 
grants. Participating countries no longer posseas substantial gold or 
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dollars of their own which Belgium can earn by the sale of its exports 
and, consequently, Belgium would not have dollars with which to 
£nance its purchases from the Western Hemisphere. Conditional aid 
enables Belgium to excllange its traditional export BUlJlllliles, such as 
steel, for its traditional import requirements, sncli as Western Hemi
sphere foodstuffs and_ I"a.w materiab. 

Belgium also has the problem of increasing capital investment to 
.permit a long-delayed expansion of public works and a rehabilitation 
of indlliltrial planra. Belgium wants to :finance this investment without 
a corresponding inflationary inoreas:e in money supply. . 

The Belgian authorities: have placed primary reliance upon ~ in
crease in savings and revival of the private capital market as the 
means to this: end. In recent months there have b-een enoouraging in
dications that this hope was being fulfilled. It. is possible, however, 
that without more positive action by the Government tlie volume of 
savings will not support an adequate investment program. Belgium 
rightfully prides itself Oll. its free enterprise system, which it so suc
cessfully maintained through the immediate postwar adjustment period, 
and will be reluctant to invoke direct oontrols. The alterna_tive, whiel_i 
ia wholly consistent with frei; enterprise within the country, would be 
to use the weapons of tax policy and, possibly, exchange control to 
divert more domestic resources and foreign exchange away from con
sumption and -make them available to finance capital formation. 

To date, the EC.A loan of $57_4 million has helped with the Jlroblem 
of ca}}ital formation. But most of the ECA aid to Belgium is in· the 
form of conditional grants. Thu.~, its main function is to allow Belgium 
to earn in Europe the dollars to pay for imports from the Western 
.Hemisphere. 

The totals of the first two annual programs ·are summarized in 
the following table: ' 

1948/49 1949/50 
(In millions of . dollars) 

Belgium-Luxemburg request for gross dollar aid 358.2 250.0" 
OEEC recommendation of grosi; dollar aid 250.0 1> 

ECA estimate of gross dollar aid 247.9 200.0 

a Minimum request;; maxlmum asked was $400 million. 
• NationM submissions for 1949/50 not yet revlewe<! by OEJ!'.O. 

During 1948/49, Belgium-Luxemburg ia to extend $218.5 million of 
drawing rights and to receive $11 million, making a net exten
sion of drawing rights of $207.5 million. Net ERP aid for 1948/491 
therefore, is estimated at $40.4 million. 

3. Denmar~. 
Almost wholly lacking in ·important natural resources, Denmark 

achieved before the war a balanced economy by processing imported 
raw materials and advantageously disposing of the furlshed produats 
in the world market. This equilibrium was destroyed by the war and 
its aftermath. 
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The Danes for decades have been engaged in processing imported 
raw materials in order to export high-quality processed foods and 
specialized equipment to pay for the imports they consume at home. 
Denmark bought abroad what it ·could not produce cheaply at home 
and sold its specialties in world markets. Danish industry and agri
culture were geared to competition in the world ma1·ket on a coot and 
quality b'asis. Butter, eggs, and bacon were the major exports; their 
largest market was in England. A world-wide market existed for 
Danish industrial specialties such as diesel engines, slaughterhouse 
and dai:ry equipment, and certain kinda of precision instruments and 
electrical equipment. By converting its earnings especially sterling, 
into dollars, Denmark could pay for its imports from the Western 
'Hemisphere. · 

.At the close of the war, De:omark immediately had to increase the 
general supply of goods. Most businessmen had been unable to main
tain their plants, and business inventories were exhausted; at the same 
time, there was a pent-up demand for con.sumers' goods. Denmark 
also had to supply faiod, sheHer, medical care, and elothing to nearly 
250 thousand German refugees, largely from the Baltic provinces, the 
last of whom have only now returned to Germany. 

In the meantime, Danish industry nnd agrieulture were at a low ebb 
and the demand for goods could not be satisfied from Danish resoures 
Denmark suffered very Utile war damage, except to its :fleet, but the 
decline in animal numbers, especially chickens and pigs, was consider
able. As a first step in restoring the eapaeHy to earn foreign exchange 
to pay :for essential imports, Denmark placed orders abroad for shlps 
and shipbuilding matel'ials and for .feed. By the end o.f 1948, the 
tonnage of the Danish :fleet was nearly as large as before the war, 
though the average age of the vessels was greater. '.rhe process of . 
building back livestoek numbers to pre-war levels was begun. as soon as 
possible but was interrupted by the severe winter of 1946/47 and the 
disasti:oua drought of 1947. 

The import pmgram in 1946 was adequate to get Denmark well 
started on the road to recovery though the inerease in agi:foultural 
production was interrupted by the drought of 1947. Indugtrial produc
tion rose from 74 pe~ent of pre-war levels in 1945 to pre-war levels in 
1946. In 1948, it was at least 22 percent above pre-war and . was 
operating at close to capacity levels. Consumer standards improved 
quickly, and consumption per person is now slightly above pre-war 
levels. 

Denmark's ability to maintain a surplus of imports over exports in 
1946, upon which Dauish recovery depended, was made possible 
primarily by a large credit from the United.Kingdom and smaller loans 
from Sweden and the ExpoJi-Import Bank. In 1947, the Bank of 
England refused to extend further credits. Imports, which had always 
been well controlled to prevent the importation of nou-essentials, were 
subjected in 1947 to· drastic eurtailment, The over-all deficit for 1947 
was only half that of 1946. By the end of 1947, Denmark had brought 
its balance of payments with the sterling area into equilibrium and 
even had a small surplus during the 'first half of 1948. The fact that 
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sterling is no longer convertible into qollars makes it impossible for 
Denmark to use its sterling earnings to cover its dollar deficit as it 
did before the war. 

The totals of fue fust and seeond annual programs are summarized 
in the following table: • 

Danish request £or 'gross dollar aid 
OEEC recommendation of gross dollar aid 
ECA estimate of gross dollar aid 

1948/49 1949/50 
(In millions 0£ dollars) 

149.9 110.0 
110.0 .. 
109.1 109.0 

•National subll11sslons !or 1949/50 not yet reviewed bs- OEEO. 

The net ERP aid for Denmark in 1948/49 is estimated at $115.9 
million. 

There is still an over-all defi<iit, however, chiefly in dollars, 'l,Vith 
the Western Hemisphere. This deficit exists even though total imports 
from all souxce.s are only about three-fouiil:ts o:f the pre-war volume. 
The Western Hemisphere defieit is due in part to the loss of the German. 
market; the United States has replaced Germany as a source o:f supply, 
but not as a market for Dacish goods. 

The inflationary threat that has persisted since the war has been 
vigorously and effectively combated by the Dauish Government. Sub
sidies have been used to hold down the cost o:f living and wage& have 
not been allowed t.o get out of hand. There have been no important 
strikes recently and existing wage contracts were renewed for a two-
year period in 194:8. While individual Danes were spending previous 
savings as well as current earnings throughout 1946 and 1947, the 
Government has consistently had a large budget surplus an,d interest 
rates have been tightened. 

Consumers are not able to choose :freely the kinds of tMngs they 
would like t.o buy with their money. A tight rationing of commodities 
like coffee, textiles and clothing has been maintained to hold down 
imports; domestically produced goods like butter and bacon have been 
rationed to increase exports. Except for the acute shortage of fuel, 
however, present consumption levels have involved little real hardship. 

Investment in agriculture, industry, and shipping has been at a 
high level. The merchant :fleet has been restored, and the :fishing ileet is 
better than it was before the war. Inventories appear to be large 
enough to permit a smooth flow of production. Net investment in 1948 
was half again as large as it was in 1946 and 1947, while the proportion 
of the net investment made possible py foreign financing has declined 
from four-fifths of the total in 1946 to two-fifths in 1948. 

Without EC.A. aid in 1948, Denmark would have :faced a serious 
economic crisis. It would have been necessary to limit imports of raw 
materials :from the Western Hemisphere so drastically that the recovery 
o:f Dauish agriculture would have been retarded and many Danish 
industries would have had to close down. Under the conditions 
prevailing at the beginuing of the ERP there is ·no reason to believe 
that DCDmark could have reeovered :from such a depression by means 
o'f her own resources. 
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4. France. 
.. ':: 

France has faeed the enol'lllous task of reconstruction and rehabilita
tion with part of its nation!ll wealth destroyed and' its productive 
capacity impaired. Further, Communist efforts to sabotage fue ERP 
have obstrnete;'l attempts to combat :inflation, and resulted in a series 
of strikes which have exacted a heavy cost in lost production. Fi
nally, the inflation has distorted the price structure, reduced essential 
production, lowered prQduetivity, absorbed export-producing labor 
and materials, and in general hindered efforts to ensure the most 
effective use of resources. 

Despite all this, the recovery achieved since liberation ha.a been 
impressive and sugge.sts strongly tliat the elements of full recovery 
exist. 

France's recovery problelllJl, antedating World War II to some ex
tent, were seriously aggravated by that conflict and its coMequences. 
The French economy of the thirties was characterized by a low rate 
of economic growth, and an under-utilization of the labor force and 
of the non-agricultural capital plant. · 

Repeated devaluation bred distrust of fue franc both abroad and 
at home, resulting in i>ome flight of oopital, and, s:ince the· end of the 
war, in a relucta:nee to part with goods in exchange for currency, and 
an 1mwillingness on fue part of French businessmen to make long-term 
plans or commitments. 

The political situation has been till.Stable. The feeling of military 
irulecurity in the years between the wars, the German occupation, 
and the international terulion of the post-'Wl!.r period have aggravated 
this problem. 

' Since liberation, France has been plagued by :inflation. There 
are a number of contributing causes which serve to maintain and 
increase the :inflationary spiral. There has been heavy emphasis on 
capital expenditures, which are necessary to maximize future produc
tion, but which result in a shift of productive resources from the out
put of con.sumer goods, thus aggravating the shortages which con, 
tribute to :inflation. Uncertainty about the future has sharply 
reduced the volume of private savings, increasing the funds available 
for cnrrent .purchases. .A. large expall8ion in bank cxedit has sup
ported inflationary inventory accumulation in some lines, as has also 
the withholding of commodities :from the market in expeetation of 
priee rises. FurtherIJ?.ore, i:nfil).tionary conditioll!l make the domestie 
market, with colll!tantly rising prices, much more attractive than the 
export market. 

The cost which such an in:Bationary situation exacts is very great. 
'l'he burden .falls heavily on the urban population, which. must buy 
its food with money of constantly declining value, and lightly on the 
farmer, who produces what he eats. It fulls heavily on the wage. 
earner, the professional cla.88, and those living on fixed incomes, and 
lightly on the upper ineome groups, farmers an.d large merehants, 
es].lecially those in a position. to make speculative profits as prices rise • 
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Successive French administrations grappled with the problems of 
i.Dflation without success until, late in 1947, the SchumaIJ. government 
made the first vigorous and realistic effort to strike at it.s :fiscal causes. 
Cessation of all inflationary :financing by the Government, a foreed loan 
from the higher income groups and the farmers, and similar stringent 
steps produced a temporary stabilization. But the measures did not 
prove adequate; i.Dflationary :financing of Govermnent expenditures was 
resumed, bank: oredit continued to expand, and in July 1948 prices 
once more began to rise. In September 1948, tl!e new Queuille gov
ernment framed a fiscal program designed to cope with the situation. 
The new measures called for 120 billion francs in taxes, mainly 
through advancing the collection of production taxes, certain feasible 
economies, and the limitation of private bank credit. Since then, 
the Government has followed its September program with even more 
rigorous plans for 1949, including tax reform, credit control, and 
a pledge to avoid any direct or indirect i.Dflationary :financing. The 
current program seems to proviue a basis on which :financial stability 
can be achieved. 

The French req11est for aid for 1948/ 49 and the amount .being made 
available in that period, as well as the EC.A estimate for aid in 1949/50, 
are S1lllllllarized in the following table: 

Fren«Ii request for gross dollar aid 
OEEC recommendation of gross dollar aid 
EOA estimate of gross dollar. aid 

1948/49 1949/50 
(In millions of dollars) 

1,114.9 890.0 
989.0 .. 
980.9 875.0 

• Nat!one.l tmbmlsslona for 1949/50 not yet revlew'1d by OEEO. 

The net ERP aid to France in 1948/49 will be $1304.2 million. 
In administering the aid program, the ECA has given every encour

agement to the adoption of a realistic and anti-inflationary financial 
policy; in particular, policies for the use of counterpart funds have been 
directed towards assuring that these funds are used only for sound and 
non-inflationary investments. 

Despite the many obstacles, the recovery of French industrial pro
duction since liberation has been impr-essive. The gross value of French 
industrial output, taking 1938 as 100, averaged 92 for the year 1947, 
and 102 for the first ha1£ of 1948. In the second half of 1948, chiefly 
oil account of the Oo=unist-inspired strikes, it fell baek to an average 
of about 99, so that the average for the year 1948 will be only about 100. 

The rate of increase in output per man-hour in French industry 
·since the war has been substantial, amounting to 20 percent between 
1946 and July 1948. The level.of outp11t per man-hour nevertheless 
remains eoMiderably below that o:f 1938. There are several reasons 
:for thil!: the first, and probably tbe most important, is the :fact that 
energy and raw-material stocks are still not always adequate to perm.it 
maximum efficiency of plant operations. Even before the coal strike, 
many French factories were unable to maintain a full weekly work _ 
schedule because of power shortage, and this has become even more 
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common sinee the strike. A seeond elqllanation is under-maintenance 
of plant and equipment during the occupation. This has not yet been 
made good, and :in many :instances the physical plant of French industry 
today is in poorer aondition than it was in 1988. Finally, inflation, 
and uncertainty ·have had an adverse effect on the efforts of both 
labor and management. 

The recovery of French ·agricultural p:roduetion sinee liberation has 
been i:cregular and is still short ·of pre-war. The area under crops iS 
noticeably less than before the war, as is apparently the ag:dcultural 
labor force. The goal of French agricultural policy is, therefore, to 
increase the mechanization of French farming and the use of fer
tilizers, and by other means to ra:ise agricultul'lll output per man and 
per hectare well above pre-war levels. Though there has been no net 
investment· in agricultural. equipment since the end of the war, there 
has been some increase in the number of tractors. Deliveries of nitrog
enous fertilizers to agriculture rose slightly above the pre-war average 
in the last :fiscal year, and are planned to be one-third above that average 
in the current fiscal year. , 

Consumption of i:mmmodities other than food was, in 1948, virtually 
as high as in 1938. But average food consumption :in 1948 was as much 
as 18 percent below 1938, if the composition as well as the caloric value 
of the diet a.re collSidered, and, since the :farm population consumed food 
at about pre-war or higher levels, urban food consumption was very 
much lower. It is also true that the distribution of real ID.come among 
economfo groups is now somewhat different than before the war, 
primarily as a result of inflation. 

On the whole, Franae has made use of .American aid to rebuild and 
to modernize its productive plant and equipment rather than to in
crease consumption of eonsumer goods. Investment in capital goods 
has been very large relative to the level of savings. Production of 
capital goods exceeded the 1938 level as early as 1946, and in 1948 was 
almost a third above pre-war. The principal emphasis has been on 
electrfo power, reconstruction of war-damaged housing, repafr and 
reconstruction of all .forms of transport, restoration of damaged in
dustrial buildings, and re-equipment of the machine-tool and petroleum 
indUJlt:des. 

Because under present conditioll? personal savings tend to be 
invested in local recolllltruction and, where opportunities exist, 
in hoarding of gold or commodities or in capital flight, by far the 
greater part of the investment in reconstruction has been govern
ment-financed. In 1947, :for example, about 80 .percent of total net 
investment was publicly :financed. Private business financing has 
been large, but it has been limited cbiefiy to self-financing out of un
dist:dbuted profits and to commercial bank credit. 

The very collSide:r:able ri$e in industrial output and the moderate 
increase in agricultural production have not been accompanied by a 
proportionate improvement in the French balance-of-payments posi
tion. This has been most immediately the :rellnlt of the inflation, which 
has restrfated exports in a v_ariety of ways. 
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Since liberation, the excess of import.s over export.s, long,characteristic 
of the French balance-of-p(Lyments position, has increased enormously, 
and a large current deficit on invisible account has appeared as a new 
adverse factor in France's balance-of-payments. The current-account 
,deficit for 1947 (in 1948 dollars) was $2,034 million. For 1948, the 
de:fibit on current account is estimated at $1,776 million. The improve
ment in the current-account position is due to the reduction in imports 
of almost $300 million. Exports were sharply reduced during the first 
half of 1948, but expanded during the latter half of the year and are 
now at a level above that of 1947. 

5. Greece. 
Greece needs peace and :financial stability. There must alEo be 

reconstruction and economic development. Without foreign aid, 
these objectives could not be attained. Moreover, the problems of 
Greece cannot be solved until the upper income groups also make sacri
fices and themselves take risks for the future of Greece. 

The solutions of these problems cannot be worked out separately 
and one at a time. Without assurance of reconstruction in Greece, 
it may be impossible to create sufficient cionfidence in the future of 
Greece to mobilize the fornes necessary to end the Clivil war and to 
maintain the will to restore :financial stability. In turn, without 
peace and financial stability, the resources of Greece are inadequate 
to pursue an aggressive program of reconstruction. 

Financial stability and recionstniction are therefore the twin ob
jectives of a recovery program in Greece. The tragic; reality, however, 
is that today, with civil war raging, the £nll realization of either 
objecitive alone would consume all of the resources Greece has at its 
disposal. This dilemma cian be resolved only if there is frank recogni
tion that reconstrucition and development may have to continue in 
Greec0 beyond 1952 and that there can be no assurance that Greece 
will be able to finance the necessary expenditures for this purpose 
without some kind of external financial assistance. With the resources 
available for reconstruction in 1948/49 and 1949/50 only a small be
ginning can be made toward the solution of the problem that lies ahead. 
Reconstruction must be pushed as fast and as far as possible; but 
it cannot be pushed in ways that will jeopardize financial stability. 
Before World War II Greece was one of the poorest countries of 
Europe, yet its people have been engaged in eight years of war that 
would have strained the resources of a stronger and richer country. 
German devastation was extensive; a large proportion of the mer
chant marine was lost ; and the occupation resulted in an enormous 
inflation. 

Liberation did not bring peace. Continued guerrilla warfare has 
impeded reciovery. It has involved maintaining an army of 250,000 
men. Furthermore, the Government is forced to care for 650,000 
refugees who have been driven from their farms by guerrillas or by 
fear of guerrillas and who now are huddled in miserable shelters on 
the outskirts of the main centers of population. The guerrilla war 
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ha~ added its toll to the destruction of villages and has limited the 
· sections of the country. in which reconstruction can be undertaken. 

The cost of supporting both the army and the refugee population 
has placed an impossibly heavy burden on the Greek budget. Despit'e 
the fact that taxes now amount to one-third of the Greek national 
income, the Government operates with a large current deficit. This 
deficit is being covere!l in part by drawing on the ~rachma counterpart 
fund which is also the only significant source of funds to pay the 
current local costs of reconstruction. ' 

The inflationary pressures to which Greece is subjected retard 
reconstruction. Private Greek capital will not risk investment in_ 
industry, takes refuge in hoarded gold or merchandise, or seeks invest
ment abroad. Capital which fled Greece before the German occupation 
refuses under present conditions to be repatriated. The urgent desire 
of Greeks to find a refuge for their savings can only be dealt with 
through a restoration of confidence in Greece. 

It would be a mistake, however, to overlook those things which 
have been done in Greece both by the efforts of the Greek people and 

·by means of foreign aid: With aid made available since the war, the 
damage done by the Germans to the transportation system and to basic 
facilities has been largely repaired. Greek agriculture and Greek 
industry have made substantial recoveries toward pre-war levels. Im
portant progress has been made in the :fields of public health and hous
ing. A large American mission, staffed with technical experts in various 
fields ranging from finance to public health, is serving in Greece. .Amer
icans retained by the Greek Government serve ill the Greek Foreign 
Exchange Control. 

With the assistance of the ECA Mission to Greece, the Greek 
Government took drastic measures to bring about financial stability. 
It succeeded in sta bill zing prices for the first ten months of 1948. 
The drastic nature of ·these measures to stop inflation may be judged 
from the fact that Greek prices had climbed until they were nearly 
300 times as hlgh as they had been before tile war. 

While the Greek Government will not be able to balance the budget 
so long as extraordinary military and refugee expenditures continue, 
improvement has been made. In 1946/47, current revenues covered 
less than 30 percent 'of current expenditures. Since that time, tax 
rates have been drastically increased and the Government budget 
for current expenditures has been cut back at various times. At 
present, r!lceipts are estimated to cover more than three-quarters of 
current expenditures and would be fully adequate to meet the ordi
nary expenses of government if it were not for the civil war. 

The wastage of foreign_ exchange upon luxury and semi-luxury 
imports has been cut to a millimum. The drachma was devalued thus 
cont~buting strongly to a marked recovery of exports during ie±7/ 
48. Smee January 19±8, credit creation by the Bank of Greece has 
been restricted and has been non-inflationary. 

32 



The fact remains, however, that all of these measures have proved 
inadequate to bring :financial stability to Greece. The failure of this 
year's olive crop has increased the tendency to hoard oil and fear 
of increases in the price of this staple destroys conftdence in the 
general level of prices. In the absence of effective control of prices, 
the tendency of wages to rise has exerted -an additional inflationary 
pressure on costs. The mounting costs of military and refugee opera
tions increase the budget deficit and consume an increasing share 
of the local drachma counterpart funds. 

Prices rose nearly 10 percent between October and November, 
1948,< and have continued to rise since that time. There has been 
a rising demand for gold sovereigns. Indeed, by the end of J anu
ary, 1949, the situation had become so critical as to invalidate all 
earlier forecasts of the budgetary defici~ and of the drachma funds 
available for reconstruction. 

The uncertainties of the general Greek situation call for the 
exercise of a more than usual degree of administrative flexibility. 
Equally they call for conftdence in Greece and the future of Greece. 
After eight years of aggression., a hyper-inflation and civil war, 
United States aid provides the tangible demonstration of such faith 
required if the individual Greek is to hope for more than bare sur
vival for himself and his family. Recovery in Greece is possible, 
and by supporting a reconstruction and development program for 
Greece, the United States gives realistic expression to its confidence 
and interest in the future of Greece. 

Estimates of aid required are summarized in the following table: 

Greek request for gross dollar aid 
OEEC reco=endation of gross dollar aid 
ECA estimate of gross dollar aid 

1948/49 1949/50 
(In millions of dollars) 

211. 198.1 
146.0 " 
144.8 170.0 

•National subinlsslons for 19'!9/50 not yet reviewed by the OEEO. 

The net ERP aid to Greece in 1948/49 will total $211.6 million. Dol
lar aid is increased in 1949/50 largely because of difficulties whieh the 
Greek Government has experienced in securing essential imports in ex
change for its exports and to the full amount of its 1948/49 drawing 
rights. If gross dollar aid is increased to as much as $170 million in 
1949/50, it would appear that net drawing rights might be somewhat 
smaller in 1949/50 than they were in 1948/49. 

6. Iceland. 

Iceland's economic dilemma is caused by two direct consequences 
of World War II: a severe monetary inflation which increased real 
production costs of the country's :principal exports, accompanied by 
a rising standard of living, and a disruption of the pattern of trade 
by which Iceland's exports were formerly marketed. 
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Before the war the cost of essential imports was met by the sale of 
fish and related produets, whfoh constituted more than 90 percent 
of Ieeland 's exports: The general standarq of living was :relatively 
low compared with that in most continental European countries. Ice
land had a surplus with the dollar area. The effects of the world 
depression on Iceland were prolonged because the Civil War in Spain 
interrupted trade with that country, which was one of Iceland's 
principal customers. 

World War II effected two major changes. First, expenditures by 
the .Allied ganison in Ieeillnd, whieh at times outnumbered the adult 
male population, and an unlimited demand :for fish at inereasingly 
high prices, ehietly from the United Kingdom, made possible a con
siderable real improvement in the standard of living. Even with 
ID.creased imports, however, the supply o:f goods lagged behind 
receipts from abroad, resulting both in an increase·m foreign-exchange 
reserves and intense inflation. Foreign-exchange reserves hi all 
culTencies reaehed an all-time high 0£ about $89 million in November 
1944. The cost 0£ living advanced more than 300 percent, and in
creases in wages and purchasing power were even greater. This 
inflation, largely unchecked by the Government until 1947, lifted 
production costs to such an extent that the priees of Ioolandic exports 
were in many Mses above world levels. 

In the second place, the normal pattern o:f Iceland's trade was 
wholly disrupted by the war. European markets, excepting only the 
United Kingdom, were virtually cut off; almost all imports had to be 
obtained from the United States or Canada; and even since the war 
European countries have for the most part been unable to provide 
Ieeland with its neeessary imports. The need for dollars to pay for 
imports from the United States therefore eontmued, but the end of 
the war and the withdrawal of the .Allied garrison abruptly termi
nated Iceland's extraordinary sources of dollar revenue. 

During the post-war years, imports on a llu•ge scale were continued 
through the use of accumulated Teserves, which, a.s a result, fell 
from their peak of $89 :million in 1944 to less than $1 million by the 
end of 1947. A substantial portion of these imports was used to 
modernize Iceland 'a :fisheries with the hope of offsetting higher labor 
costs by more efficient production. Although not fully completed, 
the program generally benefited the country's economy, but did not 
succeed in eounteraeting all the effects of the inflation. 

By 1947, it was becoming clear that :foreign e::rnhange reserves 
would soon be exhausted. .An .Eeonomie Board was created, which 
licensed all investments, prohibited all non-essential imports, and 
temporarily arrested the progress of inflation. Before the end of 
1948 Iceland had succeeded in balancing its trade with all but the 
dollar area. 

These were the cireum;itanees facing Iceland at the beginning of 
the European RetJovery Program. The aid already extended and the 
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estimate for the coming :fiscal year are summarized in the following 
table: 

Icelandic request for gross dollar aid 
OEEC recommendation of gross dollar aid 
EC.A. recommendation of gross dollar aid 

1948/49 1949/50 
(In millions of dollars) 

11.0 10.0 
11 .. 0 a 
5.2b 7.0 

"'National submlsstons for 1949/50 not yet reviewed by the OEEC. 
b In addition. a loan of $U million Ls under discussion with Iceland. 

The net ERP aid to Iceland for 1948/49 will be $1.7 million. 
EOA aid has been used chiefly for the maintenance of dollar 

imports of vital necessities and for an amtlitious program of develop~ 
ing and re-equipping the fisheries, which has increased the productive 
capacity of Iceland's fisheries au estimated 50 to 75 percent above 
pre-war. 

As a result of the foreign trade eoutrols, imports of consumer 
goods in 1948 have declined sharply, while the import of capital 
goods, sueh as have been required by the investment program, have 
risen somewhat. Imports from the United States in the .first eight 
months of 1948 were 34 pereent below the same period in 1947, and 
imports from all sourees for the same period declined by 12 percent. 
Import controls have lowered consumption of imported non-essentials. 

Exports, on- the other hand, have risen considerably; .by 66 percent 
in the :first eight months of 1948 as compared with the same period 
the previoua year. Exports of fish were principally to Europe, and, 
although exports of all kinds to the United States increased 100 per
cent, the dollar deficit remained large because the dollar area is Ice
land's chief source for such necessary imports as cereals, fuels, and 
many manufactured goods. 

7. Ireland. 
The two major reasons for Ireland's dependence on :ECA aid are 

both direct results of the recent war. First, Ireland at this time 
does not convert to dollars any part of the .sterling it receives from 
Britain for its exports and other earnings. Second, Ireland needs 
a large volume of dollar imports to restore wartime capital deple
tion, particularly with respect to soil fel'tility and livestoclc and 
poultry numbers. The rehabilitation of Irish agriculture is vital to 
recovery because Ireland is primarily an agricultural nation and be
cause its exports to Europe of animal products supply badly needed 
high-protein food. 

During the war, Ireland's imports from all sonrces were seriously 
curtailed. Some of the most important imports from the standpoint 
of Ireland's productivity, bread grains, coarse grains, fertilizers, and 
machinery, were among the most severely cut. Reduction 0:£ bread
grain imports forced diversion of Ireland's most fertile land to pro· 
duetion of human food, to which it is very poorly adapted, and 
therelly reduced the home-grown supply of animal feed and pastur-
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age. The loss of coarse grain supplies further reduced available 
feed. Lack of fertilizer accentuated an already serious problem of soil 
deficiency. Reduced farm machinery ~ports hampered far.m produc
tion still more, while the drop in imports of other machinery was dam
aging to industrial production. .As a result of these influences, Irish 
animal population fell to a record law and production and exports 
of all-important animal products declined sharply. Only sustained 
imports of these commodities at an adequate level will permit the 
revival and further expansion of production and exports, but they 
cannot now be obtained without considerable dollar expenditure. 

Ireland's pattern of production and trade has always involved a 
dollar deficit. Before the war, this deficit was covered by conversion 
of sterling to dollars at the sterling area dollar-pool. .As a result of 
the war, the dollar resources of the irterling area have been very much 
reduced and, in eonsequence, Ireland cannot meet its dollar deficit by 
drawing on the sterling area dollar-pool without increasing the 
United Kingdom's dollar needs correspondingly. In order to allow 
Ireland's dollar needs to be separately determined, Ireland has agreed 
not to draw on the sterling area dollar-pool during the ERP period. 
This means, on the one hand, that no ECA dollars supplied to the 
United Kingdom will be used to meet Ireland's dollar needs and, on 
the other, that Ireland must look to ECA for all of its dollar expen-
ditures not covered by the limited Irish dollar earnings. · 

Ireland's balance of aurrent international payments deteriorated 
rapidly in the early post-war years, but during the past year im
proved markedly both over-all and on dollar account. When essen
tial imports became available after the war, efforts to rebuild inven
tories, to restore consumption to the pre-war level, to satisfy deferred 
demand, and to increase imports of feed and fertilizers caused import 
volume in 1947 and early 1948 to rise considerably above pre-war. 
Because many imports could not yet be obtained from Ireland's 
European sources, an unusually large deficit with the dollar area 
was incurred. The dollar deficit was met in the normal manner by 
conversion of sterling through the sterling area dollar-pool. 

As a result of the dwindling dollar reserves of the sterling area, 
it became necessary in late 1947 for Ireland sharply to reduce pur
chases from the dollar area. Over-all import volume remained high 
through mid-1948, but then fell sharply and was running at about 
100 to 110 percent of 1938 from July through October 1948. 

The total~ of the first two annual ERP programs are summarized 
in the following table : 

Ireland's request for gross dollar aid 
OEEC recommendation of gross dollar aid 
ECA estimate of gross dollar aid 

1948/49 1949/50 
(In millions of dollars) 

11}..0 75.4 
79~0 e. 
78.3 64.0 

•National submlssloilEi !or 194!1/.50 not yet reviewed by the OEEC. 

To reduce the dollar deficit, the Irish Government has encouraged 
the shifting of sources of supply to non-dollar areas, whenever possible. 
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.A certain. degree o:f success is being achieved along these lines. Still, 
a rapid restoration of the Irish economy is dependent upon total im
ports in 1949/60 continui]lg at about the same level as 1948/49. 
A considerable volUIDe of essential imports-wheat, coarse grains, 
refined oil products and certain machinery not obtainable elsewhere-
will of necessity continue to eome from the :Western Hemisphere, and 
will require dollar financing. " 

Ireland's exports:to the United States and Canada have always been 
small, and there seems to be little hope of important inereases in the 
immediate future. .Although eonsiaerable attention is being devoted 
to possible methods of expanding these exports, even a large propor
tional increase would amount to little in absolute terms. The country's 
main dollar earnings arise from emigrant remittances and tourist ex
penditures. No large increase can be expected from the former, al
though the latter may rise eventually as a result of a government
sponsored promotion campaign. 

ECA ltjd is essential to the carrying out of this Irish program in two 
ways. First, ECA dollars are essential to buy the imports required 
to achieve the desired production level. Second, the local currency 
received by the Govermnent from imports in exchange for the dol)ars 
will be an important source of funds for the Governmeni-'s develop
ment prograIJL With the aid of substantial dollar imports, Ireland's 
internal eeonomy has made good progress since the war; both. agricul
tural and industrial output are rising and the monetary and finallcial 
situation is sound. Real per capita national income, though still 
relatively low, has probably recovered since the w·ar to slightly higher 
tha:n its 1938 level of about $250. 

Steady progt·ess has been made towatd restoring agricultural pro
duction and exports, although considerable investment in livestock, 
fertilizer, and farm equipment and buildings will be required over 
the· next few years to achieve the long-term goals. Actual increases 
above pre-war in output and exports of poultry and eggs already have 
been realized. Pl'e-war levels are still to be l'eached in the produe
tion and exports of larger animals with longer production cycles, -
particularly beef cattle. Much remains to be done also in rebuilding 
soil fertility even to the pre-war level 

Industrial production, though relatively undeveloped, has resumed 
its pre~war expansion with the assistance of various govermnent 
programs. 

8. Italy. 
Italy emerged from the war in an extremely critical condition both 

economically and politically. In the intervening years and with the 
assistance of the ERP, Italy has achieved remarkable stability in both 
fields. Despite a large inerea.se in its exports and a eonsequent closing 
of the gap in its balance o:f payments, Italy still finds itself faced with 
the basic problem of Italian ecionomie life: the problem of too many 
people and of too few jobs. 

'l'he Italian economy is affected by the poverty of its natural 
resourees and by a rapid rate of population growth. Industrialization 
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began later than that of other major Western European countries al!.d 
has progressed slowly. Despite very conlliderable industrial develop
ment in the north, the national inerease in jobs in the recent past has 
been far less than the increase in persons seeking employment. 

Mass emigration from Italy, at times exeeeiling the growth of pop
ulation, provided a safety valve which eased population pressure on 
the Italian economy. Between the wars, however, emigration declined 
primarily as a result of restrictions on immigration imposed by many 
countries, and chronic urban unemployment appeared on a large 
seale, in spite of record industrial aativity and nearly full utilization 
of ca.pacify. War damage and some slowing down of industrial expan
sion during World War Il haye aggravated the unemployment prob
lem; in September 1948 urban unemployment was 1.69 million, or 
ab9ut twice the level of the immediate pre-war years. 

The first, short-run problem of Italian economic recovery :is that of 
achieving, With ERP aid, full utilization of the existing industrial 
plant which can be economically employed. Beyond this lies a more 
diflieult objective: to expand industrial and other non-agrfoultu.ral 
employment rapidly enough to absorb at least the increase in the 
number of persons seeking employment and, at the same time, to 
achieve self-support at a reasonable standard of living. 

During 1946 and the first nine months of 1947, industrial output in 
Italy rose rapidly, reaehlng about 90 percent of 1938 in October 1947. 
Produetion was limited by the supply of coal and raw materials, bn,t 
was aeeelerated by strong inflationary pressqre, a rapid rise in prices, 
and consequent building-up of large inventories. Then, in large part 
as a result of effective anti-inflation measures taken ·by the Italian 
Government, the inflation was broken. There was a sharp drop in 
priees and in early 1948 industrial production fell off to a little over 
70 percent of 1938. Since the spring of 1948, industrial activity has 
been slowly rising again, although it is still considerably lower than 
pre-war production and well•below the present capacity of Italian 
indwi€ry, pai:tieularly in the ease of capital goods and construction. 
More recently, there are clear signs of an acceleration of indruitrial · 
recovery. 

The Italian request for aid in 1948/49 and the OEEC and ECA ree
ommendatioru;; with respect to it, as well as the relevant figures 
for the coming fiscal year, are summarized in the following table: 

Italian request for gross dollar aid 
OEEC recommendation o:f gross dollar aid 
EC.A estimate of gross dollar aid 

1948/49 1949/50 
(In millions of dollars) 

799.5 610.1 
601.0 a 
555.5 555.0 

• No.tlonal s~bmlsslOI18 far 1949/5Q not :Fet reviewed by OEEO. 

The net ERP aid for Italy in 1948/49 will be $535.2 million. 
Full utilization of Italy's industrial plant can be achieved in the 

near future but this will require aggressive action on the pai:t of the 
Italian Government, in particular the launching of a coordinated 

38 



., 

public-investment program. Under present eonditions in Italy 
· and in the world, business confidence in Italy is weak and private 

investment cannot be counted on to assure full utilization of those 
existing industrial :facilities whfoh can be economically operated or to 
provide the minimum of low-eost housing. The Italian Government 
reeognh;es the need for effective action in the field of investment 
and in other :6.elds of economic policy, but this will depend on a con
siderable :improvement o.f existing administrative maehinecy. 'Means 
are needed to develop integrated economic programs, and partfoularly 
a national investment program, and to coordinate the activities of the 
various economfo ministries on such programs. 

Despite production difficulties, Italy has made remarkable progress 
toward closing the gap.in its balance of payments. Taking 1938 at 100, 
the volume of exports has risen from 39 in 1946 to 57 in 1947 and :in. 
the first ten months of 1948, to 80 or 85. If pre-war exports to the 
former Italian colonies are excluded from the comparison, the volume 
of Italian exports is already above the 1938 level. Thia remarkable 
rate of improvement haa been due Drincipally to: (1) exchange rate 
and exchange control policies adopted by the Italian Government 
whieh provided a Htrong incentive to export and, in gep.eral, kept 
Italian export prices competitive :in. world markets; (2) the deflation 
which in 1948 helped reduce Italian costs and export prices; and (3)' 
the exploitation by enterprising Italian exporters of a number of favor
able, although frequently tempora:ry, market opportunities which 
developed during.1947 and 1948. Principally as a result of this rapid 
:improvement in exports, Italy's need for dollar assistance has fallen 
<lonsiderably sinae 1947. 

There is, however, another side to this picture. The balanee-of
payments defieit in 1948 was redue~d 'Considerably as compared with 
1947, :in. part because of the deflation in Italy, the effect of which was 
to reduce industrial output and national income and, therefore, to 
restrict demand for imports of industrial raw materials, equipment, 
and some essential foodstufl's. In fact, total :importl! in 1948 have not 
been, substantially larger in volmne than :in. 1947, when food imports 
and a number (Jf industrial imports were seriously limited by commodity 
availabilities. This is because the Italian econ,omy did not achieve :in. 
1948 the higher rates of industrial output and investment which would 
have been possible in the circumstances and which are the e.'!Sential 
means for. ma:in.taining political stability and for ultimately achieving 
self-support. 

9. Norway 
Norway's fundamental eeonomic problem is still that of reproring 

the damage of the war. This requires an investment program so large 
as to create an inflationary threat. This latent inflation has been con
tained since the end of the war only by strong governmental controls, 
which raise problems of their own. 

Another result of the war was the loss of Germany as a source of 
supply and the consequent neeessity for larger Norwegian purchases 
in the United States. This has contributed to the abnormally large 
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trade deficit with the Western Hemisphere, aggravated in tum by 
the fact that freight :rates have not risen as much as the prices of 
imports, making it more difficult for Norway to pay for imports 
by carrying freight. 

Norway is among the countries that suffered the greatest los of 
property in the war. Half the merchant maxine was lost. The Ger
mans laid waste northern Norway, destroying an iron mine and concen
tration' plant that had played an important part in Norway's pre-war 
foreign trade. Stocks of goods in coilllumers' hands and for blll!iness 
use were reduced by half. There was substantial damage to buildings 
and equipment. It is esthnated that, altogether, Norway lost nearly 
a fifth of its wealth, at present prices about $2 billion. For a nation 
of just over 8 million. people thls is a staggering amount. 

Reoonatruction, which has conditioned every economic decision and 
policy in Norway for the last four years, has been carried out so far 
almost entirely with Norwegian resources and credit, but it can not be 
completed without ECA aid. 

By the end of 1948, somewhat more than half the job of reconstruc
tion had been done. Hydroeleetrie works are now above pre-war 
capacity. The :fishing fleet and whaling factories have been brought back 
to pre-war levels. The merchant fleet, which offers the quickest chance 
to earn dollars with new investment, is approaehing 90 percent of 
pre-war tonnage. On the other hand, stooks.of goods are still far below 
norm.al, less than half the houses in the north have been rebuilt, and 
iron mining is still operating at a very low -level · 

Norway has used eonsiderable 1'flBourees to finance imports essential 
for iw recoil.strnetion program. .As a result o:f :i:nsm:ance payments 
for <!hips lost during the war and of earnings for freight carried, 
Norway had large credits both in dollars and sterling -at the end 
of the war. Together these reserves would have been large enough 
to finance about a quarter o:f the reeonstruetion job, had it been pos
sible to use the entire sterling reserve. Norway also realized some 
millions of dollars by requisitioning private Norwegian dollar assets 
and by ming its own gold reserves. 

Beyond thls Norway had to borrow. The Norwegian Government 
has pledged its credit to purchase ships and to borrow nearly $100 
million from various agencies of the United States Government (other 
than the ECA) and to borrow another $40 million from Sweden and 
Canada. 

In th:is manner, Norway w-as able to pay for imports of goods and 
services that exceeded income from exports and shipping in each of 

~ the last three years: by $160 million in 1946; $272 million in 1947; 
$200 million in 1948. 

By the fall of 1947, it had become evident that Norway could not 
.continue to pay £or imports at the current rate. The ship program 
was eonti:nued in 1948, but the rest of Norwegian imports were cut back 
from a. level in 1947 slightly above pre-war to only 86 percent of p.re-
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war in the first half of 1948. The Western Hemisphere dollar deficit 
was ant from $204 million in 1947 to a rate of $132 million in the third 
quarter of 1948. Further drastic cut,s in food, raw material and equip- -
ment imports would have been necessary without EC.A. aid. 

EC.A aid extended t.o Nor'\\<ay in 1948/49 and the estimate of aid 
for 1949/50 are summarized in the following table: 

Norwegian request :for gross dollar aid 
OEEC recommendation of gross dollar aid 
EOA estimate of gross dollar aid 

1948/49 1949/50 
(In millions of dollars) 

104.0 131.8 
~4.-.0 n 

83.3 105.0 

• National sulmilssk>ll.S !or l9~9/50 not yet reviewed by OEEO. 

Estimated net ERP aid for Norway in 1948/49 will be $115.1 million. 
In connection with the inc.rease in aid in 1949/50, it shollid be reealled 
that in 1948/49 Norway still had the balance of a lo;m of $30 million 
from the Export-Import Bank which will not be available in 19'!9/50. 

On the domestic :front, the reconstruction program has necessitated 
a conStant effort to increase savings and to suppress infiatfon. While 
the surplus of imports was large enough to provide for about three-
fifths of the net investment program from 1946 to 1948, the program 
was oo large that it proved difficult to :finance even the remaining two
fifthe from current Norwegian production and savings. 

The Norwegian Gove~ent tackled this problem by encouraging 
increased production, by restricting oonSUillption, by establishing large 
savings out of funds collected by taxes and by using whatever devices 
are necessary to suppress inflation. 

There has been a significant reoovery in Norwegian production . .Agri
cultural production, which was at 75 percent of pre-war levels in 1945, 
has now recovered to 90 percent after a set-back due to the weather 
in 194:7. Industrial production for home eonsmnption and investment 
has nearly doubled since 1945 and is now 40 percent above pre-war 
levels. 

Consumption has been severely restricted by the Govermilent. Im
ports are screened to make sure that only the most essential goods a:re 
brought into the country. Almost all food is rationed except fish, po
tatoes and vegetables. People in the cities are getting a much less 
satisfactory diet than before the war. Clothing is so tightly rationed 
that a man's quota for the year is used up if he buys a snit and a shirt. 
There is a general housing shortage and conditions are very serious 
in the devastated north. Fuel supplies are so limited as to eause 
severe discomfort during the winter. 

Restrictions on consumption have sueceeded in supporting the recon
striiction program in some ways. They have prevented the unphumed 
diversion of foreign e:s:cllange to satisfy consumers' needs. They have 
been sueaessful in insuring .that local demands for :reconstruction take 
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priority over consumer demand, as for example, by·iruiuring that hydro
eleetric works a:re built before houses. But they have not been at all 
successful in insuring that people who eould not buy what they wanted 
would then save their money and invest it in the reconstruction of 
·Norway. In 1946, there was only a small amount nf spending of past 
savings by individuals, while there were large savings by business 
enterprises and small savings by the Government. In 1948 it appears 
that the use of past savings by individuals was so large that it almost 
equalled business savings. In effect, net savings in that year depended 
on public rather than private action. 

The Norwegian Government is fully aware of the dangers inherent 
in this situation and has used the controls necessary to prevent 
inflation. Prices are little higher than they were when the war ended: 
Prices and wages are both rigidly controlled. Subsidie.11 have been 
extensively used to prevent rising costs from resulting in an upward 
revision of wage scale&. Rationing has been used to irurure an equitable 
division of available supplies of essential consumers' goods. 

These contributions by· the Gove:rn.I!lent to the reconstruction pro
gram have not been without their coot. The Government surplus has 
only been made possible by heavy taxes, which may limit incentives to 
produce and which contribute to the decline in. individual savings . 
.A.s yet Norway has not been able to develop an amount of voluntary 
saving large enough to maintain the essential reconstruetfon program 
and at the same time to begin a gradual relaxation of detailed economic 
controls. 

10. Portugal. 
Before the war Portugal was one of the lowest-income countries in. 

Europe, mainly because of the under developed state of its economy. 
Tlie Portuguese economy is devoted primarily to agriculture, which 
engages nearly 60 percent of the population. The country ia virtually 
without heavy indru;try, and has for many years imported most of its 
machinery and fuel. Efforts by the Government in the last twenty 
years to accelerate industrialization have emphasized the develop
ment of hydroelectric resources, colonial development, and the mod
ernization of agriculture and transport. 

In 1947, Portuguese industrial activity was at or above pre-war 
levels, with output of coal, cotton textiles and cork higher than pre
war. .Agricultural production ha;; suffered from recurrent drought 
in recent years, and in. 1948 the wine, wheat, olive oil; and corn 
crops were estimated to be well below the 1936-1945 average. Because 
of an estimated lower production of wine, canned :fish, and cork in 
1948t the outlook for Portugal's key exports in the nea:r future is 
not good. 

The balance of payments of Portugal and its colonies, which nor
mally showed a surplus of about $5 million in pre-war yea.rs, has been 
adverse since 1947, ehie:fly because of a rise in imports caused by 
pent-up consumer demand as a result of wartiine shortages, an in-
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crease in agricultural imports on account of poor crops, and greater 
imports of capital equipment to implement the industrialization pro
gram. .A1!. a result, Portuguese gold holdings, whfoh amounted to 
$376 million in July 1947, have been subjected to a heavy drain and 
are estimated at only $160 to $170 million as of June 30, 1949. Of 
this amount, about $140 million is needed as legal backing for the 
country's currency, and the remainder will be sufficient to cover 
only a part of the estimated Portuguese balance of payments deficit 
for 1949/50. Foreign trade has been controlled by the Government 
since late in 1947 in order to reduce this drain on exchange reserves. 

Because of the deterioration in its foreign-exchange position, Por
·tugal had intended to apply for ERP aid during the first part of 
1948. However, at that time the first ERP appropriation had already 
been allocated and Portugal was unable to obtain aid. 

The following table indicates the size of ERP aid requested by 
Portugal in 1949/50 and the tentative aid figure estimated by ECA: 

Portuguese request 
ECA estimate of gross dollar aid 

1949/50 
(In millions of dollars) 

100.6 
10.0 

While the United States is sympathetic to the desire of the Portu
guese Government to accelerate the development of the economy 
in Portugal and its colonies, only a· part of this development can 
properly be considered to fall within the objectives of the European 
Recovery Program. The estimated aid will serve to increase exports 
from Portugal and its colonies of items needed by the participating 
countries, such as foodstuffs and high-grade iron ore, and of strategic 
materials, sucih as cihromium and manganese, and to reduce Portu
guese imports of certain consumer goods and fuels, which are now 
in deficit for the participating area as a whole. Aid to Portugal 
would also benefit the United States by making possible an increased 
supply of strategic materials from Portugal and from the colonies. 

11. Sweden. 

As a result of the war, Sweden was compelled to turn to dollar sources 
for supplies formerly obtained from Europe, especially Germany. 
The extension of bilateral agreements to balance trade has also de
prived Sweden of the possibility of using surpluses in trade with 
some countries to meet deficiits with others. These dislocations of 
trade, arising from the war, would inevitably have resulted in dollar 
deficits. In addition, Sweden extended early post-war credits to Nor
way, Denmark, The Netherlands, and the United Kingdom. A post
war boom in consumption and domestic investment in Sweden, which re
sulted in too rapid a drain in 1947 and 1948 on Swedish reserves aCl
cumulated during the war, could have been avoided with foresight. 
The last factor contributing to Sweden's current problems is a drop in 
its sales of wood-pulp in the American market. 
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The Swedish Government has had time, with ECA aid, to :formulate 
a program to cure the imbalance in the Swedish economy without going 
through a sharp recession, and has been able to continue to export prod
ucts to participating countries in amounts larger than its purchases of 
goods and servfoes from them. Swedish iron ore, timber, pulp and 
paper, shlps, and engineering products are particularly essential to 
other participating countries. A stable and productive Swedish ecion
omy will contribute to the suciciess of the ERP, whereas instability in 
this area could only be harmful. 

In 1946, the Swedish Government felt that it was necessary to 
-protect the Swedish economy against prospective fluctuations in 
prices and business in the United States and increased th~ value 
of the krona. This policy encouraged 4Jlports and contributed to a 
boom in Sweden in 1947. It also led to increasing difficulties in 
marketing Swedish products abroad, especially in the United States. 

The policies of that period were largely instrumental in bring
ing about a large deficit in the balance of payments. Before the war, 
Sweden had been a small exporter of capital. In 1946, it had a small 
and manageable over-all deficit of about _$40 million. In 1947, how
ever, the over-all deficit jumped to the equivalent of $427 million. 
Despite the fact that Sweden had large gold and dollar reserves at" 
the end of the war, this rate of spending could not be long 1iontinued. 
There was a sharp reduction of imports and an increase in exports 
in 1948; the over-all deficit for the balance of payments for that year 
is estimated at $136 million. 

The drain on Swedish reserves, however, was not stopped in time 
to prevent Sweden from facing a crisis by the middle of 1948. Gold 
reserves declined from $482 million at the end of 1945 to $81 million 
by the middle of 1948. Dollar balances over the same period declined 
from $210 million to a low point of $38 million, from whlch there 
has subsequently been some recovery. Wbile Sweden still had some 
sterling balances that permitted the financing of a small deficit with 
the sterling area, resources to finance a deficit in the dollar balance of 
payments had nearly come to an end. 
• The Swedish Government then took measures to meet the crisis. 

Imports payable in dollars were sharply cut back, and imports of 
consumer goods in particular were greatly reduced. Although con
tinuing an easy-money policy in some respects, the Government has 
by various administrative devices restricted the expansion of loans 
to the private sector of the economy. The domestie investment pro
gram was cut back partly by strict controls over building permits 
and partly by a reduction in the Swedish Government's part of the 
investment program. 

In the fall of 1948, a comprehensive program was formulated by 
the Social Democratic Government to bring the Swedish economy 
into balance. The possibility of reestablishing an over-all equilibrium 
in the balance of payments will depend upon the vigor with which 
this program is implemented by the Swedish Government. 
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In two respects, the drive to increase expor1:s may have to be more 
rigorous than has so far been planned. There is a long-run problem 
in Sweden as to the volume of timber exports that can be main
tained; current programs apparently visualize smaller cuts of timber 
than before the war. In the present emergency, however, Sweden 
cannot afford to neglect any opportunity to raise exports and may 
have to abandon temporarily its plans to keep the production of 
timber at relatively low levels. 

One of the primary obstacles to increased sales of Swedish prod
ucts, particularly in the dollar area, is their relatively high price. 
Effor1:s to recover a share of t~e American pulp market are required, 
as well as the seeking _of opportunities to push the exports of other 
products. Swedish exporters have experienced growing difficulties 
in marketing their produClts, especially in the United States, and it is 
therefore necessary that Swedish prices be made competitive in the 
dollar area, which the appreciation of the krona in 1946 has made 
more difficult. 

Sweden's loss of a share of the American pulp market cost well 
over $20 million.in dollar exchange in the last half of 1948. The drop 
in pulp sales in the American market is, in part, a reflection of in
creased production in the United States and Canada; but it is· also 
the result of high Swedish prices. Though there was some reduction 
in the price of Swedish pulp last fall after the removal of an export 
tax by the Swedish Government, it has not attracted buyers because 
Swedish prices are still well above current .American market levels. 

Complex as many of the individual problems are that Sweden faces, 
the over-all problem can be stated in siinple terms: the Swedish econ
omy as a whole has been living beyond its resources, and, although it 
is tightening its belt, it will encounter a continuing dollar deficit: EC.A. 
aid .has afforded some time in which to make the minimum adjustments 
that are necessary to achieve over-all balance, and to convert soft 
currency surpluses into dollars with which to pay for imports from 
the Western Hemisphere. The Swedish Government and the Swedish 
people are now faced with the need for vigorous and effective aetion, 
including tb:e acceptance of a somewhat more austere standard of 
living during the next few years. · 

The long-run problem that Sweden faces of establishing a balance 
with the dollar area involves somewhat more fundamental changes 
in the Swedish economy. In particular, since Sweden cannot depend 
as he·avily in the future as in the past upon exports of timber and 
wood-pulp, greater reliance will have to be plaeed on more highly 
processed wood products and increased output of iron and steel, iron 
ore and products of the engineering and electra:chemfoal industries. 
Time is needed for this kind of development, and it is this time that is 
gained by conditional aid to convert soft-currencies into dollars. The 
long term program submitted by the Swedish Government anticipates 
increases of this sort based upon expanded hydroelectric power capacity. 
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The totals of the first two annual progranlll are summarized in the 
:following table: 

Swedish i·equest for gross dollar aid 
OEEC reco=endation of gross dollar aid 
EOA estimate of gross dollar aid 

1948/49 1949/50 
(In millions of dollars) 

109.0 . 70.7 
47.0 8 

46.6 54.0 
• Na.t!Qiml submi>slons tor 19~/50 not yet reviewed 1>11 the OE!ilO. 

The net ERP aid to Sweden in 1948/49 Will be $21.6 million. 

12. The Netherlands. 
World War II destroyed the economic stability whieh The Nether-

. lands had succeeded in maintaining for thlrty years. In the pre-war 
period, The Netherlands had paid for a surplus of imports over ex
ports by means of shipping revenues, income from capital invest
ments in the United States and Europe, and :foreign-exchange re
ceipts obtained :from Indonesia.. 

At the end of the war, The Netherlands had su1l:ered vast losses 
from the German occupation, amounting to nearly one-third of its 
national wealth. It.s shipping :fleet had been reduced by hali, its invest
ments in Germany wiped out, and its principal dependency, Indo
nesia, had suffered from the severe consequences of Japanese occupa
tion. The Netherlands was foreed to liquidate substantial dollar 
investments in the United States to pay for its rehabilitation needs 
and, in addition, to borrow extensively from national and international 
sources. Its trade deficit vastly increased in the post-war period because 
of its reconstruction and consumption requirements. The economic 
dislociation in Germany-once The Netherlands' principal supplier
also :forced it to purehase even more imports from the United States. 
Finally The Netherlands was no longer able to obtain· the foreign 
exchange from Indonesia which had previously enabled The Nether
lands to obtain raw materials and food in the Western Hemisphere. 

EC.A. aid has helped The Netherlands in making substantial reeov
ery progress. Improvement in industrial production over pre-war, 
farm and industrial 'rehabilitation, and the rebuilding of its mer
chant fleet and its railroad transportation system are among the 
aceomplishments of The Netherlands in this effort. 

The aid allotted to The Netherlands by the EC.A. in 1948/49 and 
the request and estimated requirements for 1949/50 are summarized 
in the :following table, which includes Indonesia: 

Netherlands request for gross dollar aid 
OEEC recommendation of gross dollar aid 
EC.A. estimate of gross dollar aid 

1948/49 1949/50 
(In millions of dollars) 

657.0 507.0 
496.0 .. 
469.6 355.0 

• Natlorull submissions !or 1949/50 not yet revlewe<I b:; the OE!ilO. 

Estimated net ERP aid :for The Netherlands and Indonesia in 
1948/49 will be $541.3 millions. 
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In 1948, The Netherlands economy has had a rapidly increasing rate 
of industrial and agricultural production. Agricultural production 
reflected the rfse over the unfavorable 1947 level, a level which was to 
a considerable degree the result of very bad weather, as well as an im
provement resulting from reclamation of land flooded by the Ger
mans (approximately 10 percent of total land available) and the 
further mechanization of farms where this was possible. Total meat 
production is e:x:peeted to increase somewhat, as are yields of dairy 
products and all crops. Potato production in 1948 was 85 percent 
above pre-war and vegetable production about the same as pre-war. 
Pig and poultry numbers have also shown increases but are still 
lower than pre-war. 

The Netherlands has suffered to a great extent as a result of the 
war's disruption of the German economy and the loss of much of the 
Rhine transit traffic. The Dutch have been forced to develop ·new 
sources of industrial goods once supplied by Germany and must search 
for new markets for agricultural exports once sold to Germany. 

Against this economic background, and in the face of a rapid and 
continuing population growth, the Dutch have developed plans for a 
large investment program. While inany of the lost pre-war sources 
of revenue will be restored in part, the Dutch must develop and expand 
new sources of revenue. Gross investment is now running at one
quarter of the gross national product plus the import surplus and, 
on a net basis, the proportion approximates 15 percent. The invest
ment effort is being channeled into the more directly productive cate
gories and, in consequence, the serious housing problem cannot be 
alleviated in the near future. 

On their own, the Dutch would be in a position to do little more 
than protect their remaining industrial and agricultural equipment 
from further depreciation. They cannot create enough new capital to 
solve the post-war problems. With E.CA assistance, the Dutch can 
provide against depreciation, make good the most critical war dam
age, create the fixed plant necessary for a rapidly growing popula
tion, and expand industries as a foundation for viability at the end 
of the ERP period. 

The rate of industrial activity, exclusive of the building industry, 
has moved ahead rapidly to a level considerably higher than was normal 
before the war. But the Dutch still have a long way to ·go and it is 
to be hoped that industrial output will continue to move upward. For 
as far ahead as can be seen, this increase in The Netherlands gross 
national product must be reserved primarily for long range ob
jectives and cannot be made the basis for rapidly increasing consump
tion standards. 

Dutch consumption standards were among the highest in Europe 
before the war but are now low relative to the other countries of 
Western Europe. Dunng the coming year, the Dutch plan a relaxa
tion of consumption restrictions, particularly with respect to meat. 
Textile consumption is about two-thirds of pre-war. Rousing space 
is closely rationed, with a considerable amount of doubling-up and 
tripling-up among the Dutch families. Not only do these compari-
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sons reflect a serious absolute drop in Dutch standards, but they 
place the Dutch in a much poorer relative position than pre-war. 

lJ. The United Kingdom. 
Britain requires eoonomic assistance from. the United States not only 

because of the direct damage of two world wars but aloo because of 
long range changes in the position of the United Kingdom within the 
world, economy. The basfo recovery problem of the United Kingdom 
:is to attain a balance in its overseas accounts at an acceptable domes-

. tfo standard of liY;ing. This problem arises because of the loss of net 
income from invisibles and overseas investments liquidated as a 
result of the war, and increased production and exports are essential , 
to its resolution. .As there is already full employment in Britain, 
it will be necessary to rationalize and modernize production so mi to 
increase output per man-hoUl· if total production is to· increase. .An-
other major aspect of Britain's long-term recovery is the problem 
of balancing its qollar accounts. Much progress has been made 

. toward attainment of an over-all balance on curreQ.t aooount, but 
to an important degree earnings in trade with other areas cannot 
be used to meet deficits in trade with the dollar area. The present 
outlook, therefore, requires Britain to stimulate its exports of goods 
and services to the Western Hemisphere so as to reduce its depend
ence on convertibility at the end of the recovery period. 

Important struetural changes in the British economy are, therefore, 
necessary if it is to be successfully adapted to the conditions of the 
post-war world. British policy is designed to assist these changes by 
assuring that the oountry's resourees are used in the first instance 
to inerease exports and improve and expand produetive capacity and 
only secondly to increase co!llrulllptio:o.. The British people have 
shown their understanding of the recovery problem by accepting the 
''austerity" which is one of the princ~pal supports of the reeovecy 
program. 

Britain was for many years the f!lhief center of world trade; 
the pound-sterling was the monetary unit in which a large part 
of world eommeree was conducted, and many important nations ·found 
it to their common advantage to tie their currency to the.British pound 
and to maintain their currency reserves in London. 

Gradually, however, the.United Kingdom, the first nation to be in
dustrialized, felt the effects of competition as pa:rtll of its industrial 
plant grew obsolete and its exporters lost :markets to newer producers. 
The need to devote production to the support of World War I, and 
later the depression of the thirties, aggravated this trend, and Britain 
began. to experienee a small but persistent deficit in its balance of pay
ments. 

The United Kingdom was unable to sustain the further drain imposed 
by World War Il without liquidating a large portion of its over.seas 
investments; the merchant marine suffered heavy damage from. enemy 
action; capital plant was seriously impaired by bombing raids and con
tinued under-maintenance and lack of repair. When the war was over, 
the United Kingdom faced a large deficit in its balance of paymenm 
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despite the austere standard of living to whieh Britain had be!ll! re-
duced. · 

Development of a surplus.on current account depends upon an 
increase in both production and productivity within. the ·united King
dom and upon the maintenance of economy in imports. In general, this 
necessity is well understood by t_he Government and people and notable 
progress has been made since the war in working toward these objec
tives. The United Kingdom hopes to move from a cuITent deficit of 
$2.4 billion on dollar account and a total drain of gold and dollars of 
$4.1 billion in 194 7 to a manageably Slllall deficit in its current dollar 
account and an estimated surplus of $400 million in all currencies by 
1952/53. .Attainment of this goal will require a volume of exports 50 
percent above 1938 and close to 40 percent above 1947, while imports 
will still remain below pre-war levels. The output of manufactures in 
1952/53 must be 40 percent greater than pre-war and 25 percent great
er than 1947 in order to sustain the projected level of exports and an 
acceptable domestic standard of living. World market conditions must 
be such as to permit the projected volume of exports t.o be sold. 

These sizeable increases in manufacturing and exports require that 
large capital investments be made during the next three years not only 
in new production facilities but also in the modernization and improve
ment of existing plant and equipment, some of whleh was already ob
solete before the war. Approximately 20 pereent of the gross rui.tional 
product will be devoted to capital formation during eacli year of the 
program, principally in the basic :fi.eld<J of fuel and power, transporta
tion, manufacturing of capital goods and industrial materials, and agri
culture. The resources remaining for the personal consumption of the 
British people are therefore limited and will remain so until the re
covery goals have been attained. 

Since the critical year 1947, progress toward recovery has heen 
steady. Production targets, whicli in 1948/49 are 125 to 130 
percent of pre-war, have already been met in most important indug.. 
tries. An outstanding success is the steel industry, which exceeded its 
1948 target by a,ppro::dmately 400,000 metric tons. The only excep
tions have been coal-mining and the te:x:tile industry whfoh, despite 
increased output over 1947, did not quite attain projected levels. .As 
a result of thfa manufacturing effort, and the limited domestic con
sumption, export volume increased in each quarter of 1948 . 

.Although shortages of certain materials are still important factors 
limiting production, the major task in obtaining greater output is 
inereased productivity. Since full employment has been reached, 
this means that future production increases must in large measure 
come from additional output per man rather th.an from additional 
workers. - Shifts in employment could assist in this effort, since cer
tain essential industries, notably coal-mining and textiles, have been 
unable to attract a su.fficie:nt number of additional workers. 

For the past year, the Government has attempted by various means 
to redirect labor to more essential employment but with lesa than de
sired success. In a democracy with full emplojment, material rewards 
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remain the most effeative incentives for channeling both labor and 
capital into desired directions; "austerity" limits ·the adequacy of 
such incentives. Despite the Government's legal power to direct labor 
away from non-essential industries, the distribution, service, and amuse
ment trades continue to absorb a larger share of the labor supply than 
originally planned because the work is relatively.pleasanter and the re
wards relatively greater than in the more arduous but more essential 
industries. 

It is apparent, therefore, that full employment within the British 
economy and the need to meet competition in export markets emphasize 
the urgency of the need for increased productivity. Increasing output 
per man-hour is essential to British recovery. Increases in productivity, 
however, are accomplished not only by capital investment; they are 
equally dependent on the effort put forth by labor and on the adop
tion by management of new and more efficient production methods. 
In the past six months both labor and management have shown a grow
ing awareness of the need for better understanding and cooperation 
in eliminating antiquated and inefficient working techniques, labor 
practices, and methods of wage computation. 

The physical limitations and difficulties faced by ·the United King
dom in increasing productivity and production are accompanied by 
financial and monetary problems. Full employment creates relatively 
larger money incomes for most of the population but the neaessity to 
further both the export dr~ve and capital investment limits the con
sumer goods and services which these incomes can purchase. Inflation
ary pressures are therefore generated which :fluctuate in degree as a 
result of various Government policies. On the one hand, governmental 
expenditures are considerably larger than pre-war, not only because 
of new burdens arising from the war but also because of some increased 
social service payments in the fields of health, education, and child and 
old-age care. On the other hand, subsidies are paid by the Government 
to the producers and distributors of many essential consumer goods in 
an effort to keep down the cost of living and minimize demands for 
higher wages. Direct and indirect taxes are considerably higher than 
pre-war; dividend payments are limited by voluntary agreement; the 
governmental budget anticipates a surplus for the current "fiscal year. 
The Government also maintains price controls and restrictions on non
essential investments, rations certain consumer goods and allocates 
scarce materials to essential industries. 

In addition, the Government has used, with ECA approval, the 
sterling counterpart of ECA grant aid for retirement of short-term 
national debt. This has amounted to £82 million, which is the sterling 
counterpart of $331 million of assistance extended in the form of direct 
grants. 

The net effect of these policies has been to cbntrol inflationary tend
encies so that prices and the cost of living have risen only moderately 
during the past year. It is a tribute to the sense of national respon
sibility and the morale of the British people that these Government 
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controls are effective and inflationary pressures, though present in the 
economy, are prevented from having their full impact. 

To contain and diminish inflationary forces, the Government has 
exercised an increasingly close supervision over the capital-invest
ment seetor of the economy by allocating available raw ma
terials and equipment to essential capital projects and by at
tempting to prevent unnecessary investments. However, the preva
lence of low interest rates and the easy credit situation may make 
it difficult to curtail non-essential. investment to the eldent desired. 

During the current year, 1948/49, EOA aid has been an essential. 
supplement to the efforts of the British people described above. Gross 
ECA·aid of $1,239 million for 1948/49 should permit a level of imports 
approximately 85 percent of pre-war to be maintained. The heavy 

"' drain on British gold and dollar reserves which occurred before the 
start of the ERP has been checked, but ECA aid will probably not be 
·sufficient to halt it completely. However, loss of hard-currency resources 
will be relatively small this year. 

Reflecting increased domestic activity and rising exports, the rate 
of the over-all deficit on current account has been substantially re
duced and the dollar position much improved. 

The totals of the first two annual programs are summarized in the 
following table : 

United Kingdom request for gross dollar aid 
OEEC recommendation of gross dollar aid 
ECA estimate of gross dollar aid 

1948/49 1949/50 
(In millions of dollars) 
1,271 940 
1,263 a 

1,239 940 

.a National subm.1.ssloDS !or 1949/50 not yet reviewed by the OEEC. 

Estimated net ERP aid to the United Kingdom in 1948/49 is $949 
million. 

ECA aid 'has been an essential supplement to the United Kingdom's 
' own effort. Although progress in each field of Monomic activity de-

pends primarily upon British efforts, United States aid is required 
to provide essential dollar purchases, without which the progress of 
the British economy would be seriously impeded. 

The British first and second annual programs are, in general, logical 
steps toward independence of extraordinary external aid. The sub
stantial degree of progress already achieved by the United Kingdom, 
its generally sound fiscal poliey, and the acceptance of austerity in 
its living standards offer assurance that aid extended to the United 
Kingdom will be effectively used. 

14. Trieste. 

The Free Territory of Trieste was established by -the Italian Peace 
Treaty. It is now administered in two zones, one under the joint ad
ministration of the United States and the United Kingdom, the other 
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under Yugoslavia; it ll! the United States-United Kingdom Zone which 
is under discussion here. The zone suffers from several basie economic 
problems. First, it received heavy war damage and, particUlarly, lost 
about three-fourths o:f its shipping. Second, the general decrease of 
East-West trade has meant a great reduction in the e:ity's pre-war 
commercial activity. Before the war, Trieste served as a major outlet 
for the products and a major route of the import trade of central 
European countries. 

The recovery plan, therefore, aims to repair wartime destruction, 
with particular emphasis on port. facilities and on shipping, ~nd hopes, 
in the face of the severe reduction in East-West trade, to increase 
services for Western Europe, particularly Italy. It ai:ms also at the 
fuller utilization of the zone's indiistries. 

Since the coming into foree of the Italian Peace Treaty, the Yugo
slavs have repeatedly threatened the integrity of the Territory and 
have virtually incorporated their Zone into Yugoslavia. In this 
situation the Treaty settlement has become unworkable and the 
United States, Britain and France have therefore l'eco=ended 
revision of the Treaty to provide for the return of the Free Territory 
to Italy. Pending the realization of this proposal the United States 
and the United Kingdom Governments are continuing to adminisfur 
theU. Zone in accordance with the relevant provisions of the Peace 
Treaty. 

The totals of the fil'St two annual programs are summarized in the 
:following table: 

Trieste request fol' gross dollar aid 
OEEC recommendation of gross dollar aid 
ECA estimate of gross dollar aid 

1948/49 1949/QO 
(In milli Olli! of dollars) 

22.0 12.8 
lll.O " 
17.8 12.0 

•National aubmisslons for 19~/50 not yet reviewed by tile OElEO. 

15. Turkey. 
Although Turkey escaped the physical destruction of World War 

II and the severe economic dislocation experienced by many of the 
countries of Europe, many readjustments were neeessary at the end 
of the war. Deferred wartime maintenance and obsoleseenee of 
equipment required· and still require attention; pipelines of consumer 
goods had to be repleniShed; inflationary forces generated by hen.vy 
imports and by a limited export market for Tnrkish products had to 
be overcome; and the international exchange value of the Turkish 
lira had to be adjusted. These adjustments, together with the 
general economic development of the country, had to be carried out 
while Turkey was endeavoring to retain its national freedom. This 
effort to 'stand. :firm against threatened aggression has not been 
without heavy financial obligations causing serious impact on the. 
country's relatively limited eeonomie resources. 
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Close to one-half of the Turkish national budget is devoted to 
defense expenditures; this in effect prevents aeeumulation of any 
substantial savings for capital purposes. 

Historieally, Turkey has depended on agriculture as its principal 
means of livelihood, but during the last two decades it has been 
making efforts to achieve a new balance in its eeonomy through 
industrial development. Imports of capital goods for use in the 
industrialization process were largely interrupted during World War 
Il; however, Turkey found ready markets for its exports and accord
ingly accumulated relatively large holdings of gold and foreign 
exchange .. 

In resuming imports of capital equipment, Turkey began to draw 
on its wartime earnings of gold. The bulk of capital equipment had ' 
to be purchased in the United States since Germany eould offer no 
supplies and Western Europe was unable to meet its owii needs. For 
a time, during 1946 and the :first haJf of 1947, exports remained at 
high levele so that the fall in gold resel"Ves tended to be counter
balanced by mcreases in sterling holdmgs. But when the United 
Kingdom discontinued convertibility of sterling in August 1947, the 
Tmkish Government considered it undesirable to retain large ster
ling holdlngs and began to restrfot exports to sterling countries. At 
about the same time severe restrictions were imposed on dollar expen
ditures. The restrictions on sterling exports, combmed with difficul
ties in e:x:pandlng sales to hard-currency areas, accentuated an 
unfavorable balance that began to appear in Turkish trade. By the 
end 0£ 1948, Turkey had spent almost all of its soft-currency accumu
lations ($66 million}, even though steps were taken to reverse the 
trend in the spring. . 

At the present time Turkish trade statistics continue to show an 
unfavorable balance, largely because of continued delivery of goods 
purchased before the restrictions on dollar imports and becau.se of 
difficulties experienced in selling exports. 

Turkey is potentially a mueh larger producer of gram and other 
foodstuffs than it has been. An extension of the use of fertilizer, 
agricultural implements, and maebinery, the reclamation of land 
through drainage and irrigation, and the improvement of transporta
tion within Turkey can raise the standard of living of the Turkish 
people from the low levels of the past, and at the same time make 
greater quantities o:f foodstuffs available for export to other ERP 
countries. Exploitation of .Turkey's mineral resources can provide 
Turkey with added exportable sru'Pluses: at least one, chrome, is of 
great interest to the United States. 

With regard to agriculture, which supports three-fonrths of the 
population, the great need of Turkey is for modern equipment and 
modern fa.rmillg techniques in order to increase production from 
existing farm land and to put additional acreage under enltivation. 
The results should be substantial, for present equipment and method.'!. 
are generally primitive and the rate of production is low in terms 
of both manpower and acreage. 
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The Turkish requirement for EC.A aid is primarily for the pur
pose of obtaining :financing for a variety of industrial projects which 
will contribute to the ERP. The totals for the first two annual pro
grams are su=arized in the following table : 

Turkey's request for gross dollar aid 
OEEC recommendation of gross dollar aid 
EC.A estimate of gross dollar aid 

1948/49 1949/50 
(In millions of dollars) 

85.3 94.2 
50.0 8 

39.7 30.0 

•National submissions !or 1949/50 not yet reviewed by OEElO. ,._ 

The net ERP aid to Turkey in 1948/49 will be $28 million. 

16. Western Germany. 

Even more than reeovery from the tremendous phy&ieal destruction 
during the war, the chief problem of Western Germany is recovery 
from the complete disorganization of economic life and political institu
tions whfoh followed the defeat, and from the difficulties of adjusting 
to the separation from industrial W estep. Germany of the predom
inantly agricultural Eastern territories which were formerly a major 
source of food for the West. 

The population of Western Germany is now about 66 percent as great 
as that of all Germany before the war, as the result of a large influx 
from the East. On the other hand, Western Germany accounted :in 
1936 for only 59 per_cent of total German industrial production and for 
only 45 percient of lan_d being tilled. The loss of imports from the 
territory east of the Oder-Neisse, now under Polish administration, 
has deprived Western Germany of a major sourcie af -food- supply. 
Under present conditions, it must import more than 40 percent of the 
food needed to support its population. It can pay for this food only 
by raising exports of manufactured goods to levels well above pre-war. 

To raise exports to the required level, however, the economy of West
ern Germany must make much further pragress. Industrial produa
tion, which at the end of 1948 was at about 78 percent of its 1936 
level, must be raised by about 50 percent. .Agricultural output must 
be raised to restore indigenous food production to its pre-war magni
tude. The amount of food and manufactured products available 
to the population must be augmented sharply in order to provide 
a tolerable mandard of living which, while remaining significantly 
below pre-war, would still provide the economic incentives necessary 
for efficient productive effort. 

The reeovery of Western Germany is necessary to enable it to become 
self-supporting and to avoid the political dangers which might well 
result from economic distress. .A democratic Western Germany with 
a functioning economy can make valuable contributions to the recov
ery of all Western Europe, both by mak:ing available needed exports and 
by providing a market for products of other participating countries. 
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It can, thus, play an importruit role as a responsible member of a 
revived Western European community. 

Many obstacles mu.st be overcome before these objectives can be 
achieved. Effective government must be established. The finanoial 
structure mu.st be put in order and government costs reduced. Ger
many's internal price structure must readjust to existing conditions. 
This will require acceptance of a lower standard of real incomes than 
before the war. Externally, a workable relationship must be reestab
lished between Germany's internal prices and world market prices for 
the commodities which Germany must import or export. Germany's 
trade relations with the rest of the world must be restored as rapidly 
as possible. 

It will be necessary not only that Germany's indlllltrial preduction 
be increased but alllo that the industrial struetm:e be reoriented oo 
make the most efficient use of available resources, particularly of 
increased manpower. 

Following the surrender in May 1945, the German economy was in 
a state of almost complete collapse. Industrial production was at a 
virtuai standstill. Imports ceased· completely, except for food enough 
to prevent aetual starvation which was brought in by the Western 
Oocupying Powers. 

Following the surrender, the territory east of the Oder-Neisse, 
which represented 24 percent of pre-war Germany's total land area, 
and 28 percent of its plowed area, was placed under the provisional ad
minietration of the Polish Government. The remainder of Germany was 
divided into four ooonpation zones operating as separate economie 
units. In 1947 the United States and the United Kingdom merged 
the economies of their two zones of occupatiOll; during 1948 barriers 
between the Bizone and the French Zone were removed, and steps 
taken to integrate the foreign trade of the two zones through the 
Joint Export-Import Agency. Agreement was reached upon the 
establishment of a uniform ration standard for the two areas. 

The totals of the :first two annual programs for the Bizone and 
French Zone are immmarized in the following table: 

Bi zone 

1948/49 1949/50 
Bizone Request: (In millions of dollars) 

Total aid 1083.0 -912.1 
Less GARIO.A. -637.0 -539.7 

• 

ECA aid 446.0 372.4 

OEEC Recommendation: 
Total aid 1051.0 .. 
Less GARIOA -637.0 .. 

' EC.A. aid 414.0 .. 
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EC.A Estimate: 
Total aid 
Lllllll G.ARI O .A. 

EC.A. aid 

French Zone 

French Zone request for gross dollar aid 
OEEC reeommendation of gross dollar aid 
ECA estimate of gross dollar aid 

984.0 
-573.4 

410.6 

100.0 . 
100.0 
99.2 

•National submissions for 1949/50 not yet revl<Ytv<d by the OEEO. 

880.6 
-476.6 

404.0 

100.0 
B 

115.0 

During 1948/49 the Bi.zone has received external aid from· three 
sources. These inelude a eolltribution by the British Government es
timated at $70 million in sterling, direct appropriations through the 
Department of the Army under the Budget for Government and Relief 
in Oeeupied Areas (GARIOA) and from EC.A.. Originally it had 
been. planned that the GARIO.A appropriation would be $637 million 
and that ECA would provide $414 million. The actual amount of 
GARIOA funds for 1948/49 will be about $65 :million below the orig
inal estimate. Only part of this difference may be compensated by the 
better than normal crops. Although exports to all countries are run
ning considerably higher than originally anticipated, dollar exports 
will probably not exeeed the original estimates significantly. Conse
quently, it is essential to maintain at least $410.6 million of ECA aid. 

Since the beginning of 1948, particularly since the end of June, 
there has been substantial eeonQmie progress in Western Germany. 
This has been due, in part, to the large increase 0£ industrial raw 
materials made possible not oruy by EGA aid but more importantly 
by revenue from the sale of exports. The exeeptionally mild winter 
of 1947/48 increased the availability of coal to industry and the exeel
lent crops of the past year pel'mitted an increase in the food ration, 
which has greatly improved worldng morale and efficiency. The 
drastia currency conversion at the end of June ·restored normal eco
nomic incentives for the first time sin<Je the occupation a.nd greatly 
stimulated all fields 0£ activity. 

As a result of all these factQrs, industry pushed ahead rapidly dur
ing 1948. The repo;rted level of production in the Bizone increaBed 
from 44 percent of the 1936 rate in December 1947 to 78 percent in 

~ December 1948, a rise of more than 75 percent. Bizonal exports during 
1948 were about two and a half times those of 1947. The food ration 
for the normal consumer was increased by 800 calories per day during 
the year, or to 1,850 calories. Allowing for supplemental rati;ons and 
foi: off-ration eonsumption, this corresponds to an average food eon
llUIIlption by the non-farm population of about 2,450 calories. Despite 
the recent improvement, this remains about 15 percent below pre-war 
in quantity and the diet is seriously defioient in quality with a pre
ponderance of starohes and a continuing shortage of proteiniil, fats, and 
protective foods. 
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The level of industrial production in the French Zone has been some
what lower than that in the Bizone. In Ju:ne 1948 production had 
reaehed 51 percent of 1936, or the same relative level as 'in the Bizone. 
By October 1948 output was at 66 percent of the 1936 level as com
pared with 73 percent in the Bizone. 

D!lllpite considerable improvement during 1948, the availability 
of eon.sumer goods in Western Germany also remains far below pre
war, whereas requixements are well above normal because of the extreme 
shortage of supplies during recent years. Perhaps the most acute need 
is for adequate housing. .Arrears of new construction and maintenance 
have accumulated since 1939. War damage has expanded this deficiency 
to a total in the Bi.zone of at least three million dwelling units, which is 
:further aggravated by the large increase in population._ 

One of the most· serious economic problems of the Bizone during 
the immediate post-war yell.rs wa~ the enormous exeeJilS· of currency, 
which remlted in extreme inflationary pressures and largely destroyed 
normal economic incentives. A dr!l!iltic currency reform was intro
duced during June 1948, under which six and a half new Deutsehe
markll were given in exchange for each 100 old Reiehsmarlm; the 
six Dautsehemarkll were for free nse while one-half Deutschemark WW! 

blocked for medium. and long-term credits. At the same time there 
was a widespread relaxation of the very strict priee a:nd rationing con
trols which had previoilllly existed. 

The currency conversion proved to be a major economic stimulus. 
However, prices have advanced perSistently since the reform. Early 
fears that the money supply would be too tight were aP,parently un
founded, and it is pos5ible that further expansion of mOllJ'lY cireulation 
or credit would be dangerous. Proper use of the counterpart fund 
should help to combat this danger. 

Further econolil.ic recovery in Western Germany cannot be achieved 
without conti;nued substantial foreign aid. It is oompletely impossible 
for Germany's industries, at their present level of production, to pro
vide the exports needed to pay :for the imports of food requixed to 
provide even a minimum diet and for the raw materials without which 
its manufacturing plants could not operate. 

D. METHODS OF DETERMINING ECA. AID REQUIRED. 

The different kinds of economic difficulties confronting the partici
pating countries, which have been set forth in the preceding section, 
explain the need for a oontinuation of economic as.s:istanee by the United 
States in the immediate iuture. The progress achieved by these coun
tries, whieh is also described. above, 1'l the best justification. of the aid 
they have so far received. But neither the evidence of the results al
ready acll.ieved by the European Reaovery Program nor an understand
ing of those cireu:matances that still prevent Western Europe from 
being self-supporting are sufficient in themselves to demonstrate the 
need for a specific sum of money in the current fiscal year or in the next. 
The purpose of the following paragraphs is to explain how the many 
qualitative judgments that enter into an appraisal of eaeh country's 
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economic situation and prospects may be reduced to quantitative tel'IllS. 
It is impossible to answer the question "How much aid does a par

ticular country require Y" without a clear understanding of the eco
nomic function that is performed by United Statos dollars in promoting 
European recovery. It is, of course, apparent that the dollars loaned 
or granted to a participating.country increase its command over eco
nomic resources. For the time being, they make that country wealthier. 
They make it possible for the people of the country to invt-;;~ more 
capital in new plant and equipment, or in agricultural machinery, or 
in fl. larger animal population, or in the reeons:trucli.on ·of war damage, 
than they otherwise could with their own resources. It is, in part, as a 
mere quantitative supplement to European economic resources that 
American dollars contribute to recovery. 

The need to increase the economic :resources o:f Western Europe has 
been explained in the preceding section on the individual countries. 
One element of the task the Europea!IB must accomplish is the physical 
rehabilitation and improvement of their industrial and agricultural 
plant and equipment. Without adequate investment in physical :facili
ties, European labor cannot be made sufficiently productive so that 
social stability will be possible in economies that are paying their own 
way. Moreover, the economic environment in which the countries of 
Western Europe must live has been drastically altered by the war. 
Major structural changes in their economies are -required to adapt to 
the altered conditions of the post-war world. These adaptations involve 
the building up of new industries, the modernization of established 
ones, the reduction of costs, and the development of new resourees 
in the overseas territories. Coll.llequently, they demand heavy capital 
investment. 

But at the same time that large resources are being invested in•.p:ro
duetive facilities, the peoples of Europe must maiutain a minimum 
standard of living. Dietary levels must not be allowed to sink as low 
as they did toward the end of the war and again in 1947, and at least 
enough consumers' goods must be available on the shelves to provide 
some incentives for work and to give some value to European cur
rencies. In part, then, the problem is one of making enough resourees 
available to the,Europeans so that their ability to produce will in
crease until they become self-supporting. 

The mere \\mount by which European economic :resources are in
creased :is, however, no measure of the essentiality of .American aid or 
of its eonmlmtion to recovery. There is a. vital qualitative difference 
between the Europeans' own domestic resources and the dollar exchange 
which they earn or. which they receive m the form of aid. In a :real 
sense, an extra ten dollars' worth of those goods and services that only 
dollars can buy, may be far more valuable than an extra ten dollars' 
worth of ~indigenous labor or production. The problem. of the par
ticipating countries is not merely the inadequacy of their total resources 
but the particularly acute shortage of foreign exchange. France or 
Britain may be short of the labor and cement and equipment to build 
bridges and factory buildings, but they are far shorter of the imported 
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foodstuffs and raw materiul.s that are needed to keep their economies 
running. 

In the long run, the Europeans must and will find ways in whfoh 
the prod'uets of European labor and resources can be exclianged for 
the goods and services Europe must buy from abroad, but the structural 
adaptation involved in balancing Europe's accounts with the rest of the 
world will take time and money. Until it is accomplished, foreign 
exchange will continue to be the scarcest of all economic resourees. 

'fhe total of EC.A. aid is probably of tho order of 5 percent of the 
combined national incomes of the participating <'Ountries. It is often 
argued that so small an amount could be deducted from the national 
incomes of most European countries without any catastrophic outcome. 
But· this a11gument completely misses the point. In the short run, the 
lack of :foreign exchange would mean the loss of those goods and services 
that are, precisely because dolla:rs are so scal'ee, most essential to 
European producers and consumers. To deprive European countries of 
these resourees before they have found the means of obtaining them 
readily in exchange for their own goods and serviees, would impose 
upon them reduetions in their national incomes many times as large as 
the amo11llt of aid withheld. Conversely, the provision of raw materials, 
fuel, and food from abroad alone makes possible the full and effective 
ru;e by the Europeans of thoir own resources. It is for these reasons 
that a dollar of .American aid is not merely one more dollar to go into 
consumption or into investment; it may be the means of getting 
several extra dollars' wol·th of production out of the economy to 
which it is supplied, so that one dollar of American aid means t'vo 
or three or four dollars more of capital goods or eonsumers goods. 

Viewed in this light, .American aid provides the Euro}}C.:'1.l1S with the 
essential means of surviving and of producing for themselves while a 
major l'ealign:ment of the \VesteJ?n European economy is being effected. 
Production is increasing in Europe and inflation is being brought under 
control in most countries. The basic problem remaining is that of 
W estem Europe's trading position. Until Europe ea.u exchange its own 
output for tho impol'ts that it needs, its economic position will be prn
cariou.s. And much more than the reeove:r:y of production to pre-war 
levels will be 'required Lo achieve this balance. Not only the volume but 
the nature of European output must be alte1-ed. New rnerehandlsing 
organizations must be built up and new products produced. New 
trading partners need to be found from which adequate supplies of 
foodstuffs and raw materials can be obtained on terms of trade more 
favorable than those now pl'cvailing. Costs of. production will have to 
be lowered. There must be easier access to the whole of the internal 
\Vest European market fo1· all 'iVestern European producers. It is 
because these things cannot be accomplished overnight that .A.meriean 
:financial a$sistanee is an essential part of the European Recovery Pro
gram. American aid is buying time for the Europeans, the time that 
they need in which to beeome self-supporting once again. 

This account of the part American aid has played in promoth1g re
covery suggests the way in which the needs of the various countries 
can be reduced to quantitative terms in order that the amount of aid 
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required can be assessed. Since Ameriaan dollars are additional. eco
nomic resources, the amolint of aid that is needed by a- country must be 
appraised in terms of the level of consumption that it is esilential to 
maintain and the volume of capital investment that must be carried 
forward if a country is to become self-supporting by. mid-1952. More 
particmlarly, since American assist!lllce takes the form of providing 
additional foreign "exchange, this appraisal of the way in which all of 
the country's economic resources will be used must be translated into 
!Ill estimate of its foreign exchange earnings and foreign-exch!lllge \)X

penditures. Thus, the basic. worksheet· in any calculation of the need 
for aid is a foreign exchange income and expenditure statement for the 
country in question. It is in this form that the resulta of the ECA's 
calculations are set forth. 

It is tempting to believe that an economic program might be pre
sented more simply as a list of capital development projects or of 
detailed commodity requirements. Factories and dams to be built or 
foodstuffs to be bought and shipped seem tangible and understandable, 
and their cost is easy to calaulate. Such a program conveys a sense of 
clarity, simplicity, and precision that is wholly misleading. A list of 
projects and an estimate of their cost is misleading because it does not 
measure the need for foreign exchange. First, only a small part of the 
cost of a project in Emope has to be paid in dollars. It would be highly 
un!Jconomic for industrially advanced Western Europe to import more 
than marginal amounts of capital goods from North America. Tliere
fore, the building of new factories, the re-equipping of mines, and the 
modernization of steel mills require in general only small direct dollar 
outlays. Second, the dollar outlays that must be made in connection 
with a list of projects are not necessarily either the ouly or the most 
essential foreign-exchange expenditures which countries must make. 
What Europe must have from abroad in order to live is food and indus
trial raw materials. United State11 aid is needed because Europe cannot 
yet pay for all of its food and raw materials through its own efforts. 

The weakness of a program consisting of a detailed list of commodi
ties is a more subtle one. Theoretiaally, the need for-economic-assistance 
could be expressed in terms of things as well ,as in terms of money. But 
detailed forecasts of the trade in particular commodities are so hazard
ous that they are quite properly mistrusted: The margin of error in a 
prediction even of national income more than a year in advance is 
large. A forecast of the chief components of such a statistical aggregate 
is usually more hazardous than that of the aggregate itself. The at
tempt io state with precision in February 1949 the number of tractors 
that should be imported into Austda in the :fiscal year 1950 will 
yield interesting illustrative :figures which should not, however, be 
used as the basis of a request for an appropriation of funds. To 
build up the total of aid needed by forecasting the requirements for 
innumerable commodities and by adding these bits and pieces to
gether, is an attempt which depen:'ds upon hazardous forecasting of 
details rather than on somewhat safer predictions of the general 
volume !llld direction of trade, the level of economic activity, and 
other quantities about which a more reliable judgment is possible. 
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.In order to come to grips with the problem, to minimize the hazards 
of forecasting, and also to avoid a quite unmanageable quantity of 
detail, the starting point of EC.A's f)afoulations was an economic an
alysis of eaeh of the separate countries supplemented by an appraisal 
of the general situation of the participating countries as a group and 
of their common problems. So far as the data permitted, the availability 
and proposed uses of resources were examined so as to test the propriety 
of the level of consumption, actual. and proposed, and of the actual and 
proposed rate of capital formation, both public and private. The -pur
pose was to discover whether the eount:ry in question was currently 
enjoying or expected in tlie next fiscal year to enjoy a standard of living 
which would leave enough of a margin for the diversion of econo:µrlc 
:resournes to other essential purposes, and whether it was experiencing 
or expected. in the future a rate of napital formation apparently ex-

" cessive in the light of its available resources. These tests could not be 
applied with precision, not only beeause the data are inadequate, but 
also because there is no easy criterion by whfoh to judge the adequacy' 
o:f living standards or rates of investment. Nevertheless,· wherever 
there was an indication of an exces!'1ive use of resources, actual or pro
posed, in one of these major categories, the inference was drawn that 
fewer were needed, that the country could export more or import less, 
and that the requested volume of ECA aid was larger than necessary. 

The next step in the analysis, which followed directly after such an 
appraisal of the functioning of the eeonomy of each 'country, was to 
diagnose the causes of the lack of balance in its foreign trade. In 
some eases, such as that of the Bizone, thi.s is plaiuly due to a low rate 
of production. In other cases, such as that of Belgium, the difficulty is 
that of a country which has traditionally enjoyed a surplus in its trade 
with other European countries and has previously been able to convert 
this surplus into dollars to cown• a deficit in its trade with North Amer
ica. In still other cases, such aa that of the United Kingdom, the prob
lem is that of a country which, before the war, covered its dollar deficit 
with the income of its foreign investments and invisible earnings and 
with its surplus in trade with areas producing :food and raw materials 
and has been unable completely to reestablish these sources of income. 

On the domestic side, the diagnosis revealed inflation in a number 
of countries, of which France is the most dramatic example. Inflation, 
suppressed or open, attrac:ts resources out of the llXport industries, in
creases imporre, and thlli! contributes. to a deficit in foreign trade. In 
other eases, the diagnosis revealed evidence of excessive consumption or 
of over-ambitious programs of capital investment. 

The nature of the treatment required obviously depends on the dis
ease. To proceed from the diagnosis to an estimate of aid required, it 
was necessary first to assume that the country in question would achieve 
self-supporting status as rapidly as could reasonably be expeated, and 
then to·:forecast what its balance of payments would be. The Bi.zone's 

: progrlIIll. :provides for a further sharp increase in production and 
exports; the Belgium program for some reduction in its export sur
pluses and its dollar deficit; the French program assumes that inflation 
will be brought under control and that its over-all balance of payments 
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will show drastic improvement. Thua, the analysis of each country's 
situation and of its prospective use of resources, coupled with the 
diagnosis of conditions to be overcome in order to achieve recovery, 
provided the assumptions upon which its balanoo of payments could 
be forecast. 

In employing this country-by-country approach every effort was 
made to cross-cheek the results. The first specific step in the analysis 
was to develop appro:s:imations of the separate national balance sheets, 
based entirely upon judgments as to tlrn probable level of total e>.l)ort.s 
and total imports, the direction and size of i11visible payments and the 
level of capital payments. At the same time, studies of a number of 
the major commodity groups were in progress. These proceeded in
dependently. Each dealt With the production, consumption and inter
national trade in a single commodity or group of commodities in all of 
the European countries. For foodstuffs and feedst11ffs, for e.-.;ample, 
the b!lllic app:roaeh was a complete advance estimate and analysis, by 
United States Government agencies, of prospeative production, utiliza
tion of supplies, reasonable consumption goals, and resulting import 
needs or export availabilities. The consumption thus forecast for agri
cultural products and supplies is at niodest levels. Input factors for 
agricultural production were estimated at levels eapa ble of sustaining 
a desirable and attainable measure of output, either for ultimate domes
tic consumption or for export. Certain much-needed improvements in 
food consumption have been made contingent upon larger indigenous 
output. Production prospects were appraised in accordance with the 
present state of known or partly known factors, for example; sown 
acreages, and with the average behavior of oth<irs, such as weather. ' 
Finally, no radical break in existing trade patterns has been postulated, 
and probable physical availabilities throughout the worla have been 
taken into account. 

In the final stages the two sets of e;,"1;imates-the global approxima
tions of the separate national balance sheets and the specific studies 
of ~ommoditics or commodity groups-had to be-reconciled with one 
another. In a very real sense eacll set of judgments acted as a check 
on the other. Certain esti!llai:.ea of commodity imports were demon
strated to be unrealistic because it was apparent that the country in 
question would not be able to pay for the volume of imports from par
ticular sources as forecast in the preliminary commodity romlysis. In 
other instances, the original balance-of-payments estimates had to be 
corrected because goods would not be availabfo from certain sourc<?S in 
the volume :forecast, or because corummption levels implied were higher 
than. justifiable. 

Another complex and difficult test was imposed by the requirement 
of internal consistency; for example, the estimates of aggregate exports 
by participating countries to participating countries oould not exceed 
the estimate of aggregate imports by participating countries from par
ticipating countries. Finally, wherever the test was not merely one of 
internal consistency, heavy relianee was placed on comparison with 
Teeent experience. 
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It is by the application of tliese methods that the ECA arrived at its 
estimates of the aid requirements for 1948/49 and 1949/50 described in 
the following sections of this chapter. 

E. TH~ PROGRAM- FOR 1948/49. 
The EGA's initial appropriation of funds for the European Re

covery Program totalled $4 billion, together with an authorization 
of a $1 billion publie debt transaction and $10 million carried forward 
from Interim Aid (Publfo Law 389). This total of _$5.01 billion was· 
originally authorized for approximately 15 months ending on June 
30, 1949. As specifically permitted by Public Law 793, however, the 
President determined, upon the reco=endation of the Administrator, 
that the entire sum would be required for the first 12 months of the 
program. In accordance with this decision, some $4.294 billion out of 
the total of $5.01 billion have already been obligated and it is ex
pected that the full amount (with the exception of funds required for 
administrative and other purposes) will be obligated by April 1, 
1949. In consequence, the ECA requires an appropriation of funds 
to permit its operations to continue during the last (April-June) 
quarter of the current :fiscal year. 

No attempt has been made to undertake a separate calculation of 
the.needs of the European countries for United States aid during the 
April-June quarter of 1949 as a separate accounting period. The 
first annual program prepared by the OEEC covers the 12 months of 
the current :fiscal year. Consequently, the ECA's estimate of the need 
for economic assistance during the last quarter of the :fiscal year is 
based upon the carefully prepared and exhaustively reviewed OEEC 
program for the whole of 1948/49. In the course of review by the 
EC.A subsequent to its preparation by the OEEC, the program has 
been reduced by $119 million from the original total of $4.875 billion 
to a new total of $4.756 billion. The largest single reduction was an 
allowance of $±0 million to cover the cost of industrial raw materials, 
the shipment_of which and the payment for which would be delayed 
until the :fiscal year 1950. Of the 1·educed total, some $3.618 billion 
can be covered by funds still available from the initial EC.A appropri
ation. Consequently, if the reduced annual program is to be covered, 
there remains a balance of $1.138 billion of program funds to be pro
vided for the last quarter of ·the current fiscal year. In addition, 
$11.5 million is required for non-program expenses. 

Table 2 on the following page gives the allotments of funds to the 
participating countries during the first quarter of EC.A operations, 
April, llfay, and June of 1948. It also shows the balance of the 
initial appropriation after these allotments had been made. Table 3 
shows the 1948/ 49 :fiscal year program, also by co1mtries. The first 
column shows the OEEC-recommended program; the second the 
reduced annual program as it now stands; the third column, which is 
carried over from Table 2, shows the balance remaining from the 
initial appropriation to be applied against the first annual program; 
and the fourth column gives the amount of program funds required 
to be appropriated for the last quarter of the current fiscal year. 

63 



TABLE 2. 

ECA Program, April 1948-March 1949 
(In millions of dollars) 

Total 
April 1948-
March 1949 

April-
June 1948 

{1) (2) . 
Austria ... " ......................... " .. ,. .. 220.s 62.{) 
Belgium-Lm:emburg and Bel-

gian dependent overseas 
216.0 20.0 territories .. " ........... " " ....... ,. . 

Denmark ...................... " .......... 100.0 20.0· 
Free Territory of Trieste •....• 18.2 4.0 
France and dependent overseas 

1,058.1.>o 385.0 territories ............................ 
Germany: Bizone ••......•..• 416.1 109.0 

Freneh Zone ..•.•.•• 92.3 20.0 
Greece . .. . .. . . .. .. . . .. ................ 172.0 50.0 
Iceland ... ~ ......... ~ ................ 7.5 2.3 
Ireland ................................. 88JI 10.0 
Italy ....... ~ .. ~ ................. * •• 580.7 158.0. 
Netherlands and dependent 

overseas territories •..•..... 483.0 115.0. 
Norway ~ ................................. 81.8 20.0 
Sweden ....................... 40.4 -
Turkey ~ ........ ~ ............. ~ 44.8 10.0 
United Kingdom ............. 1,819.l 400.0 

Commodity reserve •.••..... 13.5 --
l 

Total program fUnds ••••• ·I 4,953.0 1,335.3 

Strategic materials . . . . . . . • . . ll.5 
Oeeun freight·on relief packages 11.5 
Technical assistance .••.•.... : 3.0 
Investment i::uaranties • • • • • • . . 27.7 
Administration • . • . . . • • . • . . . . 12.0 1.2 
Confidential fund . . . . . . . . . . . . o.z 

Total ECA funds •••...•.• , 5,010.0 1,836.5 

July 1948-
March 1949 • 

(3) 

168.81 

196.0 
80.0 
14.2 

728.5 
307.l 
72.3 

122.0 
5.2 

78.S 
422.7 

Sll8.0 
61.8 
40.4 
34.8 

919.1 
13.5 

3,617.7 

2.6 
11.1.i 
a.o 

27.7 
10.8 

0.2 

3,673.5 

--

A word is in order on the allotments of funds that were made for 
the first quarter o:f EC.A. operations (April-June, 1948). The EC.A. 
came into existence early in April, 1948. Clearly, there was no 
opportunity for this organization to prepare a quarterly supply 
program in any detail. Nor was the newly created OEEC in a 
position to submit any estimates of the requirements o:f individual 
countries for particular goods and services. Yet, the need for EC.A 
financing was urgent and acute. Those countries that had received 
Interim .Aid had their supply pipelines fairly well filled. But unless 
EC.A financing became immediately available, the pipelines would 
soon have begun to empty. 1\<Iost of the eountries of Europe had 
kept imports flo\ving only through dange:i:ously rapid drawing down "'11111 
of their hard-curreuey reserves. These operations had already gone 
too far for safety in a number of countries. It was everywliere ap-
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parent that the major objectives of the ERP would be jeopardized 
unless the fl.ow of ECl\, funds could aommence at onee. 

Under these airaumstances, the ECA leaned heavily upon the highly 
competent preparatory work of the State Department. In anticipa
tion of the situation that would faae a new agenay, quarterly supply 
programs for all of the partfoipating countries had already been 
prepared by the State Department on the basis of the best informa
tion available in Washington. These programs were never formally 
approved by the Administrator, but they served as guides in the 
issuance of procurement authorizations to the participating countries 
during the first months of ECA operations. 

TABLE 3. 

Proposed ECA Program for Fiscal 1948/49 
(in millions of dollars) 

Allotments• 
OEEO al<l !rom current 

recommen .. ECA-pro- s.pproprl .. 
dat!oil posed s1d .a.tlon 

(1) (2) (3) 

Austria. ......................... 217 215.2 156.8 
:Belgium-Luxemburg and de-

pendent overseas territories ... 250 247.ll 196.0 
Denmark ......••...........•... 110 109.l 80.0 
Free Ten:ltory o! Trieste ......•. 18 17.8 14.2 
France sud dependent over.seas 

territories- ..................... 989 980.9 722.5 
Germany: Btzone ···-----····-· 414 410.6 307.l 

French Zone 100 99.2 72.3 
Greece ..•..•............ : : : : : :: : 146 144.8 la2.0 
Icelo.nd ......................... 11 5.2 . 5.2 
Ireland 79 78.3 783 
Italy ... ::::::::::::::::::::::::: 601 555.5 422.7 
Netherlands and dependent over-

496 seas territories ..... ........... 469.6 363.0 
Norway ..........•............•. 84 83.3 61.8 
Sweden ......................... 47 46 6 40.4 
TUrkey ......................... 50 39.7 34.B 
United Kingdom ............... 1,263 1,239.0 919.l 
Commodity reserve ............. - 135 13 5 

Total pmgmm funds .......... , 4.875 / 4,756.2 I 3,617.7 

Strs teglo materlsls ............ - 4.6 2.6 
Ocean freight on relier packages - 15.5 11.5 
Techntca.1 ass1sta.nce .••..•.•... - 5.0 3.0 
Investment guaranties ......... - 27.7 27.7 
A<imlnlstratlon -. ,_ .............. - 14.3 108 
Confidential fUnd .......... ,, ... - 0.2 0.2 

Total EOA funds .... :: •...... ~··! I 4,823 5 I 3,673.5 

Supple-
mentary 

allotment 
requested 

(4) 

56.4 

51.ll 
29.l 
3.5 

257.4 
103.5 

26.9 
22.8 
--

132.8 

101.6 
21.5 

6.2 
4.9 

319.9 -
/ 1,138.5 

2.0 
4.0 
2.0 -3.5• -

I 1,150 o 

~Bee Column 3, table I. 
b Actual adm1n1strat1ve expenses for the quarter B.l'e eattma.t-ed at $4.5 million. the 

remalnlng $1 million to be fillanced out o:r fU.Dde already appropriated !or a.dmlnis
tratlon. 

This first quarterly program was conditioned, also, by the immediate 
needs of the participating countries as these became apparent during 
the spring of 1948. The total amount of allotments for the quarter 
was slightly in excess of one-fourth of the first annual appropriation. 
The allotment figures are, however, misleading beaause no loan agree
ments were signed and no loan funds were obligated until well after 
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the.end of the quarter. It was partly for this reason that the grant
in-aid allotments had to be of such an ·amofuit as to make the total 
allotments greater than one quarter of the initial appropriation. 

It was not until the first quarter of the fiscal year 1949, and not 
really until the submission of the first annual program by the OEEC 
in Oetober 1948, that the ECA was able to appraise more ca:refully and: 
accurately the needs of the European eountries for aid in the first year 
of the ERP. The supply program :for the July-September quarter 
was the first one produced -by the ECA in cooperation with the 
OEEC. The resulting estimates of needs were subject to a wide 
margin of error, because. both organizations were not yet adequately 
staffed, information was still incomplete, programming techniques not 
yet fully learned, and no annual program as yet existed to serve 
as a framework for the quarterly procurement operations. It was 
Ullderstood that the annual program to be prepared by the. OEEC 
would supersede this ,interim quarterly program for the first quarter 
of the fiscal year. 

The OEEC's work on the first annual program began in mid-sum· 
mer, 1948. The EGA.requested the European organization to assume 
the responsibility of reaomm(lllding amounts of aid to be extended 
to the individual eoUlltries. The amount of the appropriation itself 
set an upper limit upon the amount that could be recommended by the 
OEEC and it was adv.iEed by the EOA of deductions from the total 
appropriation that had to be made to cover administrative and other 
non-program expenditures of the ECA. 

The OEEC's work was completed in early Oetober, at whieh time 
the first annual program was :formally handed to the Administrator 
as a recommendation of the OEEC. Thereafter, it was subjected 
to the most eareful and exhaustive examination by the Office of 
the Special Representative in Paris and the ECA staff in Washington. 
Eaeh country presented to the OEEC (1) fol·eeasts of its domestie 
production, eorumnrption, ete.; (2) estimates of expenditures to be 
made for imports of essential goods and services and of earnings to 
be derived from the sale of exports; and (3) an income and expendi
ture statement giving its estimated foreign"trade position. Both the 
OEEC in its se:rutiny of the national submissiollll and the EGA in its 
careful review of the OEEC program, re-examined the judgments 
implicit in all of these :figures. The EGA's review hns changed the 
OEEC program in many of its details, but it was the judgment of the 
EC.A that the specific amounts o:f aid l-ecommended by OEEC for the 
several countries were substantially correct. 

Although no major revision of the OEEC aid :figqres seemed to be 
called :for at the time of their submission, the ECA reserved the right 
of continuous review both of progress within the recommended pro
gram and of the need for economic aid during the eurrent fiscal year. 
AB :a.oted above, a number of reductions in the amollllts of aid have 
been made since Octolier 1948 in the subsequent proces!! of continuous 
review. Among the most important were those necessitated by (1) the 
unwillingness of the ECA to allow for certain dollar payments in the 
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British balance of payments; (2) the susp®sion of the Indonesian pro
gram; and (8) the lag in the shipment of certain industrial raw 
materials. 

luiide from special and rather technical circumstances, however, 
no evidence has appeared that would require or justify a drastic 
change in the allocations of aid recommended by the OEEC. 1\fore
over, it is the stated policy of the EC.A. to make such changes only 
where they al'e clearly justified. It is of very great importanee to the 
success of the ERP that, onee a specified amount of aid has been 
allotted to a country, the amount should remain :fixed :for at least a 
year unless the most compelling circumstances ju$ify a change. 

The alternative would be to increase a country's alloeation of aid 
during the course of the year if it co11ld demonstrate that it was 
seriously short of dollar exchange and, likewise, to reduce the amount 
of aid extended to any country that seemed to have adequate dollar 
resources. But such a policy would blatantly reward failure and 
penalize success. The country that failed to live within its means 
would have a claim on additional aid and the country that managed 
to accumulate some additional hard currency reserves would have 
its aid reduced. There could scarcely be a policy more ingeniously 
designed to encourage the free and easy spending of dollars and to 
discourage the participating countries :from balancing their external 
accounts. 

There must, of course, be a periodic reappraisal of the situations 
of the several participating countries. It is plainly not the intent 
of the Congress that any country should continue to receive aid 
after the need has disappeared. And it would be demoralizing to 
continue United States aid to any country in a volume greater than 
that originally needed. But aside from such periodic reappraisals, 
there is a strong case for leaving aid figures fixed for the entire 
iiseal year. I£ a country manages to live within its means, including 
the aid it receives, in one accounting period, that may well be a reason 
for providing less aid in the next year of the program. But the coun
try should not be criticized or penalized in any other way for its 
thrift. 

Quite aside :from the desirability of leaving the aid :fignres rela
tively unchanged, the evidence that has come in as the year has 
progre~sed supports the figures that are submi:t.ted in this document. 
In the light of actual performance, there have been many changes 
in eommodity import programs, and there have been certain larger 
developments unforeseen when the OEEC's program was prepared, but 
these are not of such a character as to justify changes in the amount 
of aid. 

Several .of the more important developments are, nevertheless, 
worthy of mention as examples of divergences between the forecast 
of five months ago and actual developments, The basic test of the 

, correetness of the amount of aid being extended is the foreign-ex
change balance sheet o:f the countries concerned. Two or three of 
the partieipating eouu.tries have apparently been able to accumulate 
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some hard eurreney reserves during the past few months. Of these, 
Italy has probably been the most sucaessfu1. In that ease, the aemmm
lation o:f reserves is not a s:ign that e..-..:cessive amounts o:f ECA funds 
are being provided but rather of the low level of indmtrial produc-

. tion and, consequwtly, of imports of industrial raw DUJ.terials. The 
Bizone ia another country that has improved its balanee-sheet position 
but here, again, this reHeets an unhealthy and almost certainly tem
porary dip in imports rather than an over-estimation of the real and 
long-term need for foreign exchan~e resources. 

Belgium may be mentioned as still another participating country 
that has more than maintained its reserves but, in this e!IS(', the result 
is accounted for differently. The Belgians have received roughly 
$175 million, mainly from other partieipating countries, during the 
calendar year 1948 as settlements under their bilateral-trade agree
ments. This has served to maintain Belgium's hard-currency reserves 
and to permit rather generous dollar imports but it has been an added 
drain upon the dollar resources of the other participating countries 
who made payments to Belgium. Umavelling the shifts in hard cur
reney reserves from one participating country to another is extra: 
ordinarily difficult but nevertheless must be taken into aeeount in 
estimating thefr positions. 

France is in the reverse position from that of the three eoUlltrics 
mentioned above. France has continued to draw heavily this year 
on its holding!'! of dollar securities, but it is doubtful whether this may 
be taken as evidence that the Freneh dollar deficit was under-estimated 
a-p.d that the amount of aid provided for the current year has been 
too small. France is an outstanding case of a participating country 
in which inflation is still a major problem. Inflation increases the 
foreign-exchange de:fieit in various ways outlined in an eiirlier section 
of this chapter. It may be said, therefore, that the amount of aid 
provided to France this year'was sufficient to caver its dollar deficit, 
provided France had been able after the middle of 1948 to eontrol its 
inflation .. The annual aid allotment did not, however; eontain any al
lowance for the effeeoo of the inflation that has been running its course 
in France since the late spring of 1948. 

Norway and the Netherlands are examples of countries that are barely 
able to live within their means with the amount of aid allocated to them 
this year. Inflationary pressures, though not eliminated, are effectively 
repressed and, in both countries, the standard of living :is austere. 
Probably both will experience some loss of monetary reserves by the 
end of the year. In spite of the austerity of its standard of living, the 
magnitude of its recovery ·effort, and the success of its export drive, 
the United Kingdom will be barely able to keep 1ts reseryes intaet. 

The aetual calculations of the amount of aid required :for the current 
fiscal year are sUlllIUarized in the following consolidated balance of 
payments tables : 
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TABLE 4. 
Summary Balance of Payments 1948/49; OEEC Estimate 

15 Participating Countries a 
(In million dollars) 

Dollar account Non ... Grau<! dollar total u. 8. Other Total account 

1. Imports .................... 4,015.3 2,352.8 6,368.l 13,008.4 19,376.5 
2. Exports ................... 71119 1,138.0 l,845 9 11,703.4 13,549.3 
3. Merchandise balance . _ ..... -3,307.4 -1,214.B --4,522.2 -1,305.0 -5,827.2 
4. Inv!Slbles (net) •••..••..... -tm9.5 -313.3 -922.8 +707.5 --215.3 
5. Current account balance . , -3,916.9 -1,528.l -5,445.0 -.197.5 -6,042.5 
6. Settlements ................ +42.0 -227.5 -185.5 -- --
'1. Capital transactions ... _ ... 

a. Non-ECA financing ..... +142.l +u5.s +207.S -- --
b. Repayments ............ -1700 -23.7 -193.7 -- --
c. Other +677.0 --8.5 +568.5 -- --a. Net po•ltion··:::::::::::::: -3,225.8 -1,722.3 -4,948.1 -- --

9. E.<Jt. ~equi"rements :ror 
--4,722.8 U. 8. aid ................ -- -- -·- --

10. Uncovered deflelt .......... -- -- 286.7> -- --
. 

.. Excludes Netherlands DOT Indonesia~ Portugal, Switzerla.ndt Turkey, and T.r1este. 
b Exclude& $62 m1111an contained .tn the Bl2one iequest tor aid but not included 1n 

the imparts llDo of the table. 

. TABLE 5. 
Summary Balance of Payments 1948/49; ECA Estimate. 

1:5 Participating Countries a 
(In million dollars) 

Dollar account Non-
dollar 

account 
u. 8. Other Total 

l. Importa .................... 40891 2149.4 6238.5 12995 9 
2. Exports .................... 764.7 1196.9 1961.6 12196.7 
3. Mm-cha.ndise balance .•• , .• -:3324.4 -952.5 --4276 9 -799.2 
4. Inv!Slblo• (not) ........... 
5. Net current Position of 

--421.2 -286.8 -708.0 840.2 

DOT's -202.6 -35.6 -238.2 69.0 s. current A"CdOUllt' BSiance ·:: -3948.2 -1274.9 -5223.1 no.a 
7. Settlements ................ 42.0 -163.1 -121.1 --
8. Capital Transactions: 

184.2 83.5 267.7 a. Non-EOA :financing ... -
b. Repayments .......... -209:S - 32.7 -242.2 -
c. Other 634.2 14.0 648.2 --9. Net Pos1tloi:i.:::::::~:::::::: -3297.3 -1373.2 -4670.5 --

10. Estimated Requirements for 
U. S. Assistance ......... -- -- 4624.2 b --

11a. Uncovered Deficit ......... -- -- 145.6 --
1r11. Accumul11.tlon of Reserves -- -- 99.3 --

Grand. 
total 

19234.4 
14158 3 

--'5076.1 
132.2 

-169.2 
-5113.1 --

------
-
-

a Excludes Netherlands DOT Indonesia. Portugal, Switzerland, Trieste, and Turkey. 
b Total ECA proposed aid !or 1948/49 is $4..'i56.2 million. Estimated :requirements !or 

u. s. assistance of.$4,624 2 mlll1on in line 10 of above table excludes the fol!owlng: 
(IIlilllous) 

Netherlands DOT Indonesia ..••••••...•.•••• $61.0 
Trieste ....................................... 17.8 
Turkey ....................................... 39.7 
Commodity Reserve . . . . . . . . . . . . . . . . . . . . . . . . . 13 5 

$132.0 

For the fifteen countries for whfoh comparisorui are possible (see 
tables 4, 5, 7 and 8), the OEEC estimated that the combined deficit on 
dollar account in 1948/49 would amount to about $5.45 billion. The 

,....- comparable EC.A. estimate is $5.22 billion. For the same group of 
conntries, the OEEC report on the first annual program indiaates a 
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dollar deficit on current account in 1947 of about $6.8 billion. The 
OEEC estimates for 1948/49 ~e based on the assumption that assist
ance to European recovery in 1948/49 by the United States would 
amount to approximately $4.875 billion and, therefore, represent not 
estimates of requirements but of total resources, including their own 
dollar earnings and extraordinary assistance, available to finance an 
import surplus. In both sets of estimates a notable improvement in 
the current account position between 1947 and the current fiscal year is 
anticipated, amounting to 20 to 2_5 percent. 

The OEEC forecast puts the level of dollar :imports at about $6.370 
billion (of which imports from the United States amount to $4.015 
billion), as compared with the ECA estimate of $6.238 billion (of which 
the United States component is about $4.090 billion). The coupling of 
this revision of the import estimates, which is in part attributable to 
changes in prices rather than in the volume of trade, with an increase 
of about $100 million in the export estimates explains the difference 
between the OEEO and the EOA estimates of the current account 
deficit. 

In terms of the value of total imports by the participating countries, 
the difference lietween the OEEC and the EC.A estimates is slight, 
amounting to a little more than one percent of the total of more than 
$19 billion equivalent. In view of the nature of the estimates and 
the inadequacy of information on the prices at which non~dollar trade 
takes place, this difference can be disregarded. 

There is, however, a significant difference between the over-all deficit 
on current account as forecast by OEEC and by the ECA. The EOA 
has .throughout adopted favorable assumptions on economia trends in 
the participating countrie§. It believes that the reduction of the 
over-all deficit on current account in 1948/49 from the level of about 
$6.04 billion forecast by OEEO to a level of about $5.11 billion, or 
a reduction b·y one-sixth, is possible of attainment while maintaining, 
though not improving, living standards. It is very important that 
the over-all deficit be steadily reduced for this fa the measure of the 
ability of the participants to move progressively toward self-support. 

It is important to note that, according .to the most recent information 
available to the EC.A, amortization payments to the United States and, 
to a lesser extent, on other dollar obligations, are already a significant 
item in the balance of payinents and are expected to exceed financing 
available from non-EOA sources, such as other lending institutions, 
private investment, and other Western Hemisphere countries, by about 
$25 million in the current fiscal year. Thls will constitute an inareas
ingly important drain on the dollar earnings of the participating coun
tries, and amounts in the current year to about one-eighth of earnings 
on dollar exports. 

The total dollar deficit on current and capital account of the fifteen 
countries amounts to nearly $5.60 billion. This deficit will be financed 
principally by assistance made available under the ERP ($4.624 billion) 
and by the United States contribution for relief in Germany ( GARIOA) 
estimated at $573 million. It is also expected, however, that certain 
countries, notably Belgium, France, Sweden, and the United Kingdom, 
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will be compelled to draw down their monetary :reserves by a total of 
about $210 million or to make adjustments in their :import programs. 
Furthermol·e, it i.s estimated that nearly $220 million of new :finanaing 
might be available to the participating eolllltries from non-ECA 
sources. 

F. THE PROGRA11FOR1949/50. 
. The ECA is :requesting $4.2 billion of program funds and $80 million 
of non-program funds for the :fiscal year 1950. The ECA is also asking 
for authority to commit during the fiscal year 1950 an additional $150 
million to authorize the purchase of goods and services by the partici
pating countries on which disbursements will not be made and for which 
an appropriation will not be requested lmtil the :fiscal year 1951. 

1. Economic Objectives of the Program. 
The coming year will be in many respects the most critical year of 

the recovery program. If the major objectives are to be achieved by 
mid-1952, the main :foundatiollE! of the recovery program must be laid 
by the end of 1949/50 and substantial progress must be made towards 
readjustment in those countries which have reached that phase of 
recovery. 

Eaek of the participating countries except Switzerland has prepared 
a program for 1949/50 covering its proposed use of resources for eon
smnption, capital investment, and exports, and forecasting the magni
tude of the resources which it will have· available from production and 
imports to cover the proposed uses. In addition, the participating 
countries have made forecasts 0£ their balance-of-payments positions 
which would result from their proposed resources programs. The fol
lowing paragraphs summarize the picture of Western Europe during 
1949/50 which emerges from these individual national programs. 

Industrial production is expected to increase by 5 to 10 pereent over 
1948/49 and by the end of the next :fiseal year will reach a level about 
15 percent above pre-war. Agricultural output should continue to 
increase though it may not, in ter:ms of energy, reach that of the post
war record season of 1948 which resulted from unusually favorable 
weather eonditioM. 

Investment is expected to make steady progress and 'the countries 
Will continue to devote about 20 percent of their gross national produet
to eapital formation. Notable increases are planned in coal, steel, and 
electrical capacities. The restoration of the Euxopean transportation 
system should be nearing completion by the end of the next program 
year. 

The large investment program should permit v&:y little increase in 
the consumption standards but some countries are nevertheless pro
posing fairly significant rises. A diversion of resources from investment 
and exports must b<: carefully assessed and it may well be that certain 
coiintries cannot yet afford to relax their eonsumption policies. 

The proposed total :import program for 1949/50 is of the same 
general order of magnitude as 1948/49, which, in turn, is about 15 
percent below that of 1938 in volume. The composition of this import 
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program will change in accordance with the requirements of renovery. 
The countries propose a greater emphasis on industrial raw materials 
and machinery and less on foodstuffs and coa:rse grains. 

During the year, there is expected to be a considerable improvement 
in the relation between exports and imports. The earnings of W el'!tern 
Europe from exports to the outside world are expected to cover 62 
·percent of the cost of its imports, compared With 50 percent in 1948/49 
and less than 40 percent in 1947. This improvement ·will result from 
increased eamings :from exports and increased receipts from the tourist 
trade and merchant shipping. 

2. EGA Review of the National Programs for 1949/50. 
It has been necessary for the ECA to prepare a preliminary and 

illustrative division of aid among the countries for the fiscal year 1950 
and ro arrive at a total figure before the OEEC has screened the 
individual national programs and made its own recommendations:. .As 
will be seen later, the OEEC has had an opportunity only to arrive at a 
prelimimiry estimate of the total dollar aid needed :for Western Europe 
as a whole. During the few months of its existence, it has completed its 
:first annual program and has done considerable work on the long-term 
program. Since the latter should be the framework within whfoh each . 
annual program is fitted, the OEEC wisely gave priority to the work 
on the long-term program. 

The EC.A made its estimates Oll the basis of the individual national 
programs submitted by each of the participating countries to the OEEC. 
The total request of the participating eo11ntries for United States aid 
in 1949/50 amounted to $4.690 billion. This reduetion from the OEEC 
program :figure of $4.875 billion_ for 1948/49 was aehieved almost 
entirely by lower requests for aid from the United Kingdom and, to a 
lesser extent, from France and the Bizone. The other countries either 
requested amounts of the same magnitude as they are receiving in 
1948/49 or asked for greater aid. .Among the latter were Sweden, 
Norway, Denmark, Greece, and Turkey. Portugal submitted a request 
for aid for the first time. 

Employing the method of analysis described in an earlier section 
of this chapter, the ECA arrived at a:n estimate of $4.2 billion as the 
amount of aid required by the participating countries for the fiscal year 
1950. This ECA estimate can be compared with the recommendations 
of the OEEO for the second program year. A.i3 noted before, the method 
employed by the OEEC in makillg its recommendation for 1949/50 
dillers substantially from that used by the ECA. The national programs 
as submitted by the participating countries to the Organization were 
statistically summarized into a oonsolidated balance sheet and the OEEC 
applied certain rough eriteria to the resulting consolidated import 
program. Chief among these Will> that consumption levels should not 
exceed 1948/49 where such increases would involve additional dollar 
expenditru.'€s. However, the OEEC recognized that there may be 
special eases in which an increase in food.consumption over the 1948/49 
level might be justified and, consequently, allowed in its revision of the 
consolidated import program for an increase of 2.5 percent. The net' 
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result of ,the differenee between the modest increase ~ecommended by 
the OEEC·and the rather large.increases proposed by the participating 
countries fu their program submissions WM sufficient to reduce the 
magnitude of the OEEC consolidated import program by $216 million. 
Other reductions were made by the OEEC in the total proposed import 
of certain consumer goods and industrial equipment and the estimate 
of freight cost.<; was correspondingly reduced. 

As a result of these. various reductions, the OEEC arrived at a figure 
of $4.347 billion of ECA aid necessazy for 1949/50. 

It will be seen that the approaeh employed by the OEEC is wholly 
different from that of the ECA. The OEEC screened the consolidated 
totals. for all of the partfoipating countries as a group; the ECA 
screened the program of each individual country and then added the 
results of its individual appraisals together in order to arrive at a 
total aid figure for the whole group of countries. Specifically, the ECA 
method has made possible a more rigorous appraisal of the national 
programs and, in the case of some eountries, the aid :figures arrived at 
by the ECA are less than sufficient to cover their external dollar deficits. 
Taldng account of these differences in approach, the OEEC figure o:f 
$4.347 billion does not diverge markedly from the ECA figure of 
$4.2 oillion. 

The determination of the actual distribution among countries of such 
funds as the Congress may decide to appropriate for European aid 
during the fiscal year 1950 will develop in two steps. The assm:rihling 
of new national submissions, the making of :forecasts and the formula
tion of policy judgments for the best utilization of European resources 
has been and will continue to be the responsibility of the OEEC. The 
report of the OEEC and its recommendations for the division of aid, 
when completed, will be reviewed both by the European orgauization 
of the ECA 'and by the Administrator's staff in Washington _prior to 
:final decision by the Administrator. It would be only then. that the 
progrrun for the division of aid for the :fiscal year 1950 wo1ild be pro
mulgated and even that pro,,,"ram would be subject to continuous review 
and adjustment in the light of actual events. The partieipating coun
tries are wholly :familiar with this procedure and will, therefore, under
stand that the text and statistical tables for 1949/50 in this document 

, may not be used to support any request, either w the. OEEO or the 
ECA, for aid in any particular amount for any country or for any 
particular purehase or payment. 

3. ECA Illustrative Program for 1949/50. 
Table 6 shows the amount of aid requested by each participating 

country for 1949/50 and the illustrative division prepared by the 
ECA. The 1948/49 allotments a:r:e given for purposes of comparison. 

The individual balan"e of payments tables of the participati.Dg coun
tries have been. consolidated into an illUJ!ltrative balance of payments 
summary for the nations as a group which is shown in Tables 7 and 8. 

Both the partfoipating countries and the ECA expect further sub
stantial improvement in the over-all current account position in 
1949/50 as compared to their respective -estimates for 1948/49. The 
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participating coWltries have estimated their combined over-all deficit 
at about $5.111 billion in 1949 /50, or a reduetion of 15 percent .from 
the OEEC estimate for 1948/49. The ECA expects- that the over-all 
deficit might be :reduced to about $4.25 billion, or by about 15 percent 
from the level shown in the ECA 1948/49 program. Both the partici
pating countries and the ECA e:s:pect that this improvement will occur 
with rising levels of trade, with the increases in exports and in invisible 
earnings more than offsetting the increase in imports. In 1949/50, 
the ECA believes that the participating countries might achieve a small 
surplus on non-dollar current account. ' 

TABLE 6. 
ECA Illustrative Aid Program for 1949/50 

(In millions of dollars) 

Country 

Austria .,. ,. ,. ,. ~ . .. . . .. ... .. . .. · · ·" · 
Belgium-Luxemburg and 

BeJ.irian dependent overseas 
territories ................ . 

Denmark .... " .... "' ..... '" ..... ~ .. .. 
Free Territoxy of Trieste •.••. 
France and dependent overseas 

territories ................ . 
Germany: •Bizone 

ECA • • .. • . • • • 372.4 
GARIOA • .. .• 539.7 

B:izone total . . 912.1 
French Zane. • • . . . . . . • • • • • • ••• 
Greece . . . . .......•.......•. 
Iceland ...................... -
Ireland ......... ~ ............ . 
Italy ............................. . 
Netherlands and dependent 

overseas territories ......•• ·I 
Norway .......... ,. ................ . 
Portugal .....•........••..•. 
Sweden ...................... . 
Tul'key .......... ~ ................. . 
United Kingdom ............ . 
Commodity Reserve ...••••.• 

Total ...••..••••.•••• ., .1 

National 
requests, 
1949/50 

(1) 

217.0 

250.0 
110.0 

12.8 

890.0 

372.4 

100.0 
198.l 

10.0 
76.4 

610.4 

50'1.0 
131.8 
100.6 
10.7 
94.2 

940.0 

4,690.1 

E CA illustra-
tive division 1948/49 

of aid EGA program 
1949/50 {3) 

(2) 

197 215.2 

200 241.9 
. 109 109.l 

12 11.8 

875 980.9 

404.0 404 410.6 410.6 
476.6 573.4 

880.G 984.0 
115 99.2 
170 144.8 

1 5..2 
64 '78.3 

555 555.6 

355 469.6 
105 83.3 
10 
54 46.6 
30 39.7 

940 1,239.0 
18.5 

4,202 4,756.2 

The-dollar deficit on eutrent account in. 1949/50 is estimated qy t11e 
EC.A at about $4.77 billion, as compared with $5.22 billion in 1948/49. 
Total dollar imports are e:s:peeted to rise Jjy appro:ximately $160 
million, but this will be more than offset by an increase in dollar 
exports of nearly $320 million and a reduction of expenditures on 

. shipping, insurance, interest and other invisible items of about nearly 
_$250 million . 

.Amortization payments on dollar obligations will again be an 
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important item in the dollar deficit, amounting to nearly $230 million, 
but it is hoped that approximately $265 million of new financing 
from non-ECA sources in the United States and from other Western 
Hemisphere countries will be available to the 15 countries included 
below. It is hoped that an additional $40 million of new :financing will 

TABLE 7. 
Summary Balance of Payments 1949/50; National Estimates 

15 Participating Countries a 

1. Im:ports ...••••••••.. , ....• 
2. Exports ......•............. 
3. Mercband1se bnlnnce ..... . 
4. Invfs.ibles (net) . . . . . . . .. . 
5. Current nccount balance .. 
6. Settlements .............. . 
7. CaIJlta.I T.ransactlons: 

n. Non-ECA fi.na.ncl.D.g .. 
b. Repayments .......... . 
c Other ................ . 

8. Net position ............ .. 
9. Est. requirements for 

U. S. Assistance ........ . 
10. Uncovered deficit ....... . 

(In million dollars) 

Dollar account 

u. s. 

40291 
823.0 

--3206.1 
-401.3 

--3607.4 
+122.0 

+ 6.0 
-163.1 
+537.7 

--3104 8 

Other 

2366.4 
1315.4 

-1053.0 
-247,0 

-130D.O 
-185.6 

+132.0 
-35.7 

-13895 

Total 

8397 5 
2l38.4 

-4259.1 
-648.3 

-4907.4 
-638 

+l38.0 
-1988 
+537.7 

--4494.3 

4390.5 
103.8 

Non
dolla.r 

account 

14406.4 
13369.1 

-1039.3 
+834.6 
-204.5 

Grand 
total 

20805.9 
15507.5 

-5296.4 
+186.5 

-51119 

a Excludes Netherlands,DOT Indonesia., Po1tug9.l, Switzerland, Trieste, and Turkey, 

TABLE 8. 
Summary Balance of Payments 1949/50; ECA Estimate 

15 Participating Countries a 
(In million dollars) 

Dollar account Non-
dollar 

u. s. Other Total account 

1. Imports ...................... 42218 2169.3 6391.1 14044.6 
2. Ex:ports •••••••••••..•••.••• 651.5 1426.8 2278.3 13624.5 
3. Merchandise balance ...... --3370.3 -742.5 -41128 -420.3 
4. rnvlSlbles (net) ........... 
5. Net Current Position. of 

-234.6 -225.3 -459.9 +885.6 

DOT'S ........... -....... -17£.3 -165 -192.8 + @.6 
6. Current Account Balance .. --3761.2 -984.3 --4765.5 +sos 9 
7. Settlements ................ +1220 -158.0 -36.0 -
8. Capital Transactions: 

+132.0 e.. Non-ECA fillanclng .... +131.0 +263.0 -
b Repayments ........... -1931 - 36.1 -2292 --
c. Other .................. +4766 - 61 +470.5 --

9. Net Position ............... --3244.7 -l0525 -4297.2 -
IO. Estimated Requirements for 

U. s. Assistance (rounded) -- -- + 4140.o• --
11. Uncovered Deficit ......... -- -- 156.3 -

Grand 
total 

20435.9 
15902 8 

-4533.l 
425.7 

-149.2 
-4256.6 --

--------
----

•Excludes '.N'etherlo.nds DOT Indonesia, Portugal. Switzerland, Trlestet and Turkey. 
•Total EOA proposed aid for 1949/50 IS $4.202 mlll!on (rounded downward to $4,200 

million 1n total request). Estlmated :requirements fo:r U. S. asslsta.nc-e of $4,140 mlllion 
in line 10 of above table excludes the following: 

(mlll!onsJ 
Netherlands DOT Indonesia ............... . $10. 
Portugal .................................... , .. 10. 
Trieste . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . l2. 
Turkey ....................................... 30. 

~. $62. 
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be available for the other participating countries. The total dollar 
deficit of nearly $4.8 billion will again have to be :financed very largely 
by assistance from the 1Jnited States to European recovery and to re
lief in Western Germany. However, the ECA estimates that certain 
participating countries, notably Belgium, France, and the United 
Kingdom, will be required to draw down their monetary reserves by 
about $).50 million to meet their dollar requirement'l in 1949 /50. 

G: INDUSTRY AND AGRICULTURE. 
The economic structure of Western Europe, like that of any other 

highly industrialized area, is a vastly complex and inter-related system. 
Its continued functioning requires the constant input of at least mini
mum quantities of essential supplies, the composition of which can only 
be altered slowly and within defined limits. Failure to provide adequate 
supplies for any single critical sector may result in the breakdown of 
the entire structure. 

Inadequate food imports will result in reduced labor efficienay and 
- inareased absenteeism. Textile production is dependent completely on 

imports of cotton and to a considerable degree on imports of wool; an 
inadequate volume of such imports will result in reduced textile exports 
and in reduced availabilities of elothing for the civilian population. In 
turn, inadequate supplies of consumer goods such as food and clothing 
_will contribute to inflation, the effect of which will be to reduce invest
ment, increase consumption and hoarding, and restrict exports. In
adequate supplies of raw material -imports such as copper and lead will 
result in reduced production of such products as electrical generating 
and transmission equipment. This in turn will restrict the expansion 
of electric-power output upon which the growth of the whole of indus
try depends. 

Inadequate supplies of a single commodity may result in the uneco
nomic consumption of a more valuable commodity which is available. 
For example, in the past domestically produced breadgrains have been 
fed to livestock because of the shortage of imported animal feedstuffs. 
Lack of availability of one import will in general result in a aorrespond
ing increase in the demand for a relatively more available substitute. 
Copper, for example, is to a considerable degree being replaced in elec
trical uses by aluminum, a less efficient and, consequently, more costly 
substitute. On the whole, lack of availability of the most desirable and 
efficient commodity l'or any important use will result, not in an over-all 
saving, but either in a greater over-all expenditure for a less efficient 
substitute, or in a reduction of the general level of economic activity and 
a corresponding decrease in earnings from eiqiorts. 

The 1949/50 program as reviewed by the ECA appears to be generally 
in balance and to provide the basis for maximum recovery per unit of 
aid granted. The final detcnnination of each individual requirement 
will be dependent upon a variety of factors such as the levels of both 
European and world agricultural and industrial output which cannot 
be predicted with any degree of :finality at this time. 

The general framework of industrial and agriculturi.11 recovery 
planned in 1949/50 is presented below. 
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1. Industry. 
On the whole, industry in Western Europe has now recovered to a 

level roughly comparable with pre-war. The period between now and 
mid-1952 will be devoted to the elimination of the remaining industrial 
bottlenecks; to development of the industrial facilities which will make 
the greatest contribution to the solution of the bala.nce-of-payments 
problem; and to reductions in. aosts so that exports can compete in 
world markets. These requirements necessit~te the adoption by the 
participating countries o:f investment programs which are selective in 
character. Western Europe cannot afford to devote more than about 
20 :percent of ita gross product to capital formation. The size of this 
investment program is insufficient to permit any waste o:f resources in 
the expanfilon or modernization of lines of industry which may be 
redundant in Western Europe. Nor can Western Europe afford to 
devote investment resource.a to the improvement of industries whose 
products make only small contributions to the increase of exports or the 
reduction of imports. The selective principle must be applied not only 
within each country's investment program but also by the OEEC in 
integrating the national programs into coordinated investment goals 
for Western Europe as a whole. 

The restoration and e..~ansion of energy production is one of the 
basic problems o:f European r;,covery. In 1938, coal supplied 85 
percent of Europe's energy requirements, petroleum 9 percent, 
and hydroelectric power 6 percent. The participating countries 
plan that by 1952 coul will be relatively less important although 
still predominant, and will supply 78 percent of the total as co.rnpared 
to 12 percent for petroleum and 10 percent for hydroelectric power .. 
The total energy supply from all sources is expected to increase by 26 
percent above 1938. This innrease is approximately the same as the 
increase expected in industrial output during the recovery period. 
Non-essential wres of coal and electric energy are now restricted ; coal 
and electricity will probably not be :frocly available to all consumers 
at least until close.to the end of the program. The energy program, 
nevertheless, should be adequate, even thoug4 both the industrial and 
the agricultural investment progt•ams envisage a greater mechanization 
and consequently a greater energy consumption per unit of output than 
existed in the pre-war period. -

In 1947, the total energy supply for all participants was equivalent 
to 515 million tons of eoal; in. 1948/49 it ;vill rise to 569 million tons 
and in 1949/50 to 602 million tons, about 9 percent above 1988. Of 
these totals, 86 percent will be provided by European production in 
1948/49, and 87 percent in 1949/50. Coal and petroleum imports from 
the Western Hemisphere will supply 7 percent of total energy require
ments in 1948/49 and 6 percent in 1949/50. Althcmgh these imports 
from the W .;stern Hemisphere are a relatively small part of total 
requirements, they are nevertheless eritfoal; together with indigenous 
production and imports from other areas, they provide the minimum 
supplies necessary to sustain the planned levels o:f industrial and .agri
cultural production. ' 
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Coal production has now recovered to the point ·where shortages no 
longer hamper the effective operation of essential industries and serv
ices. Imports of American coal have fallen to half of the volume 
imported in 1947, and before 1952 should cease completely. 

Hard coal produetion hi expected to inerease by 32 million tons from 
410 million tons in 1948/49 to 442 million tons in 1949/50. Became of 
the increased levels of industrial produetion, consumption will increase 
by 25 million tons during the same period. Imports from the UnUed 
States will accordingly drop from 16 to 10 million tons or from over 3 
percent to about 2 perCfillt of total requirements. 

It will now be necessary for Western Euxope to introduce these ad
justments in coal production and distribution which must be made to 
insure an adequate supply of coal at competitive prices in 1952. The 
present difficulties of the coal-mining industry in many countries are 
not products of the war but can be attributed to conditions between the 
wars which discom·aged investment and modernization and deterred 
yollllg men from entering the mines. Both of these deficiencies will take 
years to overcome. 'l'he program of re-equipment and modernization 
in the mines will take at least ten years to complete and, as a result, 
little increase in efficiency will be realized by mid-1952. Hard coal 
production in 1952/53 as-estimated by OEEC w.ill be 511 million toDB, 
about ll.2 percent above the 1935-38 average. 

The problem Qf meeting Europe's growing requirements for petro
leum fa of a different nature. Since praetically all oil has to be 
imported either in the form of erude oil or refined produets, the 
question of foreign exehange and of the over-all balance of payments 
is of great importance. 

At the outset of the recovery period, Western Europe needed all 
the petroleum that it could obtain to help in the restoration and ex
pansion of industrial activity and, until about a year ago, expanded 
its consumption rapidly. In the fiscal year 1950, however, it is 
believed that all essential needs can be met with a consumption level· 
only about 7 percent above that estimated for the fiscal year 1949. 
The EOA also estimates that approximately similar annual increases 
will meet essential needs during the remainder of the ERP period. 
, The economic progress is reflected in the increased use of petroleum 

products expected in commerce, industry and agrieulture during 
the fiscal year 1950. The following percentages show the expected 
inerease over the pre-war period: motor trucks and buses, 35 percent; 
rail and water transportation, 57 percent; industrial uses, 225 per
cent; agricmltnre, 260 pereent. In contrast, gasoline requirements 
for private motor cars are expected to be about 35 percent below 
pre-war. Notwithstanding the over-all ill<lrease, it is estimated that 
even in 1953 Europe's consumption of·petroleum will be oill.y about 
one-ninth of present consumption in the United States, on a per capita 
basis. 

In order to obtain the oil required with the least possible payment 
ill dollars and other foreign exchange, the partieipating eountries 
are planning an extensive program to expand refining capacity both 
at home and ill overseas oil producing areas. They are also engaged 
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aetively in steps to enlarge the produetion of cirude oil in overseas 
areas, chiefly the :Middle East, Cro:ibbean and Far East. For ex
ample, the entire present long-range e:x:pansion program of British 
and Dutch oil companies in the United Kingdom and o-verseas is 
expected to result by the fiscal year 1953 in an increase in the value 
of crude oil and re:frned produnts output in the neighorhood of $1 
billion a year. 

Very few other indu<itries will yield as high a rate of return per . 
unit of investment both in dollars and in scarce resources as petro- " 
leum production and re:frning if the expansion is l'easonably conec.ived 
and executed. The present long-range plans of the individual coun
tries have not yet been reviewed by the OEEC and, therefore, are 
not coordinated. Such a review should undoubtedly result in a 
downward adjustment of the individual country programs. 

The benefits from the early phases of the program already are 
beginning to become tangible. Marked changes are taking place 
:in the composition of imports which, according to ECA estimates, 
will amount to about 48 million metric tons in the fiscal year 1949. 
In 1938, nearly two-thirds of all imports were refined products and 
only one-third crude oil. According to the ECA estimates, in the 
flseal year 1950 a little more than half of the total petroleum imports 
will be crude oil. It is also expented that crude oil imports will con
tinue to increase in importance during each successive year of the 
recovery program. At present prices, re:frning of crude oil in Europe 
makes possible a saving in foreign exchange equivalent to from 20 
to 25 percent of the value 9f the re:frned produots. 

The p1·esent planned electric power program calls for the installation 
of 16.5 million kilowatts of new generating capaeity by 1952. This, 
when added to the capacity in 1947 (43 million k.w.), will raise the total 
capacity to approximately 60 million k.w. The Electricity Committee 
of the OEEC, however, eonsiders that this total might be inadequate 
and has dra'IVn up a supplemental program to provide 4 to 5 million 
k.w. of additional capacity to come into operation in 1952/53. As a 
result of greater integration of production and distribution facilities, 
the annual output per unit of installed eapaeity should be appreciably 
:increased over the present use factor. 

During the present year the participating countries will make new 
installations double the new capacity installed in any pre-war year. 
Total capacity will be increased by 7.5 percent during 1948/49 and 
8.5 during 1949/50. 

On the one hand, this new capacity is dependent upon the unin
terrupted flow of raw materials such as eopper and lead from abroad; 
and on the other hand, the expansion of steel, mining, r<Jiining, trans
portation, and chemical industries cannot be carried out without a 
large increase in power supply. 

Elven though little new capacity has yet been installed, Western 
European crude-steel production will illerease from 30.4 million metric 
tons in 1947 to an esLimated 45.S million metric tons in 1948/49, a level 
for general industrial usage slightly higher than pre-war. Western 
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G.ermany 's production, however, will be approximately 6.2 million net 
tons in 1948/49 as compar~ with its pre-war average of 14 million tom. 

By 1952/53, Western European production is expected to reach 
about 57.6 million metric tons through an expansion and modernization 
progl'!\m in spite of the restriction limiting Western-German production 
to 10.7 million metrie tons. 

Although about 90 percent o:f the equipment for this program of 
expansion and modemfaation will be produced in Europe, the very 

•heavy investment program, amounting to $3.1 billion during the reco-v
ery period, is an important part of tbe general investment program 
made possible by United States-:tlnanced imports of food and raw ma
terials. Specialized equipment worth $400 million will come from the 
United States. The :following table indicates the output of crude steel 
from Western European countries, and future targets based upon the 
full expansion program: 

1935-38 Average 
1946 
1947 
1948/49 
1949/50 
1952/53 

£In millions of metric tons) 
ERP caunti:ies 

excluding Bfaone Bizone 
29.4 
24.2 
27.4 
39.1 
40.7 
46.9 

14.6 (e.st.) 
2.5 
3.0 
6.2 
9.1 

10.7 

Total 
44.0 
26.7 
30.4 
45.3 
49.8 
57.6 

In spite of the substantial reeovery in Ct"Ude steel output of the par
ticipating colllltries, there is still a serious shortage of steel :in Europe. 
A porti.on of this shortage has been made u_p through exports :from the 
United States, although the amounts of .A.me1'iean steel which could be 
made available to Europe were severely limited by the shortage of 
supply. In certain varieties of steel, notably tubular goods and :fiat. 
rolled products, the United States shortage has proved a severely 
limiting faetor upon the supplies which could be shipped abroad. This 
has adversely affected many European industries utilizing these prod
uct&. The 1949/50 import program from the United States provides for 
delivery of 1.0 million tons or 3 percent of corummption. In 1948/ 49 
the program was 1.1 million tons or 4 percent o:f consumption. Require
ments are largely for tin plate and sheets for fabricating, the Euro
pean capacity for which is particularly short. Current imports by the 
United States from Western Europe of ore, scrap and pig iron exceed 
the metal content of steel exports from· the United States· to that area. · 

The total consumption o:f :finished steel in the participating countries 
is expeeted to reach 38.6 million tons in 1952/53 which compares with 
the pre-war average consumption of about 32.7 million tons, and is an 
increase of 15 percent. The total production of :finished steel in 
1952/53 is estimated at 44.3 million tons. This will leave a surplus 
available for export outside of Westel'n Europe o.f approximately 6 
million tons. 

The European sreel indlli!try is a particularly promising field :for 
:international coordination. The proper integration of European steel 
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production, on whfoh work 'has been begun by the OEEC, should yield 
high results ·in eliminating redundaht eapaeity and in reducing costs. . 
A thorough study must be made by the OEEC whicli will look toward 
a balll.nced program for the production of ores, coke, and steel and 
whicli will minimize cross-hauling of these materials during the produc
tion cycle. The OEEC Steel Committee has suggested, with ECA 
ooneurrence, that the steel-expansion program be critically examined, 
and that the co:nBtruction of some of the new capacity be deferred until 
after 1952 in order to spread the heavy burden of investment and to 
permit more time to see how steel requirements in Europe and the rest 
of the world will develop. . 

European production of non-fer!-'OUS metals has not been adequate 
since before the war to meet European demands. Imports of both the 
metals and the ores from overseas will be required to supplement in
digenous producrtion. There is at present a world shortage of non
ferrous ores and, as a eonsequenee, it has been difficult for Europe to 
acquire adequate supplies quite apart from any exchange difficulties or 
shortage of means of payment. As a result, inadequate supplies of 
non-ferrous metall! have been a serious bottlenecl!: in the industrial 
recovery of Europe. '.l'o a eonsiderable extent Western Europe's critical 
shortage of eoppe:r, zinc· and lead is due also to the loss of the large 
pre-war imports of these metals from Yugoslavia. 

There will continue to be serious difficulties over a period of several 
years in meeting the needs of Western Europe for non-ferrous metals. 
Some improvement may be effected, however, through use of substitute 
materials, continued allocation to essential uses, and development of 
sourees both within Europe and in the overseas territories of the 
participating countries. In general, the partieipating countries plan to 
increase their consumption by 5 to 10 percent over 1948/49; it is the 
view ol the ECA, however, that, aS' a result of the world shortage, the 
present level of consumption will remain substantially unclianged. 

Although production in the participating countries and their over
seas territories of non-ferro11s ores other than lead ore will reacli a 
higher level in 1949/50 than pre-war, it will provide for less than the 
internal needs in 1952/53. 

The produetion of non-ferrous meta.ls planned by the participating 
eoun tries is lU1 follows : 

(In thousands of metric tons) 
1935/38 1949/50 1952/53 

Copper 409 549 618 
Tin 156 134 162 
Lead 291 296 415 
Zinc J)31 547 755 
Aluminum 186 263 391 

The world shortage of ores may nevertheless limit the output of the_ 
European refining facilities, and production. targets are not expected 
to be realized. 

While further production gains are expected in the near future in the 
participating countries, major inereases will not be aehleved before 
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1952/53. There will then be appreciable increases in copper production 
in northern Rhodesia and :ill the Belgian Congo. The OEEC estimates 
that lead .production m the participating countries and their overseas 
territories by 1952/53 -should be about twice the estimated production 
for 1948. Western German mines are now operating at a small fraction 

_of pre-war capacity, and the re-equipment of these mines, as well as 
others in Greece, Italy, and .Austria, should be given the highest 
priority. 

As a result of the very tight supply position in the United States, the 
EC.A believes that in 1949/50 only a relatively .small proportion of 
Europe's stated copper and zinc requirements can be supplied from 
the United States. It is not expected that any significant quantity of 
lead or aluminum will be available for shipment from the United States 
during this period. 

Wai· damage to railway roadbeds, tracks, and bridges has largely 
baen restored. Tormage now hauled is above 1938 levels.· The number 
of freight ears and locomotives is only-about IO percent below pre-war, 
but in large .part they are over-age equipment. Obsolete rolling stock 
is slowly being replaced by new production from European faetories. 
Although the track network is considered adequate for 1952 needs, a 
major program·of replacement of worn-out rails will be necessary to 
make up for deferred maintenance during the last ten years. This 
program vrill place hea'\Ty demands on production of steel and other 
metals as well as on fabricating capacity. 

An investment program of $1 billion is planned for the further 
eleetritieation of European railways. Although electrification will 
result in very eonsiderable savings in coal, this program may, between 
now and 1952, tend to worsen rather than improve the balauce-of
payments proble!Il. The very large amounts of critically short copper 
&nd steel will have to be either purchased with hard curreney or diverted 
from the manufacture of other maehinery and equipment which could 
be exported. 

Expansion of Europe's truck fleet by 1 million trucks is contemplated 
between now and 1952. The trucks will come almost exclusively from 
Europe's factories, but the program will require heavy imports of 
raw materials from overseas. 

A major problem confronting Europe is the construction of new 
housing to replace or repair war-destroyed and damaged sub-standard 
units and to provide for the increase of population. Since 1914, new 
housing has continually fallen behind requirements for both replace
ment and expansion. In certain speeialized areas, such as mining 
regions, immediate construetion of new housing will contribute ma
terially to the inereruied production of. basic industrial materials. 
Except possibly in Italy, eompletion of any major housing program, 
however, must be deferred until after 1952, as the participating coun
tries cannot snpport the very hea'\Ty industrial investment program now 
under way and at the same time support a major housing program. The 
principal concern of the OEEC in this field should be to see that an 
adequate industrial plant is created during the immediate future which 
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will make possible the' production of materials and equipment for a 
later housing program. 

Eastern Europe, Sweden and Austria have been traditionally the 
ehle:f source of supply for Western European lumber requirements. 
But the :flow from these sources has been much reduced. To an appre
ciable extent, the forests of 'Ne.stern G;irmany are now being used 
to fill the gap caused by reduced Swedish and Austrian exports. 
Western Germany's :forests, however, are inadequate to continue such 
exports over a long period. It is expected that imports from Finland 
tbis year will reach their pre-war levels, although total imports from 
other sources will be considerably less than pre-war. The 1948/49 
program plans for the consumption of 21 billion board feet of lumber 
as compared with 25 billion before the war. By 1952, consumption is 
planned to increase again to 25 billion board :feet. Western European 
produetion is now al:iout 16 billion board feet and :is expected to drop to 
14 billion in 1952/53 mainly because it will be necessary to reduce cut- , 
ting in Germany to a level more nearly approximating annual growth. 

Before the war, 7 billion board feet were supplied to the West from 
Eastern Europe. In 1948/49, only 2.4 billion will be available from 
this area. In 1949/50, only 3.4 billion will be available from Eastern 
Europe and even this estimate may prove over-optimistic by a billion 
board feet. To make up a part of this deJlcit, it is estimated that North 
America could supply in 1949/50 as much as 3 billion board feet, 
although the effects on the balanee of payments and the alternate uses 
of hard currency must be carefully weighed against the need for lumber. 

Although the OEEC has of necessity devoted less attention to the 
manufacturing industries than it has to production of basic industrial 
materials, it is to this area of production that Europe must look for 

· the solution of the major portion of its balance of payments problem. 
Engineering industries ( e:x:eluding ships, airera:ft, and consumption 

goods) are expected to expand from an qutput of $9.8 billion in 
1948/ 49 to $10.6 billion in 1949/50 and to $12.7 billion in 1952/53. 
Capital equipment production (excluding tractors, agricultural ma
chinery and transpo1·tation equipment} is expected to expand from 
$5.5 billion in 1948/49 to $5.9 billion in 1949/50, and to $7.4 billion 
in 1952/53. To a very great extent, Europe must look to this sector of 
its eeonomy as the spearhead of its exports drive. Sueeess in tbis field, 
in turn, will depend both on quality and on. price. .Investment in in
dustrial research and in the development of new machines of more 
efficient design should provide an extremely high rate of return in a 
relatively short period. Western Europe, has a tremendous reservoir of 
skilled industrial workern, but in order to take advantage of this very 
great resource, these workmen must be put to work producing types 
and qualities of machinery which can suceessfully meet world competi
tion and which keep in the :forefront of teclmological advance. The ex
pansion of the basic raw materials industries, such as coal, steel, and 
elMtric power; will be justified primarily by making possible the ex
port of a high volume of machinery and equipment in which the ratio 
of the market cost to raw materials eost is highest and by which the 
most effective attack on the balanee of payments can be made. 
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2. Agriculture. 
Prior to World Wa:r II, the participating countries imported about 

one-thlrd of the food they comm.med. While their food-conswnption 
standards varied considerably, the average pre-war energy intake was 
about 2800 calories per person per day, compared to the United States 
average of about 3100 calories. Some 48 percent of the total pre-war 
European intake was derived :from bread and potatoes, compared to 30 
percent in the United States. 

During the post-war years, food eoilSlllllptio:ri in W este1'll Europe has 
been below pre-war jn both quantity and quality, with a low point 
reached in 1947/48, folloWing the disastrOTIS crops of 1947. Jn 1948/49 
Western European food consumption will be materially better than the 
very low levels of the previous year, because of greatly improved in
digenous output and the maintenance of large imports of agrieultural 
products. Depending on what domestic production actually turns out 
to be, food-consumption levels in 1949/50 may remain at the pre.<ient 
level of between 2650 and 2700 calories per capita per day, or may 
slightly increase to somewhere between 2700 and 2750 calories. The 
goal at present envisioned for 1949/50 eould of course be reached only 
if the proposed import program :is realized and, especially, if indig
enoll£1 production does not fall short of the hopefal forecasts. 

Given production and imports as now foreseen, there should be a 
slight improvement in the composition of the diet. Consumption of 
livestock products, fats, and dairy products will still remain signifi
cantly below pre-war per capita levels, and there is no prospeat of im
mediate improvement. 

The ERP countries in their long term programs propose an over-all 
increase in agricultural production of approximateiy 15 percent above 
pre-war levels. For ooreals, the proposed increase is about 15 pereent; 
for potatoes and sugar beets over 30 percent; for oil seeds about 160 
percent. These increases in crop production are to be attained mainly 
by increased yielful. Only the United Kingdom and Turkey propose 
important increases in total arop area. Increased applications of com
mercial fertilizer will be a principal means of increasing yields, but 
improved varieties and cultural practices and increased mechanization 
will also contribute. 

While significant increases in livestock production a.re proposed, 
they. are smaller than those planned for crops. :Eiy 1953, the total :num
ber of cattle will be about 10 percent and the number of milk cows 
about 8 percent above the pre-war average. For pigs and poultry, the 
planned jnereases w:iJl be 9 and 12 percent :respectively. Production 
of meat will :increase 6 percent above pre-war, production of milk 11 
percent, and production of eggs 13 percent. Combined production of 
vegetable and animal fats will be 15 percent above the p:re-war average. 
Reflecting the plaDB :for mechanization, a decrease of 10 percent :in the 
number of farm horses is expected, thns releasing for other uses the 
feed :required :for these work animals. Partly as a :result of thl8 adjust
ment, the countries estimate that their goals :for increased output of 
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livestock produets can be reaclied' with a decrease of 11 percent in im
ports of eoarse grains below pre-war levelll. 
· The proposed over-all increase by 1952/53 in agricultural produc

tion as caleulated by the partfoipating countries would mean an in
erease over the favorable post-war year 1948/49 by more than 20 per
eent. This esti:ma.te is considered to be somewhat ambitious. There fa 
no doubt that under the four-year program food production will in
crease substantially. It fa not probable, however, that this increase will 
reach the planned proportions. A shortfall of production by 5-to 10 
percent of the goals would require additional imports of food, at the 
end of the four-year period, of from 3 to·6 million tons of grain equiva
lent or from $300 to $600 million, as a minimum, at present priee.s. 

Prior t(} the war, the ERP eountries produced two-thirds of their 
total food requirements. By 1952/53, population is expected to increase 
approximately 12 percent above pre-war. _'1ssuJ:ning acllievement of 
the increase in over-all agricultural production envisaged by the ERP 
countries as the goal for 1952/53, a return to pre-war levels of con
sumption for the area as a whole would still require slightly higher 
net imports of foodstuffs and feedstuffs than before the war. There 
may be modifications in this prospect as far as import values are con
cerned, as a result of changes in the composition of imports from more 
expensive foods and feeds before ·the war to less expensive products .. 
The;:;e modifications could not be great, however, since the main import 
need will continue to be :for the same produets: breadgrains, coarse 
graill!I, fats, and sugar. 

The Western European program for 1949/50 envisions an increase 
in indigenous agricultural production over 1948/49 of approximately 
5 percent. This estimate is probably even more ambitions than the 
1952/53 estimates, as.suming normal weather in both cases. With nor
mal weather it would be a real gain if 1948 levels of crop production 
were repeated in 1949. 

It is therefore colli!idered more reasonable to assume that the out
put of total food energy in the participating countries in 1949/50 
will be slightly less than in the favorable season 1948/49. On a value 
basis, total agricultural production is, however, likely to be some
what above 1948/49 because of an increase in the output of livestock 
products. . 

Production of grain, potatoes, a.nd sugar may not reach the favor
able level of 1948. The substantially larger total supply of feedstuffs 
in 1948/49, compared with previoUB years, should make possible a 
larger domestic output of livestock products in 1949/50 providod the 
supply of feedstuffs ean be maintained. The 1949/50 production of 
fats should also be above 1948/49, not only in animal fats but also 
in vegetable fats, because of an expected larger (irop of olives. 

The over-all physical volume of food import;:i by the participating 
countries eontemplated for 1949/50 is about the same as that of 
1948/49. There are, however, some changes in its eomposition. 

In view of the improved world position for fats and oils, a modest 
increase in imports of this commodity by the pa1•ticipating countries 
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is contemplated. Next to the shortage of meat, a shortage of fats and 
oils in Western Europe has been, in general, the most signiffoant 
defieieney during the last 12 months. However, the decline in world 
prices of fats and oils suggests that these increased imports will be 
little, if any, more expensive than the smaller imports of the current 
year. 

Some increase is contemplated in the intra-European trade in fresh 
fruits and vegetables which will tend to add variety and protective 
foods to the diet, and the possibility of a minor increase in imports 
of meat and dairy products from participating countries has been 
projected. These developments would mean a desirable redistribution 
of supplies within the area, although of very limited quantitative 
significance. 

On thci other hand, the proposed level of bread-grain imports in 
1949/50 is slightly below the level for the current fiscal year. In view 
of the probability that, with average weather conditions, bread-grain 
production in the participating countries will be no larger in the next 
fiscal year than in 1948/49 and may be slightly smaller, total bread
grain supplies would be expected to be slightly less than those avail
able during the current year. However, bread-grain stocks of partici
pating countries at the beginning of 194.9/50 should be appreciably 
more adequate than they were a year earlier, and there are possibili
ties of adjustment in extraction rates and the use .of coarse grains 
·for food. Therefore, unless bread-grain production or imports turn 
out to be substantially less than the program now contemplated, it 
should be possible to maintain roughly the current level of bread 
consumption. But in view of the narrow margin for contingencies, 
no further reduction in flour extraction rates, compared with those 
now in effect, is recommended. 

The 1949/50 prqgram also contemplates small decreases in imports 
of sugar, as compared with 1948/49, chiefly because sugar imports 
earlier in the 1948/ 49 season were relatively large as the result of an 
effort to offset the then current shortage of bread-grain supplies in 
some of the particiipating countries. 

The program for 1949/50 ciontemplates a substantial incirease in the 
imports of feed-grains and about the same level of imports of protein 
feeds. However, the ciost of such imports is estimated to be very little 
higher than 1948/49 beciause of the l()wer world prices now in pros
pect. The increase in the imports of feed-grains is predicated upon 
the desirability of at least a moderate long-term recovery in the do
mestic output of livestock products, including animal fats. Whether 
the partfoipating eountries can support, after the end of the four-year 
program of .American aid, the level of livestoek production contem
plated by their long-term programs is by no means ciertain. However, 
the level of livestock production which the projected level of feed
grain imports would support is well below the long-term target. 

Most of the count1•ies plan larger imports in 1949/50 of both cotton 
and wool and larger domestic production of rayon, not only to allow 
for higher exports of textile manufactures but also for somewhat 
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larger consumption of textiles by the population within the partici
pating countdes. 

Western Europe's textile industry-not greatly damaged by the 
war-needed little more than a supply of raw material to step up its 
operations rapidly. Because of this fuct, beeause of the immediate 
need for the industry's products, and because it could begin to earn 
foreign exchange sooner than most other industries, the textile in
dustry has staged an impressive revival almost everywhere. 

Total mill consumption of raw cotton in the ERP area as a whole 
in 1949/50 is expected to rise by about 10 percent from its 1948/49 
level but will remain somewhat below pre-war average. 

Mill consumption of cotton :from the United States, though sharply 
rising during the 1949/50 program period, is expected to drop there
after from 780,000 metric tons (1949/50) or more than the 1935/38 
average, to roughly 550,000 tons in 1952/53, or only about three. 
fourths of pre-war. This proposed reduction is due to programming 
by tlie ERP countries for a mueh larger prop.ortion !n later years of 
synthetic fibers in total fiber consumption and a larger proportion 

.of Jlber imports :from other participating countries and their OY8r· 
seas territories. 

The wool program for 1949/50 contemplates an increase in the 
industdal consumption of wool by about 7 per cent and an increase of 
imports by 5 percent, with a slight decline envisioned in Italy, France 
and Switmrland. Only nbout 10 percent of total wool imports will 
require dollar payment. 

The tobacco import program for 1949/50 snbmitted by the partic:i
pating countries to the OEEC has been incorporated without change 
into the EC.A. submission. In the aggregate, tobacco imports by.the par
ticipating countries :for 1949/50 are thus programmed tg exceed the 
expected imports for the current fiscal year by about 2 percent. Ship
ments :from the United States are projected at about the same level 
as for the current fiscal year. 

The 1949/50 per capita consumption of tobacco (considering all of 
the countries as a grpup) contemplated by these imports would be 
slightly below pre-war. Total consumption, however, is likely to be 11s 
great or greater than pre-war in most eountries except France, Ger
many, aud Austria. Consumption per person is estimated at approxi
mately 3.5 pounds for the participating eountries eompared with ap
proximate!y 10 pounds for the United States. 

AftBr allowing for exports to non-participating countries, most' of 
the remaining tobaeeo available for e.."\.-port from the partieipating coun
tries and sterling areas has been programmed for import into Qther 
participating countries. It is possible, however, that these sources 
cannot supply the programmed tonnage without redueing their normal 
exports to non-participating countries, including the United States. 

The consumption of commercial fertilizer in 1949/50 fa expe<lted to 
increase more than 10 percent above that in 1948/49. If realized, the 
program would thus attain a level of about 50 percent above the 1934-
38 average. In 1945/ 46, fertilizer supplies in the participating areas 
approximated only 70 percent of pre-war supplies. By 1946/47, how-
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ever, supplies had elimbed baclc to pre-war levels. They increased to 
about 20 percent above pre-war in 1947/48 and in 1948/49 to mo:i:e 
than one-third above pre-war. 

Nitrogen consumption for 1949/50 is planned at 15 percent above 
1948/49, and 58 percent above pre-war. Most of the nitrogen require
ments are produced within the ERP area. 

:All of the major nitrogen-consuming areas indicate a consumption 
larger than during 1934:-38. iYiore tha.11 three times as mueh nitrogen. 
as in the pre-war period lil used in the United Kingdom where the 
plowland has increased to 45 percent above pre-war. France, The 
Netherlands, and Belgium-Luxemburg also show substantial gains over 
pre-war. 

Although there may be an increase of up to 600,000 metric tons of 
chemical nitrogen for the ERP area in 1949/50 as compared to pre-war, 
it should be noted that the supply of plant food (particularly nitrogen) 
available in the form of animal manure will still be considerably less 
than pre-war due to reduced livestock numbers and lower feeding of 
concentrates. 

Potash consumption in 1949/50 ·is expected to be about 10 percent 
above 1948/49 and 57 percent above pre-war. .About one-fifth of the 
total potash requiremenU! of the area come from ontside-15 percent 
from Eastern Europe and over 5 percent from other non-participating 
countries. The Bfaone, the largest consumer of potash, will still not 
have attained pre-war standards even with an increase in OOllB\lID.ption 
in 1949/50 by l:l percent over 1948/49. France, already consuming 
about twice as mueh potash as before the war, indicates a further in
crease in consumption in 1949/50 of 12.5 percent over 1948/49. In the 
United Kingdom, where potash consIDilption is almost three times as 
much as in pre-war years, no further increase is indicated for 1949/50. 
The Netherlands, Belgium-Luxemburg, and Denmark, all well abo-..;e 
pre-war in 1948/49, expect a continuation of that level of potash con
sumption in 1949/50. 

Consumption of soluble phosphates is expected to increase by 10 per- -
cent above 1948/49. Reserves in the soil had been seriously depleted 
during the war years, and most of the largest users are already con
suming rnbstantially more than before the war, particularly the United 
Kingdom. Considerable additional increase in France is expected for 
1949/50. The Bizone plllll.$ to exceed pre-war for the first time in 
1949/50. Most of the soluble phosp~ates are produced from phosphate 
rocli: obtained from North Africa, and an increase in net imports .of 
rock in 1949/50 of about 10 percent above 1948/49 is envisioned. 
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Economic 

CHAPTER II 

Cooperation by Participating 
Countries 

A. THE OEEC. 

With, the signing of the Convention for European Economic Coope1·a
tion on April 16, 1948, the sixteen nations associated in the.Committee 
of European Economic Cooperation, together with representatives of 
the zones of occupation in Western Germany, took a major step towards 
implementing the pledge of cooperative effort embodied in their Gen
eral Report of September 22, 19.47-a pledge which was of fundamental 
importance to the United States in its decision to extend American aid 
to these participating nations. The Convention bound the participating 
nations to work in close economic cooperation, specified that their first 
cooperative effort should be directed to the "elaboration and execution 
of a joint recovery program", and set up the Organization :for Euro
pean Economic Cooperation (OEEC) as the continuing body within 
whose framework such cooperative efforts should be carried on. 

Thus, at the same time that the Government of the United States 
established the Economic Cooperation Administration to carry out 
this country's part of the European Recovery Program, the participat
ing countries themselves set up a specific international organization to 
guide and integrate theil.' own cooperative efforts in attacking their 
common economic problems. At the end of the first nine months of the 
OEEC during which· its organization had to be established, the work 
it has accomplished justifies the high hopes of its :founders. At the same 
time, the member countries recognize that they are still on the threshold 
of European cooperation, and that the most difficult tasks have yet to 
lie tackled with sustained and continuing common efforts. 

The work of the OEEC has thus far been primarily .focused on the 
formulation of joint economic prograIDB, which the OEEC develops 
out of the individual national programs submitted by the participating _ 
countries. The aim is to achieve the most effective use of all resources 
available to the participating countries and thus reduce to a minimum 
the requirement for extraordinary outside assistance. It is within the 
functions of the OEEC to study and recommend action on a variety 
of large-scale economic problems, such as trade and payments among 
the participating countries, the coordination of national investment 
plans, joint developmental project.s within Europe, customs and eco
nomic unions, and trade and fiscal policies. 

The OEEC has devoted mucli effort in the past year to the immediate 
problem of reco=ending to the ECA a division of American assistance 
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for 1948/49. But the analysis of Europe's economic problems and the 
formulation and undertaking of agreed measures of self-help and mu
tual aid to solve these problems are far more significant activities for 
Europe's economic prospects and future organization. 

1. The Structure of the OEEC. 
The structure and functions of the OEEC were established by the 

Convention for European Economfo Cooperation. The organization is 
now composed of representatives of 16 nations and of the Bizone and 
French Zone of Germany and the U.S.-U.K. Zone of Trieste 1 and 
each nation is represented on the Council, which is the governing body 
of the organization and the body vested with power of decision. The 
Council acts on the principle of unanimity, although a member may 
refrain from voting and may approve a decision with stated reserva
tions. The Council has met more than fifty times since April 1948. 

The Executive Committee directs the day-to-day activities of the 
OEEC. This Committee is composed of seven members chosen by the 
Council, considers all matters to be referred to the Council and submits 
them with its reco=endations, prepares the agenda for the Council 
meetings, and has been entrusted with an increasingly wide area of 
direct responsibility. It has, for e:Kample, directed the work on the long
term program covering the first year after the end of the European 
Recovery Program, including the approval of instructions for the prep
aration of national submissions, and the review of the program. 

In additiol). to the E:Kecutive Committee, there are a number of 
Technical Committees. In the first place, there is a series of co=ittees 
dealing with general problems: the Programs, Trade, Intra-European 
Payments and Manpower Committees and the Overseas Territo1·ies 
Working Group. Secondly, there are committees dealing with com
modity or industry problems, in the fields of food and agriculture, iron 
and steel, coal, raw materials, textiles, machinery, and others. Each 
member is entitled to representation on these technical committees or to 
send a representative when a committee is considering a problem of 
interest to it. 

The committee structure is flexible and adaptable to changing needs 
since no hard and fast procedures have been laid down. As presently 
organized, the working-level activ:ity of the OEEC centers in this com
mittee structure. These committees also work on the principle of -un
animity but have authority to make only reco=endations and not 
final decisions. 

The other major segment of the organization-apart from the Coun
cil and the Executive Committee and the technical co=ittees-is the 
internationally staffed Secretariat. The Secretary General assists the 
Council, the Executive Committee, and the various technical Co=it
tees in their tasks. The Secretariat analyzes the various economic prob-

. lems that come l;>efore it and submits proposals for their handling or 

1 The :run list o:r members is: Austria. Belgium. Denmark, Fm.nee, the u.a.~ux. 
Zone of the Free TerrJtory o! Trieste, Greece, Icela.nd, Ireland, Italy, Luxemburg, The 
Netherlands, Norway. Fortuga.l. Sweden, Sw1tzerla.nd, Turkey, the United Kingdom, 
a.nd the occupied zones o! Western Germany. 
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for their solution. In addition, the Secretariat provides the necess!!ry 
technical and housekeeping services for the efficient administration of 
the business of the organization. 

The relation between the Secretariat and the National Delegations 
is flexible. Sometimes the worK: is done by one or more national dele
gates, sometimes by a committee, sometimes by the Secretariat. The 
object is always to entrust the work to be done to those who can best 
do it. 

2. The Functions· of the OEEC. 
The functions of the OEEC are summarized in the resolution of the 

Committee of European Economic Cooperation, dated April 16, 1948, 
which states that the organization is: 

" (1) to prepare as often as n_ecessary, on the basis of and after 
examination of national estimates or programs, such general pro
duction, import and export programs as appear necessary to fur
ther the objects of the Convention; 

"(2) to consider, in the light of national estimat(ls or programs 
of development submitted by the Contracting Parties, the best 
use of productive capacity and manpower to further the objects 
of the ConventiOn within both their metropolitan and overseas 
territories, and the measures necessary to achieve these ends; 

"(3) to promote consultation between the countries concerned, 
to consider the measures and create the machinery necessary for 
European economic cooperation especially in matters of trade, in
ternational payments and movement of labor; 

" ( 4) to investigate, wherever necessary, methods of coordinating 
the purchasing policies of Members; 

" ( 5) to ·assist Members, at their request, to surmount difficulties 
incurred in the execution of the European Recovery Program; 

"(6) to make recommendations, as may be appropriate, to the 
United States Government and, as need be, to other Governments 
or International Organizations, on the allocation of commodities 
among the Members, having due regard to the allocating functions 
of other International Organizations; 

"(7) to ensure the most efficient use of external aid and to con
tribute towards ensuring the most efficient use of indigenous re
sources; 

"(8) to prepare as often as necessary reports on the execution 
of the European Recovery Program and the use of external aid; 

" ( 9) to collect all such information as may facilitate the accom
plishment of the tasks of the Organization • • "'" 

The OEEC's terms of reference are wide enough to embrace any and 
all economic problems of European recovery. The organization has not, 
as yet, been able to give its full attention to many of the problems sug
gested in tho above list of functions, though it has had to concern itself 
to some degree with most of tliem in ib1 preparation of the first annual 
program. The analysis, review, and formulation of reco=endations 
on long-term recovery prob1ems will, however, compel it to consider 
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vet,t carefully a wide range of internal and external aspects of the 
economies of the participating coUll.tries. 

B. PROGRAMMING. 
Hitherto the preparation of one quarterly supply program and two 

annual programs has taken up most of the time of the OEEC. The 
preparation of these programs was requested of the OEEC by the 
ECA, and the OEEC had to develop its own techniques for this difficult 
and complicated task. But now that those techniques have been learned 
-even though there will have to be continual modification of them-it 
is probable that the preparation of further programs will take much 
less time. More time will thus be available to deal with the vital prob-
lems of European recovery. _ 

In general OEEC programming is a cooperative effort to guide na
tional policies so that the participating countries, as a coordinated 
group, will most effectively use their resources to achieve independence 
from extraordinary outside rurnistance. More speCJifically, the program
ming activity of the OEEC has consisted of obtaining forecasts of the 
maximum amount of industrial and agricultural production which 
might be expected in any period, the amount of labor, raw material, 
and capital equipment which would be needed to reach these output 
goals, and an estimate of the extent to which the necessary resources 
CJan be obtained f:rom indigenous production or must be obtained from 
outside sources, together with reoo=endations for necessary action. 

The development of a program has three main aspects. First, the 
OEEC defines the objectives which the particular program is to meet 
and the form and content of the forecasts which are to be made by the 
participating countries and submitted to the OEEC. The second is 
the preparation of suCJh forecasts by the national governments, and the 
third is-the analysis, reconciliation, and consolidation of these forecasts 
by the OEEC into an integrated joint recovery program. A vital part 
of this last stage, a part which the participating cmuntries have not yet 
completed for the 1949/50 and long-term programs, involves the modi
fication of national programs to minimize incompatibility and to pro
vide for the most effective contribution by each nation to the co=on 
recovery objective. 

Three types of programs have been undertaken during the past year: 
quarterly procurement programs, annual prograllli! for the fiscal years 
1948/49 and 1949/50, and a long-term or four-year program which 
will projeCJt the goals to be reaCJhed by mid-1952 in order to achieve 
freedom from extraordinary external support. 

1. Quarterly Procurement Programs. 
Because of the pressure of time and the need for maintaining an un

interrupted flow of essential commodities into Europe during the first 
months of the recovery programs, quarterly supply programs for the 
second and third calendar quarters of 1948 were prepared without the 
benefit of a completed annual program for 1948/49. 

As its :first programming assignment, the OEEC u.ndertook the prep
aration of the supply program for the third calendar quarter of 1948. 
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It was soon recognized, however, by both the OEEC and the ECA that 
the :former could not continue to prepare quarterly progl'ams and also 
devote the necessary time and personnel to the drafting of annual and 
long-term programs and the solution of Western Europe's basic eco
nomic probl~s. Collllequently, it was decided that the EC.A, working 
directly with the governments of the participating nations, would pre
p!ll'e the quarterly procurement programs within the :framework of 
agreed annual programs. 

2, The First Annual Program, 1948/49. 

Immediately after the completion of the July·September program, 
the OEEC took up the task of preparing an annual program for the 
year 1948/49. It was impossible to delay this work until a definitive 
long-term program, setting forth the goals to be attained before the 
middle of 191)2, could be completed. Although both the OEEC and the 
ECA agreed that, logically, the long-term goals should be established as 
the basis from which the :first annual program could be developed, 
pressure of time forced the adoption of the reverse order. For a number 
of reasons, including the preoeaupation with urgent oommodity re
quirements and the attempt to forecast in detail for a year in advance 
supply and demand for individual commodities, the initial emphasis 
was placed on detailed commodity projeetions. Later, emphasis was 
shifted to the measures whicli might be taken by each country a'l'.14 by 
the group to prpmote financial stability, to develop domestic produc
tion and improve labor productivity, to coordinate investment plam 
and other measures of self.help and mutual aid, and to consideration of 
the basie economic problems which affect the trade and financial rela
tions of the European countries with each other and the rest of the 
world. Ollly through aetion of this kind can Europe achieve the most 
elfective use of its own resources and a steady and rapid reduction of 
its requirements for outside assistance, 

After receiving the national submissions for 1948/49, the OEEC 
examined and analyzed each program separately, trying to determine 
the requirements of eacli -country :for imports considered easential ac
cording to common criteria of recovery needs. In order to carry out 
this operation, a committee of four members was set up and empowered 
to review the programs and to mllk:e a provisional allotment of aid 
among the participating eountries. These men we:re members of the 
~ational Delegations of France, the United Kingdom, the Netherlands, 

· and Italy, and were the Chairmen or Vice Chairmen of the most im
portant technical Committees. They were, however, appointed in their 
individual, not in their representative, eapacities, and were charged 
with proposing through the Programs Committee to the Council a rec
ommended division of American aid. 

AB gnidance for the work of the Committee of Four, the Council 
laid down the following principles : 

"{a) mainten.a.nee of food consu;nption at appro::rimately "the 1947 
level, except where a higher level could be jUBti:fied by exceptional 
difficulties or increased production and employment; 
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"(b) maintenance of imports of raw material at a level sufijcient 
to prevent production and employment :from befog reduced, es
pecially in connection with industries whose activity may direatly 
or indirectly result in dollar saving or earning ; widest possible re
course by participating countries to sources of supply outside the 
dollar area; 
" ( c) due attention to the volume of expected world market avail
abilities; and 
"(d) adjustment of the import prices of basic products in accord
ance with the most up-to-date information." 

Regarding capital equipment goods, the Council recommended that 
"the needs should be assellsed according to the effect that such imports 
might have on production h1tely to result in dollar earnings or sav
ings.'' Special attention was also to be given to relations between equip
ment requirements for 1948/49 and the over-all targets which might 
be set in the long-term program. 

The OEEC suggested reductions in dollar requirements by recom
mending both the cutting of certain dollar imports and the shifting of 
other imports from the dollar area to European or other non-dollar 
sourcea. The problem of meeting the non-dollar defieit was solved in 
large part by the adoption of the convention on intra-European trade 
and payments. The baekground of this convention, together with the 
steps whfoh were taken to solve it, are discussed in detail elsewhere in 
this document . .After initial forecasts of intra-European trade and pay
ments were reeoneiled, it was possible to deter:mi.ll.e each country's net 
requirements fur assistance. Certain countries were in a position to 
provide assistance to other countries. The :final recommendations on the 
division of aid,_ therefore; involved the determination of the amount 
of direct dollar aid which eaeh country would receive from the United 
States and the assistance it would receive from, or extend to, other 
participants. As a result of this process, some modifieations were made 
in both the earlier recommendations on dollar assistance and the fore
casts of intra-European trade and payments. Final agreement in the 
Council was reached on October 16, 1948, and the entire program for 
1948/49, ineluding the recommended division of .American aid, was 
transmitted to the EC.A. 

3. The Long-Term and Second Annual Progilll'Ds. 
Since August 1948, when the original instructions were sent out by 

the OEEC to the participating nations, and in particular since early 
November when the replies to the questionnaires were reeeived, the 
long-term program covering the year 1952/58 has been the focus of 
OEEC activities. Again, advances have been made in the techniques 
of programming. The Counro1 has delegated to the Exeeutive Commit
tee the direction_ of the preparatory work on the long-term program 
and the Executive Co:mmittee has interpreted this directive broadly. 
Functioning mainly as a working group, that is, relatively divested of 
national responsibility, it !las undertaken the examination of the na
tional program m:tbmissions, the preparation of reports on and analyses 
of these mbm.issiollil, the discussion of the basic economic issues which 
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have arisen :in the course of the study, and the issuing of :instructioll.EI 
to the technical committees engaged in commodity screening. The Sec
retariat has taken an :increasingly active part in this process; and a 
Central Unit, consisting of the Chairman and Vice Chairman of the 
Executive Committee and the Secretary General, has been set up to 
operate as a steering committee. 

Simultaneously, work on the second an:n:ual program for 1949/50 has 
boon in process. The Programs Committee was put in immediate charge 
of this program, but the work on it has been conducted, throughout 
the OEEC, as an integral part of the long-range plan. · 

This approach to the long-term program is significant as an indica
tion of the importance attached to it by the OEili:C. It has resulted iD. a 
more centralized control over programming within the organization, 
and the development of programming technique has strengthened the 
OEEO. Not only 1s it more aware of the fundamental decisions which 
its member governments must take to achieve European rem)very, but 
its ill.creased prestige should facilitate action on the basic measnres 
now required. 

The procedure used iD. preparing the long-term program is to present 
an economic picture of the participating countries individually and as 
a group in the first year after the end of the European Recovery Pro
gram showing how the countries, individually and as a group, expect 
to attaln satisfactory levels of production and living cmnditions, ill.
dependent of enraordina:ry outside assistance. The preparatio1;1 of such 
a program 1s by~no means an easy task The iD.dividual national pro
gram submissions of the governments to the OEEC are in many cases 
ill.consistent with each other. This is to be expected at this stage of 
preliminary work The iD.eonsistencies and duplications appear in the 
anticipated types and quantities of exports and imports and consequent
ly iD. the industrial and agricultural production, consumption, and in
vestment targets on which these trade estimate.s are based. Equally 
important, the position of the participating cormtrie.s as a group whic:P, 
is forecast in the 19 individual programs requires a reexamination of 
the anticipated levels and terms of trade between Western Europe and 
other important regions of the world. 

To date, the OEEC's work on the long-term programs has consisted 
largely in analyzing the prospects of Western Europe in 1952/53 as 
it might be expected to emerge from the uncoordinated submissions of 
the participating governments, and iD. clarifying the issues which must 
be settled before a aoordinated and realistic Western European program 
can be formulated. During the next several months the OEEC will 
endeavor to find solutions to these problems and will probably not 
complete its work on the long-term programs until Sometime in the 
spring of 1949. 

The second annual program, that is, the one for the :fiseal year 
1949/50, will also not be 'Completed until the spring. The OEEC has 
obtained program submissions for 1949/50 from each of the participating 
countries but it does not plan to undertake the detailed revision and 
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coordination of these programs until ufter the Congress has indicated 
what the maxi.mum extent of American aid may be and until the work 
can be done with a clearer view of the needs of the long-term program 
for Western Europe. 

The preparation of an integrated and consolidated long-term program 
is 0£ greatest importance. If it is to be developed, basic decisions must 
be taken by member governments and baste questions must be faeed 
with regard to the present structure of the European eeonomy. Tho 
first stage in inducing governments to adopt the necessary policy 
decisions was reached when the OEEO requested its members to prepare 
detailed long-term prograIIlll for national reoovery as the basis for 
discussions in Paris. .Ai! a result of preparing sneh programs, most of 
which were completed during November 1948, national goverii.ments 
have become more aware of the nature of their own individual problems 
and, as a consequence, it if; not unreasonable to expect that far-reaching • 
decisions will be made affecting national economic policies. 

4. The General Effects of Programming. 
In the post-war period in Europe, it has been difl.foult to rem6ve all 

controls and restrictions on the fl.ow of intemational trade and on the 
process o:f investments. .Ai! a result, the normal economic :foraes which 
determine prices, directions of trade, and rate of capital :investment 
have not been :fully operative. In their absence, economic deaisiollll 
must be made through the proeess of cooperative action. Through the 
mechanism by which OEEC studies in detail the program sub:missions 
of each country, the members of the organization obtain aceumte knowl
edge of the general lines of development envisaged by their neighbors. 
They also have an opportunity to see the points at which their O'lvn plallll 
are :in conflict with those o:f'. other countries. The magnitude and nature 
of the problems faeing the European nations are, for the fir.st time, 
being de:flned. Speeifie problem areas are being isolated for further 
study. This process of exchanging information in itself results :in basic 
·policy deeisions by the Governments. The next step, which :is yet to be 
taken, would involve the deliberate and conscious negotiation among the 
participants looking toward common agreement upon the further 
policies which m11St be adopted by each to insure compatible and 
complementary plans. -

During the work of the OEEC in the last year there bas been a 
strong tendency to try to define in statistical terms the bilateral rela
tions of each member with the other participants. This has been 
particularly true in the negotiations leading to the intra-European 
payments' plan, and there is a risk that the final reconciliation of the 
long-term programs may attempt to define too closely the bilateral 
trade patterns for each major commodity in intra-European. trade. 
The OEEO recognizoo the importance of avoiding undue crystallization 
of the individual trade patterns. If the plan were to attempt to define 
the amount of each country's production and the destination of each 
ton of its exports, there would be considerable danger that such rigid. 
patterning would result in losing the advantages of eompetition as an 
incentive to efficiency in production and distribution. 
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5. The Relation Between OEEC and ECA Programs. 
It is clear that the expenditure of ECA funds must.be controlled and 

directed by the ECA. But it is equally clear that ECA funds must 
be spent in a manner which will make the maximum contribution to 
European recovery and protect the economy of the United States. 
Consequently, both the EC.A. program for American aid and the · 
OEEC programs to make more effective use of Europe's own resources 
must be consistent w.ith each other and the two organizations must be 
free to make recommendations and suggestions to each other. 

The EC.A. studies the annual programs prepared by the OEEC and 
discusses possible modifications with the latter in the production, 
consumption, investment, and trade targets for Europe projected in 
these programs. The OEEC reco=endations on the amount and 
division of American aid are carefully considered by the·ECA and the 
advice of the OEEC is sought before important changes in the recom
mended figures are made by the EC.A.. 

The OEEC annual programs are used as general guides by the EC.A. 
in the preparation of quarterly procul·ement programs for the expendi
ture of EC.A. funds. Wbere changes in supply conditions or other 
factors necessitate substantial deviations from the agreed annual pro
gra,ms, the OEEC is notified by EC.A. so· that it may discuss the 
revisions required in its programs as a consequence. 

To date, the EC.A. and the OEEC have worked in complete harmony 
and their programs have effectively complemented each other. There 
is every reason to expect that cooperation will be equally close in 
the future. 

C. AGREEMENT FOR INTRA-EUROPEAN PAYMENTS. 
One of the most significant results of cooperative action in the OEEC 

has been the development and operation of the Agreement for Intra
European Payments and Compensation. This plan was designed to 
prevent a stagnation of intra-European trade caused by payment 
di:fficmlties. It constitutes the first step towards mutual aid among the 
participating countries and multilateral balancing of payments among 
themselves. 

In the pre-war years, trade between the participating countries 
constituted between 40 and 50 percent 0£ their total trade. Pre-war 
imports of participating countries from each other were almost four 
times as large as their purchases from the United States. With the 
striking increase in i.J;nportance of the United States as a European 
supplier since the end'·of the war, American imports by the partici
pating countries almost equalled their imports from European sources 
in 1947, bnt in the first half of 1948 imports by t,he participating coun
tries from each other exceeded their imports from the United States 
by 50 percent. 

In qualitative terms als?, trade among the European countries is of 
considerable impol·tance: This trade traditionally includes the flow to 
other participating countries of coal from the Ruhr and the United 
Kingdom, of steel from Belgium, of potash and iron ore from France, 



of woodpulp and iron ore from Sweden, of :fruits and vegetables from 
Italy, as well as an active mterchange of textiles, machinery, vehicles, 
and a wide range_of specialized manufac!ures. 1£ the overseas depend
encies of European countries are included, the range of key co=odities 
traded in the area is widened considerably and includes phosphates 
from French North A:frfoa, copper from the Belgian Congo and 
Rhodesia, and the rich food and raw material resources of Malaya, 
French Indo-China and Indonesia. 

The task of reviving mutual trade which confronted the European 
countries after the war was a difficult one. The conditions and mecha
nisms which gave rise to the pre-war trading patterns in Europe had 
been destroyed. Germany was largely eliminated as customer and 
source of supply. Price systems were distorted by subsidies, controls of 
varying efficiency, requisitioning by military authorities, and black 
m11rkets. Currencies for the purposes of commercial dealings in volume 
were ID.convertible; exchange rates were often artificial and at best 
untested. Reserves in gold and hard currency had to be husbanded 
carefully for the huge requirements of importers from the dollar area. 
Many countries were slow in returning foreign trade to private channels. 
Under these conditioIIS it was only natural that European countries 
should have resorted to trade and payments agreements. 

These agreements normally provided for exchanging certain specified 
categories of goods; for offsetting at an agreed rate of exchange the sums 
!'epresenting goods shipped m one direction against the value of those 
shipped in the other; and finally, to cover the inevitable lack of balance 
in this trade, for lines of credit to be granted by the central bank in 
each country to the other. As a practical matter trade and payments 
agreements of this character had tci be negotiated and drawn up bilater
ally. Such reciprocal credits eliminated the necessity for day-to-day 
balancing of accounts, and permitted the building up of substantial 
creditor and debtor positions over a period of time based upon ultimate 
settlement in gold or by other means. 

In spite of the distortion of normal multilateral trade patterns, trade 
under these bilateral agreements did revive to a degree in 1946, but in 
the early part of 1947 definite strains in the bilateral payments arrange
ments became visible. Practically no progress in the _expansion of intra
European trade was made in the course of 1947 beyond the level reached 
during the last quarter of 1946. This leveling off was due in part to 
the increased payments difficulties that were encountered throughout 
1947. In many crucial payments relationships 'bilateral balance was 
not achieved -and lines of credit became exhausted. At the same time, 
practically all European countries were more and mo:re hard, pressed 
for the financing of their purchases from the Western Hemisphere. 
The intra-European debtors were therefore increasingly unwilling to 
transfer gold or dollar balances in settlement of their debts. At the 
same time, the creditors became equally unwilling to extend new credits 
to the debtors, because of the poor prospects of eventual repayment and 
because of their concern over their domestic inflationary pressures. 
What had once seemed so desirable to most countries as to be termed a 
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' "favorable" balance of trade was' now renamed "unrequited ex
ports" and was eonsidered as the worst of economic blunders. 

To the extent that intra-European buying and selling was impeded 
by lack of the means of pay.I!lent, European recovery was being 
retarded. It was important, therefore, that the financial obstacles 
standing in the way of a more efficient utilization of European produe
tive facilities be removed or diminished. For a period of time, the EC.A. 
:financed a portion of intra-European trade by allowing the participants 
to purchase with EOA dollars needed supplies from other participiints. · 
This method was regarded by the EC.A. as a temporary device to· meet 
a pressing problem, since it was felt that it should not be necessary 
to finance intra-European trade with dollars. 

Meanwhile in Paris the OEEO oountries were devoting their attention 
to the ereation of a plan which would hot only maintain the volume of 
trade, but would provide a first step toward establishing convertibility 
of currencies. This plan was embodied in the Agreement on Intra
European Payments and Compensations signed by the partieipating 
countries on October 16, 1948. Under the plan, the partiei:pating 
countries estimate the surpluses and deficits of payments they expeet 
to have with each other during a speoi.fled period, if their reoovecy; 
plami are to go forward with maximum utilization of European. 
resources. Once these estimates are agreed upon, the creditor country 
in eaeh ease commits itself to establish acoounts in its own ourrency in 
favor of its oebtor to the amount of the estimated defieit in payments. 
These accounts are called drawing rights and are niade available as 
grants rather than lines of credit. For example, Belgium is able to 
export to France the equivalent of $40 million worth of goods and 
services in excess of the value of the goods and services which France 
is in a position to export to Belgium. France, not holding Belgian credits 
and not having adequate gold or dollar reserves, could not buy-these 
needed additional goods and services from Belgium. Under the Pay
ments Plan, however, Belgium agrees to grant to France drawing rights 
in Belgian francs up to the equivalent of $40 million. 

The relating of these drawing rights to ECA dollar aid is the next 
step. Belgium, although it is a creditor of France, has a dollar deficit 
in its trade with the Western Hemisphere. How does Belgium acqllire 
the neoessary dollars to meet this deficit Y The Payment!! Plan proposes 
the following Solution: $40 million of the aid w hieh Belgium is allotted 

. by the EOA for the period in question is eonditional upon Belgium's 
granting the drawing rights to Franee agreed upon. In other words, 
Belgium is required in effect to earn the $40 million by passing on an 
equivalent amount of aid to Franee in the form of goods and services 
pa.id for in Belgian franes. Belginm thus has $40 million available to 
finance necessary purchases from dollar areas and these dollars thereby 
perform a dual function without additional cost to the Uuited States. 
Goods supplied by Belgium or any other participating country under 
this arrangement contribute to ERP objectives directly and effectively. 

The above process is repeated 78 times-between each creditor and 
debtor. Countries which might have expected to receive the dollars 
from the ECA without undertaking certain obligations towards their 
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European neighbors agree under the OEEC plan that a certain portion 
of these dollars mu.st be earned by the granting of locally-financed aid 
to certain other participants. The benefits of ECA dollar aid can no 
longer be entirely husbanded by its direct recipients but must be passed 
on in part to the other European countries, thus materially augmenting 
the total transfer of commodities, goods, and services under the ERP. 

In conjunction with the adoption of this basie principle, the OEEC 
went one step further. It proposed that a mechanism be established 
through which a limited transferability of European eurreneies might 
be aeh.ieved. T!iis device is e~lled mitltilateral clearing and its opera
tion is entrusted to. the Bank for International Settlements, operating 
in this respect under a precise directive from the OEEO. 

For example, in a given period of time it :might be found that Italy 
fa a debtor to the United Kingdom on its current payments with the 
United Kingdom to the extent of $5 million while Italy is a creditor of 
$5 million in its aeeount with Belgium. The United Kingdom on the 
other hand, is a debtor with Belgium to the extent of $10 milliol'.I. By 
the proeess of multilateral elearing, Italy's eredit with Belgium would 
be used in payment of Itn·ly's debt to the United Kingdom, while the 
United Kingdom would use the credit thus reeeived against Belgium 
to offset $5 million of its debt to Belgium. This type of multilateral 
clearing may be conducted by the Bank for International Settlements 
without prior approval of each :transaction by the countries involved. 
The beneficial results of such clearing- can be readily perceived. An 
all-around reducrtion of debts has thi:!a been accomplished, faeilitating 
the ex:tension of credits to finance further trade. · 

.After the process just deseribcd has been carried ru.i far as possible, 
there remains to be settled by the Bank fur Inter.national Settlements 
as compensation agent a large volume of indebtedness outstanding 
between participating nations as a result of their trade with each other, 
and the agent then proee.;1ds to make use of the drawing rights to the 
extent needed :for this purpose. Under the present agreement only the 
Bank for International Settlements is authorized to utilize drawing 
righte to settle debt.$ due from one ERP country to another. By means 
of these two meehanisms, multilateral clearing and utilization of 
drawing rights, obligations were discharged amounting in October to 
$82 million, in November to $67 million, and in December to $80 million, 
which would otherwise have remained out~tanding, If such indebted
ness were allowed to acc~ulate it would again threaten to reduce Euro
pean trade to a strictly bilateral basis, 

'fhis automatfo tYIJe of multilateral clearing has not yet attained 
great significance becam;e of the disequilibrium in trade and payments 
among the :partieipants. Nevertheless, it is a significant :first step 
toward convertibility of currencies in Europe. More eomplete con
vertibility of currencies of the p"artieipants mu.st await the correction 
of excessive disequilibria in trade with other participants. This in 
turn requires the suppression of inflation and a price structure ivhich 
will facilitate trade. In the meantime, the Payments Plan is designed 
to make possible the maximum possible volume of intra-European trade 
despite the serious disequilibria still existing in Europe. In additi-0n, 
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the OEEO has adopted a series of eommercial poliey principles which 
it has recommended. to the participating nations. The principles, if 
followed, are designed to assist the countries to achieve the necessary 
trade balance. 

It is hoped to move progressively towards the objeetives of eonverti
bility of cu1·rencies aud maximum practicable freedom of trade. The 
extent to which such progress will be possible depends upon the economic 
and financial meaS'Ul'es taken by the participating countries. The 
Payments Plan in its present form leaves much to be desired as an 
instrument in bringing about trade equilibrium in Western Europe and 
a greater eonvertibility of eurreneies. The OEEC is continuing its 
studies concerning the relationship of the p1·esent plan to these objec
tives. However, the present plan represents a step towards these goals. 
It serves the immediate needs of preventing a reversion to the type of 
bilateralism in trade ·and payments among the partieipants which 
existed immediately after the war and encourages a greater utilization 
of European resourees in the interest of recovery. 

D. FUTURE TYPES OF OEEC ACTIVITIES. 
In the past year, the OEEC has concentrated upon production and 

distribution programs and on problems of intra-European payments. 
It has been unable, because of the pressure of work, to devote sufficient 
attention to problemg of furthering the adoption of sound monetary 
and budgetary policies by the participating countries. Control of 
in:flation should be a major subject for consideration by the organiza
tion during its next year of operation. Work also needs to be done 
looking toward the establishment of eurreney convertibility within the 
.participating-country area at the earliest possible date. 

Work is ah·eady well under way in studying what has been termed 
the very root of the pro bl em of commercial disequilibrium, the principles 
of comme1·cial policy which must be adopted in order to permit the 
establishment of a system of stable trade relations and to facilitate the 
purchase of those commodities most necessary for recovery. The 
elimination of obstacles to the free flow of trade will occupy the atten
tion of the OEEC to an increasing extent, especially as problems of 
production are solved and the physical availability of commodities 
increases. . 

.As the OEEC shifts its attention from the problem of urgent com
modity needs to the more fundamental aspects of i·ecovery, it becomes 
increasingly evident that effective action must be based upon a more 
complete knowledge of the dynamic structures of the several European 
economies. With the active support of the EC.A, the OEEC has been 
turuing its attention to an exploration of possible methods of evaluating 
the current status and declared goals of participating countries in terms 
o:f the sources and application of national revenue and savings. This 
orientation toward national-accounts studies has been particularly evi
dent in the emphasis upon the relationship between investment plans 
and the levels of national income in examining the long-term programs . 

.Although faced with many serious deficiencies in the national statis
tics available, the OEEC will endeavor to make the fullest possible use 
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of tlie national accounts studies whieh are currently in progress in 
certain of the participating eountries and will encourage further work 
along similar lines by other participants, both as an aid to the planning 
of national policies and as the basis for judging national programs. 
It is recognized,. however, that adequate and comparable information 
:is not likely to be available for some time to come which provide any 
meaningful comparisorui between one country and another . 

.As the long-term progralllll for the recovery of the various countries 
move from the planning and discussion stage into actual operation, the 
OEEC will devote increasing attention to the development of a suitable 
mechanism for comparing the results achieved with the standards of 
recovery progress implicit in the goals defined by the programs. While •· 
in the early stages the major emphasis has been upon the preparation 
and revision of plans for future action, the coming years will call for 
increasing emphasis upon reporting of action taken and measurement 
of accomplishment, both as the basis for future actions and in order 
to insure that programs are actually being carried out in aeeordance 
,with the announced intentioDS of the participating countries to the 
best of their abilities . 

.Another field, which has thus fur received inadequate attention, is 
the development by each country of a competent group of technicians 
to work on prodnet design, production techniques, and marketing 
surveys. Some of this work might be coordinated by the OJ!JEC. 
Eu.rope must live by its export of manufaetu:res. It can only do this 
i£ these manufactures can meet competition in world markets in prices, 
quality, and design, and in packaging and sales technique. Above all, 
costs mn1lt be reduced through efficient organization of produotion. 

The effeetiveness of any free system depends to a great extent upon 
the confidence and support which· people living under the syxtem accord 
to its institutions and to the national government. Here the OEEC ean 
make an effeetive contribution in the future in helping each government 
to encourage the participation of its citizens in the formulation of 
national recovery policies and to acquaint them with the nature of the 
problems involved in working to:i.yard European recovery. The common 
objectives of both the United States and the participating countries 
will be served through encouraging a fuller and clearer understanding 
of the part which the United States is playing in European recovery 
and its motives for so doing. 
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OH.APTER III 

ECA Financing Operations 

The Economic:: Cooper11tion Administration is primarily a financing 
ageney. It does not undertake any procurement itself either on its 
own account or as an agent of the participating countries. Its activity 
eonsists of making funds available to the participating eountries with 
whieh they can, largely through private trade channel;;, purchase the 
goods and services which they require. 

In the :flrst days of the European Recovery Program, the maintenance 
of an adequate flow of essential commodities and services to Europe 
took priority over the task of developing the best ECA procedures for 
authorizing procurement by participating countries. In the face of a 
pressing need to el..'})eclite the shipment of qommodities vitally needed 
for European recovery, no approved program was yet available to 
funrlsh the basic pattern for ECA assistanee. Therefore, to fulfill the 
immediate objective of furnishing an uninterrupted supply of goods to 
the participating countries, it was necessary for the EC.A to authorize 
the finaneing of commodities or sernccs after, rather than before, their 
procurement had been :initiated by-:partfoipating countries. 

In the :first two quarters of ECA operations, approximately half of 
the famed procurement authorizations (that is, the written authority 
issued by the EC.A for designated procurement) originated in :requests 
by a participating country· ;for the :financing of specffic commodities or 
services which the country had already undertaken to purchase and 
which were, in many eases, already delivered to the eountry. The 
typical procurement authorization covered an individual transaction 
and contained such details as itemized specffieations of the commodities 
or services, a unit and total price therefor, and the period of delivery. 

This interim p:rocedu.re, :involving, in nia:ny eases, financing of com
pleted transactions after the fact, did not -provide adequate advance 
control and supervision by the ECA of the procurement of commodi
ties and services by participating countries. Moreover, the procedure 
of gearing EC.A. operations to :individual transactions was found to be 
needlessly ewnbersome and detailed. In July 1948, the ECA began an 
exhallStive review of programming and procurement authorization pro
cedures. The result was the :introduction, beginning with the fourth 
calendar quarter of 1948, of ECA procedures for quarterly progmm- · 
ming on a forward basis. 

The revised mode of operation provides :for the allotment to the 
participating countl'ies of EC.A. funds well in advance of the quarter 
during which commodities to be procured with sneh funds will be 
delivered. This enables the ECA to maintain closer snpervision of the 
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general composition of a participating country's program 11.nd to channel 
procurement efficiently in aecordance with basic ECA policies. The 
new plan calls for the issuance of procurement authorizations which. in 
general cover a quarterly program for a broad commodity grouping 
iD.Btead of referring to and authorizing speoi:fic transactions. · The 
issuance of procurement authorizations in broader terms, with the 
concomitant placing of responsibility on the participating countries 
for malting narrow sub-authorizations to their importers, facilitates a 
wider use, both in Europe and the United States, of private channels of 
trade and results in reduced interference with the normal docwnenta
tion patter!!- of export-iniport trade. Another feature of the new 
proc!ldure is the incorporation 9£ reporting and accounting requirements 
designe~ for more effective control by the participating countries and 
the ECA over the procurement of commodities and services. 

The first quarter of operations under the revised procedure was a 
transitional period, with some remnants of the old methodS remaining. 
In the first calendar quarter of 1949, however, the plan is in full 
operation except that it has not yet been possible fully to meet the time 
schedule for issuance of allotments and procurement authorizations 
contemplated under the revised procedure. 

A. SUMMARY OF THE PROCUREMENT AUTHORIZATION 
PROCEDURE. 

Four months before the beginning of a calendar quarter the ECA 
reviews ail available program material relating to the current status of 
the OEEC annual programs, including the.latest studies made by ECA
Washington, the OSR, and the ECA country missions. On the basis 
of such review, the ECA establishes for each participating country a 
dollar allotment (issued to the country on Form ECA-201) to finance 
purchases of commodities and services to be delivered in the quarter. 
These quarterly allotments are installments on the ·annual allotments 
for the fiscal year as recommended by the OEEC and approved by the 
ECA. Proportionately smaller dollar allotments are simultaneously 
made to cover deliveries during the two or three sueceeding calendar 
quarters, such allotments being designed to cover the cost of so-called 
"long-lead" items, such as heavy capital equipment, which must be 
ordered far in advance of delivery dates. 

Within one month after the issuance of the dollar allotments (three 
months before the beginning of the quarter), each participating country 
submits (on Form ECA-202) to the ECA in Washington and to the 
ECA. mission in the participating country an application for pl;.ocure
ment authorizations to cover the commodities and services which it 
desires to have :financed with its dollar allotments. Such applications 
are in terms of approximately 80 basic commodity code descriptions 
listed on the Form ECA-202, corresponding with those contained in 
the ECA Commodity Code Book. Typical codes, which give some indi
cation of the breadth of the groupings, are bread grains, dairy products, 
tobaeco and tobacco products, hides and skins, generators and motors, 
machine tools. In addition to the basic Form ECA-202, each partici-
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pating eountry also files Form ECA-202A, which gives a breakdown in 
metric tons, for each area of source, of a limited number of given 
commodity groups, and Form EC.A.-202B, which eontaius more detailed 
area-of-source breakdowns for procurement from countries other than 
participating countries, the United States, Canada, and Newfoundland . 

.Alter receipt of the Forms ECA.-202 from the participating countries 
a:Q.d of recommendations from the EGA country missions, ECA com
modity branehes, in consultation with the Program Coordination 
Division, determine the dollar amount of each commodity to be author
ized, based on an analysis of needs, availabilities, and other pertinent 
considerations. Sixty days before the beginning of the quarter, the 
EOA. issues procurement authorizations (on Forms EC.A. -203) . Each 
procurement authorization specifies a dolla:r amount authorized for the 
purchase of commodities or services within a designated: ECA com
modity code during a specified quarter from a specified area of source. 
In addition, a procurement authorization may contain special terms or 
cwnditions under which the authorization is issued (for example, the 
procurement may be limited to certain grades or types of co=odities 
within the broad eommodity code) and may also set forth additional 
documentation requirements, supplementing the normal documentation 
required for reimbursement by the ECA.. 

On receipt of the proem:ement authorizations, the participating coun
try indicates acceptance by signing and returning one copy tQ the EC.A.. 
The country then makes sub-authorizations to its importers. ReeogniZ..: 
ing that the methods for authorizing impol'ts, in terms of both timing 
and complexity of import license requh·ements, vary greatly from 
eountry to country, the ECA. gives the participating country consider
able latitude in the procedures to be followed in making sub-authoriza
tions to its importers. 

A basic requirement imposed by the EC.A is that the country pass 
on to the importer the number of the procurement authorization against 
which the sub-authorization is made, and any additional information 
necessary to insure that the purchase conforms with all applicable 
terms and provisions of the procurement authorization. The procure
ment authorization number, which must be placed on all documents 
relating to the purchase, serves to identify the trl!-nsaction as being 
ECA-financed under a particular procurement authorization. After 
sub-authorizations are made, the transactions move to the maximum 
e:Ktent practicable through normal commercial trade chnnnels, although 
in some eases an agency of the participating emmtry rather than a 
private importer may be authorized to do the procuring. In the ease 
of a few commodities, sueh as certain agricultural products purchased 
through the Commodity Credit Corporation, procurement is made 
through United States Government agencies, in which event the EOA 
issues purchase authorizations and makes funds available directly to 
the procuring United States Government agency. 

Each participating aountry is required to submit to the EOA., a 
monthly repo11; (on Form ECA-204) showing the extent to :which 
sub-authorizatfons have been made against procurement authol'izations. 
Such reports enable both the ECA. and the participating eount:i:y to keep 
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cmirently informed of the progress of procurement under eacli quar-
terly program. ' 

If a participating oonntry wishes to request a modification in an 
outstanding proeurement authorization, such as the transfer of funds 
from one co:mmodity to another or a change in the designated delivery 
quarter, it may submit to the EC.A. a Procurement Authorization 
Change Reqllllst (Form ECA-205). If sucli request is justified, the 
EC.A. will make necessary amendments in procurement authorizatiollS. 
If the EOA 's continuing review of general requirements and availabili
ties shows that modifications in procmrement authorizations are desirable, 
it will make such modifications on its own initiative~ 

B. METHODS OF FINANCING. 
Purchases under procurement authorizations, other than those in 

which a United States Govermnent agency serves as the procuring 
agency, may be :financed by reimbursement, by a letter of commitment, 
or by drafts drawn by the participating country on the EC.A.. In the 
case of reimbursement direetly to a participating country, the country 
:finances the transaetion initially with its own dollars and is later reim
bursed by the EC.A. for the amount of' the expenditures. Under another 
.method of :financing, a letter of commitment is issued by the EC.A. to a 
banking institution in the United States or directly to a supplier of 
commodities or services. A recently introduced method of :finaneing 
allows the participating country to draw drafts on the EC.A against 
accounts established on the books of the Treasury Department. 

The EC.A. requires under each of the above methods of financing, 
substantially the same documentation to support its expenditure of 
funds. The documentation normally required consists of a certified 
standard U. S. Government voucher; a certificate that copies of con
tracts or other documentation constituting the entire pm:ehase agree
ment for the transMtion have been submitted directly to the EC.A. in 
W~ngton; a detailea invoice bearing proof of payment to the 
supplier; an ocean bill of lading or other _satisfactory evidence of 
proper shipment; and a certificate by the oopplier relating to the price 
of the commodities and other vital aspects of the transaetion. Procure
ment authorizations for certain types of goods, !'!specially many 
agricultural commodities, may contain additional dQcumentation 
requirements, such ae independent certificates of weight and analy$ir; 
and certified proof of country of origin. 

1. Reimbursement. 
' In procurement financed by reimbursement to the participating 

country for initial outlay of its own dollars, the country originally 
. makes the dollars available to its importer, who in turn pays the supplier 

by one of the methods eommouly used in regular oommereial trans
actions, for example, a letter of credit or sight draft. The foreign 
importer is instructed to secure the neeessary documentation from the 
supplier for his government, whirili then prepares the standard United 
States Government voueher and submits the full documentation to 
ECA•Washillgton for payment. 
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2. Letter of Commitment to a Banking Institution. 

In financmg pro!!Utement by means of a letter of commitment to a 
United States banldng institution, a participating eolllltry ~quests the 
ECA t.o issue sueh a letter t.o a United Statef/ bank selooted by t.b.e 
colllltry. The letter of commitment which is issued nnder and within 
the terms of a designated proeurement authorization, represents an 
lllldertaking by the ECA to reimburse the bank for payments by it, in 
aecordanoo with instructions :iasued by thf' partieipating country, for 
commodities or services :furnished in accordance with the terms stated 
in the letter of commitment and the applicable procurement authoriza
tion. Upon direction of the participating country or its agents, the 
bank issues and makes payment against letters of credit or otherwise 
makes payment to suppliers against the documentation required by the 
ECA. The bank ·is reimbursed by the ECA for such payments upon 
submission of the required documentation to the ECA. 

;'>'. Letter of Commitment to a Supplier. 

The letter of commitment to a supplier is, as its name indicates, 
issued dirootly to the supplier of the commodities or services to be 
:financed by the ECA. It is used mainly to :finance purchases of 
industrial equipment and is especially uaeful in transactions involving 
the making of progress payments. Payments under a letter of com
mitment to a supplier are made directly to the supplier upon sub
mission of the required documentation to the EC.A. 

4. Drafts on the ECA. 

In mid-January the ECA instituted still another method of :finllil.cing 
p:rocurement. Like the letter of commitment, this method enables a 
paitfoipating country to procure commodities and services without use 
of its own United States dollars. It introduces the use of a revolving 
fund account which the EC.A establishes for the country on the books 
of the Treasury Department. The country is allowed to draw drafts 
on the EC.A against such account in order to make payment to suppliers. 
To obtain payment under a draft so drawn, the supplier must sign an 
indorsement containing all significant provisions of the supplier's 
certificate normally required for ECA transactions, and the partici
pating country must furnish all other documentation ordinarily required 
for reimbursement within three months after drawing the draft. The 
proaedure, which was evolved by the EC.A. in close collaboration with 
the Treasury Department and the Federal Reserve Bank of New York, 
will facilitate financing pending the receipt of complete documentation. 

5. Procurement by United States Government Agencies. 
' 

When procurement of ECA co=odities or services is to be made by 
a United States Government agency, the EC.A. advances funds to the 
proouring agenoy to cover the cost of the authorized procurement. 
The ECA receives reports of completed traMaetions. The documenta
tion for the transaction is customarily the same as that obtained by the 
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agency for non-ECA procurement and is retained by the proeuring 
agency for aeeol.lllting to the General Accounting Office. 

C. EXPENDITURE CONTROLS. 
Under the interim procurement authorization procedure utilized in 

early ECA operations, the procurement authorization normally specified 
the method of :financing to be used for the procurement. This was 
possible since the proC1urement authorization was tied to individual 
transactions, which were usually sufficiently developed at the time of 
the :issuance of the proourement authorization tio that the desired 
method of :financing was known. Under the present EOA mode of 
operation, which involves the issuance of procurement authorizations 
covering quarterly programs for broad commodity groups, the method 
of financing is not specified in the procurement authorization. 

As an adjunct to the broader type of procurement authorization, the 
EBA has developed proC1ednres for reoording and controlling methods 
of :financing which enable a participating eol.llltry to use any or all of 
the various meth<1ds of ECA :financing under a single proeurement 
authm.'ization. Upon the issuance of each procurement authorization, 
a credit is established in the EOA Controller's Office against which are 
charged the disbursements made by the ECA directly to a participating 
e<1untry for transactions initially :financed with non-EOA. dollars; the 
total dollar amount <If letters of commitment issued to banks or 
suppliers under the proeurement authorization; and any allocation 
made to United States Government agencies f<>r procurement under the 
pr<1curement authorization. When the t<ital liability for payments 
under any or all of the methods of :financing equals the amount of the 
proeurement authorization, EC.A. makes no additional disbursements 
except against already issued letters of oommitment or against other 
obligatfo1111 already charged to the procurement authorization total. 

Disbursements by the ECA under any of the methods of :finaneing 
are made on the basis of a limited audit of the required documentation. 
This policy is :followed so that n<irmal e<>mmercial relatioIIBhlps are not 
slowed by the period required for a detailed and searching audit. EOA 
interests are protected by the fact that all payments under procurement 
authorizations are subjeet t<J the requirement that the participating 
country repay promptly to the ECA upon demand any amount disbursed
whenever the EOA determines that the dooomentation submitted is 
inadequate or that the payment made was improper :for any other reason, 
such as non-oomplianae with the price limitations or other prov:isions 
of the EC.A legislation or regulati<1ns. The EOA can thus make prompt 

, initial payment and later, after a complete post-audit, require repay
ment of any disbursement determined t<J have been improperly made. 

The detailed post-audit ineludes close checking of the required docu
mentation with the procurement authorization under which the trans
action was financed, c<>mparing the description of the oommodity, 
amounts, and :value. The inv<>ice price and commodity descriptions 
must be in accord with the ciontract or purchase order. The proof of 
payment must be adequate and the bill of lading must cover the desig
nated quantity and show delivery t<J a proper p<>l't. Similarly, the 
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supplier's certificate and standard United States Government voucher 
are examined for completeness and proper exeeution. A cheek is also 
made to insure complianee with any special provisions or limitations 
to which the transactions were subjected by the terms of the procure
ment authorization. To da.te post-auditing has revealed few material 
defeats, and these have been satisfied for the most part by requesting 
and receiving additional or oorrected documentation. 

D. FUNDS. 

For the first 12 months of ECA. operations (April 1948 through 
March 1949), $5 billion was made available directlyl by the Congress 
and $10 million was carried forward from the Interim A.id Program 
(Public Law 389). For the seciond calendar quarter of 1949, an addi
tional $1.15 billion is required to complete the aid program for the :fiscal 
year 1948/49 and for non-program expenses. For the, fiscal year 
1949/50, $4.2 billion of program funds and $80 million of non-pro.,aoram 
funds are requested as s-hown in Table 1. In addition, the EC.A. is 
requesting authorization to obligate $150 million to finance the purchase 
of capital goods and other long produetiou items which will not be 
transferred to the participating countries until the fiscal year 1951. 

TABLE L ECA FUNDS 
(In millions of dollars) 

April 1948- April 1949-
March 1949 June 1949 

(actual) (proposed) 

Program funds ••••••.••••.•• 4,953.0 1,138.1) 
Strategic materials •.••••••.•• 2.6 2.0 
Ocean freight on relief packages 11.5 4.0 
Teehnieal assistance •••••• 3.0 2.0 
Investment guaranties •••••••. 27.7 -
Administration ····-~·~····~9 12.0 II.IP 
Confidential fUnd ............ 0.2 -

TOTAL .... ~ ....... ,, .......... 5,010.0 1,150.() 

July 1949-
June 1950 
(proposed) 

4,200.0 
82.0 
15.0 
15.0 
-

1'1.5 
0.5 

4,280.0 

•Actual a.dmtnistrntivo expenses for thls quarter ere estlma.ted :at $~.5 t&'J.Ullon. The 
dlfi'ere:nce wlll beo met from funds prevtoualy appropriated. !or th.ts pur.pose. 

E. ALLOTMENTS. 

Although the making of a quarterly allotment to a participating 
country by the ECA does not constitute a oommitment of ECA funds, it 
has great importance in the progrommfog work of the agency and of 
the participating countries. It is the sum of money which govlll'llll the 
value of the procurement authorizations which will be ilsued to a 
participating oountry each quarter. The early determination of both 
the :fiscal year aid allotments and the quarterly allotmel1ts permits each 
country to develop and carry out, with the approval of the ECA, a 
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comristent and steady procurement program and to maintain through 
the year a level of imports which will not exceed available financial 
resources. 

To date, allotments have been made to permit the issuance of procure
ment authorizations by the ECA and the commitment of funds by 
participants in the second, third and fourth calendar quarters of 1948 
and in the first calendar quarter of 1949. These allotments have now 
reached a total equal to the available program funds. With the. ex
ception of the second calendar quarter allotments of 1948 (which 
were divided into only two categories: loan and grant), allotments 
have been divided into three eategories : loan, grant and conditional aid. 

Tables 2 and 3 show the division by countries and by, loans, direet 
grants and eonditional aid of the allotments made for the second calen
dar quarter of 1948, the allotment.s already made in the fiscal year 
1949, and the remaining allotments to be made to complete the current 
fiscal year subject to the appropriation of the necessary funds by the 
Congress. 

The total allotments for each countcy proposed for the fiscal year 
1949, as shown in Table 3, are lower than the ones originally rewm
mended by the OEEC. The reductions made by the EC.A: are minor 
in magnitude and largely technical in nature. The more important of 
these are explained in Chapter I above. 

TABLE 2. ALLOTMENTS FOR APRIL-JUNE 1948 
(In nu1lions of dollars) 

. 

Country 

Austria 
Belgium-L~;,,~;,;i,{,~g· ;,;;d · B~i: · 

gian dependent overseas 
territories ................ 

Denmark ..................... 
Free Territory of Trieste .•... 
France and dependent overseas 

territories ................. 
Germany: Bizone• . .. . . . . . . . . . 

·French Zone• ...... 
Greece ...................... 
Iceland ......... • ............. 
Ireland . . . . . .. .. . . ............. 
Italy ........................ 
Netherlands and dependent over-

seas territories .....••.•..•. 
Norway -...................... 
Sweden ...................... 

urkey . . . . . . . .............. T 
u nited Kingdom ................. 

Total 
allotment 

(1) 

62.0 

20.0 
20.0 
4.0 

335.0 
109.0 
20.0 
50.0 
2.3 

10.0 
158.0 

115.0 
20.0 

10.0 
400.0 

Total ................... ·I 1,335.3. 

Loan Direct 
(2) grant 

(3) 

62.0 

1'7.0 3.0 
10.0 10.0 

4.0 

75.0 260.0 
109.0 • 
20.0• 
50.0 

2.3 
10.0 
25.0 133.0 

27.5 87.5 
15.0 5.0 

10.0 
100.0 300.0 

291.8 1,043.5 

& Direct a1d to Western Germany remains a charge against Germany. subject to 
eventual aettlement1 and. ts, therefore, ~ot neces.sarlly a. direct grant. 
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TABLE 3. ALLOTMENTS FOR 1948/49 
(In millions of dollars) 

Proposed Allotments to date, July 1948-March 1949 
Gross 

Allotment Total Direct Conditional Fiseal 1948'/ 49 Allotment Loan Grant Aid (l) (2) (3) (4) (5) . 

Austria ................................... 216.2 158.8 154.4 4.4 
Belgium-Luxemburg and Belgian depend-

ent overseas territories .................. 247.9 196.0 40.4 155.6 
Denmark ......... , ...................... 109.1 80.0 21.0 55.2 3.8 
Free Territory of Trieste • • ....••.•. , ••.. 17.8 14.2 14.2 
Franfill and dependent overseas territories 980.9 723.5 97.0 619.2 7.3 
Germany: Bizone • ......... ~ . ~ .. ~ . ~ .... 410.6 807.1 225.5' 81.6 

French Zone • ............... 99.2 72.8 61.2' 11.1 
Greece ...... ····••'<••>0•••··~······ .. ·· 144.8 122.0 122.0 
Iceland • 5.2 5.2 • 5.2 OO•OO•••••--•'l'w•••~•«• .. ~••• .. 
Ireland ....................... " .......... 78.S 'i8.3 78.3 

ii:ihe;land$' aiid. dep'e;{cient ~;;e;.;~~ .•... 
555.5 422.7 42.0 845.3 35.4 

territories ................................. 469.6 868.0 119.2 240.3 8.5 
Norway ................................ 83.8 61.8 20.0 29.4 12.4 
Sweden .............................. , .... ,. ... 46.6 40.4 21.6 18.8 
Turkey• ................ ~············· .. ·· 39.7 34.8 28.0 6.8 
United Kingdom .......... , ........ f •••• 1,239.0 919.l. 21B.O 4'73.8 232.S 
Commodity Reserve .........•••••....•. 13.5 13.5 18.5 

TOTAL .......................... ·I 4,756.2 I 3,617.'7 I 680.6 2,354.0 l 583.2 

Proposed 
April-June 

1949 
Allotment 

(6) 

' 
66.4 

51.9 
29.1 
S.6 

257.4 
103.5 
26.9 
22.8 

132.8 

101.6 
21.6 
6.2 
4.9 

319.9 

1,138.5 

• Dlrect !11.d to West!!m Germany rem!l!ns a charge n.gnlnst Germany, subject to eventunJ. oottlemont, and la, therefore, not necessat1ly a <llxeet grGnt. 
• Loan-grnnt a.mounts ate su~~ to chc.nge of- oonrnltatlon with tho Natlonill AdV1$oey Oout1cll. 
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F. LOANS AND GUARANTIES. 
The Congress provided $1 billion for the purpose of making loans 

and investment guaranties. Of this amount $27.7 million has been 
set aside for investment guaranties and the balance of $972.3 million 
is being allocated to the Export-Import Bank, after consultation with 
the National Advisory Council, as the ECA completes its loan negotia
tions with the participating countries. Loans have been made and 
loan agreements sigued with all participants receiving aid excepting 
Austria, the Western Zones of Germany, Greece and Trieste. 

After consultation with the National Advisory Council, the follow-
ing terms and conditions were established applicable to these credits: 

(1) Maturity of Loan-Up to 35 years from December 31, 1948. 
(2) Interest Rate of 2.5 percent. 
(3) No interest to be charged for the period through June 30, 1952; 

no amortization of principal for a minimum period through June 30, 
1952, and a maximum period through June 30, 1956. 

(4) The inclusion in the loan agreement of a clause permitting post
ponement of payments of interest or principal with the agreement of 
both parties. · 

The dollal· value .of applications for investment guaranties approved 
or pending has been only $10 million (industrial projects about $6 
million; informational media about $4 million). The primary reason 
for the low volume of applications appears to be the uncertain con
ditioDS in Western Europe, which are not attractive to new dollar 
investments even with a guaranty of convertibility. A secondary 
factor affecting the magnitude of applications to date is the relatively 
short period since the inauguration of the investment guaranty progran;i. 

G. CONDITIONAL AID. 
Conditional aid consists of ECA grant funds advanced to par

ticipants on condition that they advance equivalent aid in thefo· own 
cnrreneies to other participants. According to the Agreement for 
Intra-European Payments and Compensations of October 1948, par
ticipants finance bilateral imbalances of trade by the establishment 
of drawing. rights· in European currencies by each creditor in favor of 
each debtor in each bilateral relationship. ECA aid is conditioned on 
the actual extension of such drawing rig:\J.ts. In three cases (Belgium, 
Sweden and Turkey), conditional aid is equivalent only to the net 
drawing rights extended, i.e. gross drawing .rights extended minus gross 
drawing rights -received. In three other cases,. the ECA extends no 
conditional aid: Ireland, a member of the Sterling Area, handles its 
monetary relationships with other European countries through London; 
Greece is excluliively a recipient of drawing rights; Trieste, forming 
part of the lira area, has arrangements with Italy for financing its 
European eurrency needs. 

H. DJRECT GRANTS. 
Direet grants have been made to all countries requiring dollar aid 

additional to, or instead of, loans and conditional aid-that is to all 
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participating countries except Iceland, Ireland, Sweden, and Turkey. 
Belgium received a small di.reet grant only for the second calendar 
quarter of 1948 and no direct grants in 1948/49. In the case of W~tern 
Germany, the terms of aid will be determined by the peace settlement 
at a l;iter date. 

1. PROPOSED LOAN POLICY FOR 1949/50. 
In the illustrative aid figures shown in Chapter I for 1949/50, no 

nmoun.t of loans has been specified either in total or by countries. The 
EC.A. does not believe that loans should be made next year in as la:cge 
amounts as during its first twelve months of operations. The European 
countries have already accumulated a substantial indebtedness to the 
United States as a result of the war settlements .and the post-war 
credits which the United States has ~nded, in addition to the loans 
under the :first year of the ERP. In 1948/49, it is estimated that in
terest and amortization payments to the United States Government and 
on other dollar obligations will absorb about one-eighth of all of the 
dollar earnings of the participatillg countries; during 1949 /50, such 
payments will amount to nearly $230 million. It is becoming increas
ingly evident that a fu:cther large charge upon their future dollar 
receipts would in all likelihood be a deterrent to the achievement of 
the objectives of the recovery program. International lending agencies 
and private investors will scrutinize with partieular eoncerp. the 
imposition of further claims against European dollar earnings by 
the United States Government and may well beeome reluctant to lend 
if interest and amortization payments to the United States Government 
continue to grow. Moreover, the growth in these charges leaves a smaller 
and smaller margin 1i:f flexibility in the international aeeounts o:f the 
debtor countries. Fluctuations in their dollar earnings, there:fore, re
quire disproportionate adjustments in -vital merchandise imports be
eause the capital repayment items are :fixed. 'l'he problem is not di:r 
similar to that of a business enterpril.;e with heavy fixed capital charges 
in a period of fluctuating and uncerta:U• receipts. 

Certainly the fundamental obje<!tives of the European Recovery 
Program would not be furthered by the emergenee of a situation in 
which payments to the United States on loans e:ctendei:l during the 
recovery program necessitated reductions in the levels of consumption 
or investment which had been obtained through United States assistance 
in the course of the four-year program. 

The risk of an excessive debt burden mu.st be given serious con
sideration. Tlrls does not mean that EC.A. sbould not eontinue to make 
loans to some participating countries, but the addition of a further 
large dollar debt to Western Europe's present dollar charges might 
absorb so much of its eapacity to borrow as to throw serious obstacles 
in the path of private .American investment in Western Europe at the 
end of the program, when such investment should play a strategic role. 

J. COMMITMENTS. 
In the second calendar quarter of 1948 procurement authorizations 

is.sued totalled only $"788.5 mill.ion; in the third quarter $1,191.S million 

118 



(including post-faeto authorizationB for the second quarter)_; and in 
the fom·th quarter $2,114.5 million (including post-faeto authoriza
tions for the second and third quarters). AuthoriZations issued in 
the nine-month period April through December 1948 thus totalled 
$4,044.8 million. In January 1949, $249 million of procurement author
izations were issued. During the last two months of the first quarter 
of 1949, it is estimated that the remaining $659 million of the available 
programming funds of $4,953 million will be authorized, except for 
that minimum which is carried forward from one business day to 
the next in the ECA authorizing procedures for making minor amend
mentli: to outstanding procurement authorizations. A proposal for a 

• legislative amendment has been submitted to the Congrese to assure 
that such operating earry-overa are not unjustifiably lost to the par
ticipating countries after the dose of an appropriation period. 

Of the procurement authorized in 1948, $3,707 million was provided 
to the European countries for the purchase of commodities, $337 million 
for the costs of ocean freight and $1.2 million for technical services. 
Procurement authorized in the United States totalled $2,299 million 
-almost two-thirds of all commodity purchases authorized in the yeal' 
1948. Canada, Newfoundland, and Latin America together were to 
supply one-fourth of the goods. Only 7 percent was to be-bought in the 
participating countries themselves, since ECA authorized such procure
ment p1ior to Oetober 1, pending the institution of the Intra-European 
Payments Plan and the substitution of European currencies for dollars 
in lntra-European trade. Non-participating countries outside the 
Western Hemisphere were to provide the rem.aining 6 percent of EC.A.· 
financed commodities. 

The :followili.g table shows the procurement authorizations illsued 
by the ECA through December 31, 1948, by broad types of commodities: 

·commodity Group 
Procurement 

.Authorizations 
(In millions of dollars) 

Food, feed and fertilizer ...•. _ ............. . 
Fuel ....... ~ ............ ,. .... ~ .. ~ ............... ~ . ~ 
Raw materials and semi-finished products .... 
Machinery and vehicles ...........••.......• 
Miscellaneomi and unclruisified .........•..... 
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CHAPTER IV 

Effect of the European Recove1·y Program on 
the U. S. Economy 

A. EXPECTATIONS AND ACTUAL DEVELOPMENTS 
THROUGH 1948. 

Although it was reeognized when the European Recovery Program 
was first proposed that it would result in great long-range politicaf 
and economic benefits to the United States, considerable concern 
was expressed lest lil1lch a program endanger our domestfo economy 
by adding to inflatfonacy pressures and depleting our resources. 
The President, recognizing this possibility, asked the Council of Eco
nomic Advisers .and the Secretaries of the Interior and Commeree to 
study these questions. Congress expressed its concern on this point 
by requiring, in the Economic Cooperation Act, that the Economic 
Cooperation Adm.inistmtion provide for procurement in such a way 
as to "minimize the drain upon the resources of the United States" 
and "avoid impairing the fulfillment of the 'vital needs of the people 
0£ the United States." 

In order to evaluate actual developments in the light of this con
cern, it :is necessary to review briefly the background that gave rise 
to them. Secretary Marshall made his proposal in June 1947, when 
the export surplus had been rising rapidly and foreign demand was 
adding considerably to inflationary pressures, · Total exports o:f goods 
and services had increased 40 percent in a half year and the excess 
of such exports ove:r imports had increased by 70 percent. Both 
in abaolute terms and as percentages of gross national expenditure, 
the levels reached in the second quarter o:f 19i7 exceeded any peace
time level reached since the years immediately after World War L 
Against this background, intense concern was natural, especially 
since it was not then apparent that Secretary lfarshall's speech 
coincided with what bas since proved to be the peak of our exports 
and that a rapid decline would follow. 

1. The Export Surplus, Total National Expenditures, and Wholesale 
Prices. 

The main fear expressed was that the ERP wonld add to inflation
ary pressures not merely in the sense 0£ making them greater than 
they would be in its absence-which it obviously would do-but in 
the sense of causing further inflation than had already occurred. The 
Council of Economic Advisers, not knowing how large the program 
would be when it prepared its report of October 1947, considered 
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the effects of a maximum program o1 8 billion dollars a year. It 
concluded that even with such a·program the total surplus of exports 
over imports, including goods and services, which is the best single 
measure of the :inflationary effect of international transactions, woUld 
not be as high as it had already been in early 1947. Thia conclusioll. 
was based on the assumption that other sources of dollars available 
to foreign countries would provide 's to 4 billion dollars a year, so 
that the total surplus would be at a maximum of 12 billion dollars 
in the first year of the program. This was in contrast with the 
annual rate of 12.5 billion reached in the second quarter of 1947 and 
11.3 billion in 1947 as a whole. The Council, therefore, assumed in 
its :further analysis that "the export surplus resulting from any 
future foreign aid program will at no time equal, and for most of 
the time will be substantially less than levels which have been reached 
during the current year", i.e. 1947 . 

.Actually, the ll.IRP has not reached, and :is not likely to reach, a 
rate mueh above 5 billion dollars a year for any major portion of a 
year and the total of U. S. Government aid so far enacted, including 
the cost o:f providing civilian supplies for occupied areas, aid to 
Greece and 'furkey, and other program.a already adopted, is not 
likely to reach an annual rate of 8 billion dollars. In addition, funds 
from other sources, such as sales o:f gold and other foreign assets 
and export of private .American funds, have been far less than the 
estimate of 3 to 4 billion dollars a year that the Council allowed for. 
The result is that tho total surplus of exports over imports of goods 
and services has been leas than was generally antfoipateq and much 
less than the ma:dmum figure on which the Cou:ncil based its general 
conclusion. 

The limited question whether actual operations under the Program 
so far have increased :intlationary )?ressure can be answered fairly 
simply. The Program has been in operation only ten months and 
exports under it have been of significant volume only since the late 
summer. Since that time there has boon no evidence of new :intlationary 
pres.sure. In :fact, the rise of prices has tapered off. This is true 
not only of agricultural prices but of most other prfoes. The average 
of wholesale prices of commodities other than farm prodnets and 
foods has hardly budged since August, although there have' been 
divergent movements among individual commodities. 

But a conclusion based on so sho1-t a period is not very significant. 
It is desirable to go back to the time the Program was proposed and 
to see it in the context of our other international transaetions and of 
developments in the econon:y as a whole. 

From the seeond quarter of 1947 to the last quarter of 1948, total 
national expenditures for goods and services increased by an annual 
rate of 33 billion dollars-from a rate of 228 billion dollars a year 
to 261 billion. But this increase resulted entirely from domestic !ac
tors in the Monomy' personal consumptioll expenditure, gross pri
vate domestic investment expenditure, and expenditure by Federal, 
State and local governments, excluding m..-penditure for foreign iid, 
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all rose. Taken together, these domestfo expenditures went 1n;J from 
a rate of 216 billion a year to nearly 254 billion, an increase of 38 
billi_on. 

U.S. EXPORT SURPLUS AND 
WHOLESALE PRICES 

"1946-1948 
Percent of I I Percent of 

192e Average 1926 Av1tr.a.ge 
175 1--~----WHOLESAL£ PillCES>-------1 175 

100 '--~.i-~,__~i----1 ..... --1~ ...... ~.....;.--.....;.~-1-~-1-~-i---' 100 

$BILLION$ $ BlLUONS 
Annu-a1 Rotes Annuot Rote' 

15.0 ,__ ______ ,_,EXPORT SURPLUS-1----------115.0 

0 

(Goods and Services) 

1st 2nd 3r<i 4th Isl 2nd 3rd' 4th l•I Znd 3rd 4th.'/ 
'---1~46 '---194 7---' -----1948-~ 

JJ'egsed on lncomplaf!l .d-;ito •. 

So11r&11 Da-partm1nt of Labor and 
De~o~t ot Gomm<roo 

5.0 

0 

The total export surplus, including goods and services, fell without 
interruption and with great rapidity through the third quarter of 
1948, partly because of a rise in imports but mainly because of a 
fall in exports. From the peak second quarter of 1947, when it was 
runniµg at an annual rate of 12.5 billion dollars, the total export 
surplus fell to an annual rate of 5.2 billion dollars in the third quarter 
of 1948, a decrease of more than 7 billion dollars a year, of which 6 
billion represented a decrease in the surplus arising from commodity 

117 



trade. & a percentage of the gross national expenditure, it fell from 
5.5 percent to 2 percent. The portion that can be accounted for by 
Government aid is of oourse less but it, too, declined in the same 
period from 3.5 percent to 1.7 percent of the total gross national 
OOi:penditure. {More detailed statistical information regarding inter
national transactions is presented in the Statistical Annex {Tables IV-1 
to IV-12.) 

G~OSS 
FOR 

$BILLIONS 

NATIONAL EXPENDITURE 
GOODS AND SERVICES 

1946-1948 $BILLIONS 
JOO ....-~~~~~~--.~~~~~~~-...~-'.~~~~~-.300 

( Seosonotty Adjusted Annual Rotes 1 

0 

v 
""Estimate based on Incomplete data. 

---- -~ 

-- :: --' --~ _' -~-=~:::_~ 
.>. ,,__:,--;:; "'-""' _:: 

2nd 3rd 4111* O 
_ __, '---19 48 ~__, 

Sourc,: Bned on Oeparlment of Commerce data. 

In the last quarter of 1948, the total export surplus turned up 
again, according to preliminary estimates, but for most of the past 
two years it was the only major element in the gross national expen
diture that did.not rise. This is shown in the above chart and Statistical 
Annex, Table IV-1. 
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During most of this period wholesale prices rose rapidly. In view 
of the fact that the export surplus was falling and the rise in total 
expenditure was wholly the result of developments in domestic 
spending, it is clear that the rise of prices cannot be attributed to 
the effect of international transactions. This is strikingly demon
strated in the chart on page 117 which shows that, while prices and 
the export surplus both rose in 1946 and 1947, for most of the past 
two years wholesale pric~s were rising when the export surplus was 
falling. Prices appear to have stabilized just when the fall in the ex
port surplus stopped. (See also Statistical Annex, Table IV-2.) 

Disbursements under ERP were only a partial offset to the decline 
in dollars available to foreign countries through other aid programs 
and through liquidation of their gold and dollar assets. These dis
bursements reached a rate of more than four billion dollars a year in 
the third quarter of operations. However, the Government's other 
foreign aid programs, which had become an increasingly important 
element in financing the export surplus, fell during most of this 
period. The main element in the decline of the export surplus, viewed 
from the financial side, was the reduction in the rate at which foreign 
countries were liquidating their assets. 

While the rise in prices over the past year and a half cannot be 
attributed to a rise in the export surplus or in Government foreign 
aid, the relation of foreign aid to the price situation may be consid
ered from another point of view. In addition to asking whether the 
rise in prices that has occmrred during a period is attributable to a 
rise in foreign demand, we may ask whether prices would have been 
lower in the past two years if foreign aid had been less. The answer 
is that inflationary pressure would have been less had Government 
aid been smaller. Even this conclusion must be qualified, however, 
to take into account the fact that certain other sources of dollars, 
such as international agencies, aid from private citizens, and perhaps 
even the already reduced reserves of foreign countries might have 
played a greater role, and that domestic factors, such as the amount 
of tax reduction, might also have been more inflationary. 

2. Effects on Commodities in Short Supply. 

While the effects of Government aid and the export surplus upon 
the economy as a whole can be most broadly evaluated through their 
effects upon total income and upon price averages, it is possible that 
the conclusions reached in this way would have to be qualified or even 
altered because of effecits upon speciific sectors of the ecionomy. There 
are some commodities important enough in the economy to have a dis
proportionate effect on total income and the whole price leveL They 
enter into the manufacture of many important products or influence 
the wage level through their effects either upon profits in crucial 
industries or upon the cost of living. If foreign aid pushed up 
the prices of such commodities, it could have a general infla
tionary effect. 

Most of our exports are not of this strategic cihnracter. A review of 
the economically strategic commodities does not indicate that exports 
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have actively pushed up prices since 1947, although they might have 
done so in a few cases if steps· had not been taken to prevent it. 

Bteei is the outstanding case of a commodity in short supply in the 
United States, the supply and price of which affect our entire economy. 
Total exports of steel mill products have been declining steadily from 
10.7 percent of our total supply in the second quarte:!; of 1947 to 5.7 
percent in the third quarter of 1948, with exports to Western Europe 
also falling off. The cut in exports has had the effect. of making more 
steel available for use in this country. (See Statistical .Annex, Table 
IV-10.) The decline has been a reflection of limited foreign dollar re
sources, difficulty in obtaining supplies in this country, a substantial im
provement in steel production abroad, and the exercise of more restric
tive export control. Through the end of 1947 only half the tonnage 
exported was under license control. In early 1948 virtually all types 
of steel products were put under control and export quotas were set 
considerably below 1947 rates. Without this control foreign demand 
would have caused greater pressure on steel supply and prices in this 
country. Only about 19 percent of steel procurement under the ERP 
has been outside the United States, since the products required cannot 
be obtained in substantial quantities elsewhere. 

Non-fer1·ous metals are also in very tight supply in the United States 
and their prices rose sharply throughout 1948. Exports are closely 
controlled. Since the U.S. is a net importer of many of these metals, 
offshore procurement may affect U.S. supply. Procurement authoriza
tions for these metals have been held to minimum essentials. 

Petroleum and its products were in short supply a year ago. Exports 
have been reduced below 1947 levels. Imports have risen so that we are, 
to a greater extent than in 1947, net importers of crude oil. With 
production also rising, supplies available for domestic use have increased 
substantially. This is shown in the Statistical .Annex, Table IV-12. 

Export controls have been closely geared to changes in the domestic 
supply situation. Thus, in the first quarter of 1948, when emergency 
winter needs at home had to be met, exports of major liquid petroleum 
products were cut to less than three-fifths of those 'in the first quarter 
of 1947 and nearly to half the 1939 :figure. In the year 1948, the quan
tity of crude oil and liquid petroleum products shipped to participating 
countries directly from the United States was 38 percent less than in 
the year 1947, while exports to all other countries declined only about 
8 percent. 

The pressure on domestic supply and prices has also been limited, 
since the beginning of ERP operations, by authorizing procurement in 
the United States of only 34 percent of the total value of ECA-financed 
imports of crude oil and petroleum products into the participating 
countries. The remaining 66 percent were authorized for offshore 
shipment, almost entirely from the Caribbean and Middle East areas. 
However, in terms of quantities, a much smaller proportion (in the 
neighborhood of 20 percent) has been authorized for procurement from 
the United States because a much larger proportion of the higher
valued products come from the United States. For example all lubri
cating oil :financed by ECA has been shipped from the United States. 

120 

., 



Agriculttiral machi'l/,IJry, the domestie demand· for which has been 
enormous since the war, is one of the :few products that were exported 
in larger volume in 1948 than in 1947. Only about one-third of the 
inerea.se and only about 20 percent of the total dollar volume of e:x:ports 
in 1948 went to countries participating in the ERP. Congress, in the 
Foreign Aid Appropriation Aet, 1949, provided that no funds appro
priated thereby were to be used for the purchase of farm machinery in 
the United Stat®" which would bring the total exports of suah machinery 
to ERP coilntries during the appropriation period to more than $75 
million. It seems likely that exports will be significantly below this 
figure. Since the enactment o:f this restriction, domestic production has 
been rising and there is considerable evidence that the domestic supply
demand situation has inlproved. 

Meat :is of chief popular mterest, among the food and agricultural 
commodities, in connection with the cost o:f living. It represents more 
than one-tenth of the whole Consumers Price Index compiled by the 
Bureau of Labor Statistics and more than one-quarter of the food 
component of this index. The ECA luis not authorized the proeurement 
of any meat ill the United States, except horsemeat. In fact, ill 1948 
total exports of meat were less than. one percent of the total domestic 
supply. Exports, whiah are tightly controlled, are an insignificant 
factor in the meat price situation. Quantities available for domestic use 
fell about 10 pounds per person but this reflects diminished supplies 
and increased population. 

Exports of <Wiry products, also important in the cost of living, have 
fallen from 3.8 percent of total distribution in 1947 to an estinlated 2.4 
percent of a slightly smaller total in 1948. The reduction in exports 
was enough to offset more than half of the deeline in supplies available. 

Exports of food fats and mts (other than butter), another group 
that has been in short supply, fell from about-11 percent of total supply, 
ill.eluding imports, in 1947 to about 9 percent in 1948. Since total 
supplies also rose, th() actual quantity available for domeS1tic use 
m&eased. 

Wkeat, cott1m and tobacco are _the major agricultural products for 
which exports are a large fraction of om: market. In 194:7 we exported 
494 million bushels of wheat (or its equivalent in the form of flour) 
whiah was 40.8 percent of total distribution. In 1948 exports were even 
hlgher, 520 million bushels, but owing to the increase of supplies the 
proportion exported was slightly less (39.7 percent) and the quantities 
available for domestic use mereased. Since domestic consumption 
aatnally declined, the difference showed up as an ill.crease ill stocks. 0:1' 
the EC.A. proeurement authorizations issued so far for wheat and other 
bread grains, about 65 percent have been for procurement in the United 
States and the other 35 percent in Canada. 

Exports of both ootton. and tobacco, ineluding the raw equivalent of 
manufactured products, declined from f!lightly over one-third o:f the 
total distribution in the 1946 crop year to nearly one quarter of a 
smaller distribution ill the 1947 erop year. The prices of these crops, 
like that of wheat, bave recently not been far above the levels at which 
the Government is obligated to support them. 
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Viewing ECA activities in the context of the general price situation, 
it may be said in summary that procurement for the ERP has not kept 
the prices of food and agricultural commodities significaIJ.tly higher 
than they would otherwise have been during 1948. In the field of 
industrial commodities, especially the non-ferrous metals, foreign aid in 
the past year has had a somewhat greater effect on prices and domestic 
supply. It is chiefly ill this area of the economy that shortages and 
inflationary pressures continue to be felt. Industrial commodities 
accounted for 51 percent of ECA commodity procurement authoriza
tions in 1948. Forty-two percent of procurement of industrial com
modities was authorized offshore, as contrasted with 34 percent for food 
and agricultural commodities. 

B. THE OUTLOOK FOR THE NEXT YEAR AND A HALF. 

1. The ERP in Relation to the Economy as a Whole. 
The fact that total exports and the tixport surplus declined sharply 

after the second quarter of 1947, tixerting less inflationary influence 
in the last half of 1948 than at any time in the post-war period, does not 
necessarily mean that a further decline can be e:i.."'Pected. The past half 
year probably marked a temporary low point. Foreign reserves and 
Government aid programs other than the ERP had run out and ship
ments under the ERP had not reached peak levels. The pace of ship
ments under ERP is now rising and will probably continue to rise 
more or less steadily, reaching a peak sometime in 1949. At the same 
time it is probable that the total of other Government foreign aid pro
grams now authorized Will not decline substantially in the next year 
and a half. · 

Whether or not the resulting increase in total shipments under 
existing Government aid programs will be matched by an equal increase 
in our tot~l export surplus will depend upon policies and developments. 
in foreign countries. To the extent that the dollars earned by non
participating countries through sales to participating countries are not 
used for purchases in the United States, our commodity markets are 
una:ffecited. On the minimum reasonable assumption as to the use of 
these dollars to buy American goods, it seems safe to say that our 
export surplus will rise slightly from the annual rate of 5.9 billion 
dollars in tl!e second half of 1948. In that case, our nid might exert a 
slight further inflationary effect upon.domestic incomes and the general 
price level 

On the other band, if foreign countries supplying goods to Western 
Europe under the ERP use practically all the proceeds to buy American 
goods, and if other important sources of funds continue to be available 
and to be used to roughly the same extent as in 1948, our export surplus 
could conceivably reach an annual rate of 8 billion dollars during 1949. 
This would be much less than the 1947 level but would be higher by 
about 2 billion dollars a year than the annual rate in the second half 
of 1948. Such an increase would be an influence in the direction of 
further inflationary pressure. 

While the peak of the export surplus under existing programs may 
not be reached until the second half of 1949, the peak of its economic 
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effects will probably be felt earlier. Export figures relate to Mtual 
shipment of goods :from our shores._ By the time goods are shipped, the 
employment and other productive activity associated with them ,has 
already occurred and most of the income created by this activity has 
already bee~ paid out. The direet price impact begins to be felt when 
foreign buyers place their orders and producers buy the necessary 
materials. 

The course of authorfaatiOllS granted to participating countries to 
procure goods .in the United States .indicates the earliest time when these 
effects may be felt, apart from the sometimes exaggerated effects o:f 
e;:,."Pectations. Authorizations to proeUl'e goods in the United States 
were being issued at a rate of 5.4 billion dollars a year in the last 
'quarter o£ 1948. It is unlikely that this rate will be exceeded. Making 
some allowanee :for a lag between the issuance of authorizations and 
the economic effects of orders actually placed, it is likely that the peak 
economic impact will be felt .in the fir.st part of this year. These short
term effeetB can be expeoted to taper off in the second half of 1949 
because the rate of foreign ordering under the recommended appro
priation for the fiscal year 1950 will be lower. In addition, orders 
will be spread more evenly throughout the next :Ii.seal year than in 
this Oll(~. 

Even if the assumption of a 2 billion dollar a year increase in the total 
e::."_Port surplllil should be realized-and some regard so high a figure as 
quite unlikely-it would still be only one among the factors that make 
:further illflation a possibility. A study of the Annual Econmnic 
Review of the Council of Economic .Advisers, submitted with the 
President's Economic Report, indicates recent and current trends in 
domestic expenditures. Capital expenditures .in some manufaeturi:og 
industries are showing indication of prospective softening, private 
residential construction began to decl.ine during 1948, some extraordi
nary consumer demand was tapering off, and inventory replenishment 
has been largely completed. .Also operating to r~strain further price 
increases is an expected increase of :production and supplies of goods 
available to eonsumers. On the other hand, plans for expansion and 
modernization are still strong in some major manufacturing and non
manufaoturing industries so that an abrupt slackening of private 
capital expenditures should not be expected. Moreover, Federal, State 
and local goveroment eash :payments, excluding :foreign aid, may rise 
in 1949 about 5 billion dollars above the annual rate reaehed in the 
second half of 1948. This may more than compensate fo1• any !llackening 
of private capital expenditures. Besides this there is the possibility of 
further wage inoreases. This would lead to the generation of additional 
eoll.$Umer .ineome. 

2. Specific Commodities. 
It is :probable that there will be an increase in total exports of 

machinery, freight cars, and perhaps steel mill products, as 0ompared 
to the rate of exports in the second half of 1948. The increase is 
expeated to be ohiefly, if not entirely, a result of expanded shlpments 
to Western Europe, except in the case o:f steel mill produets, of whinb 

123 



Western Europe will take less tban has been takim in the eurrent year. 
Aeeording to present.estimates no marked ehange is expected in copper, 
lead, and other non-ferrous metal Exporm of bituminous coal and 
cotton textiles, which fell sharply from 1947 to 1948, are also expeeted 
to deeline somewhat further. 

Among the food and agricultural comnioditi!lll, total JD.eat. exports 
will probably continue to b'e insignificant, as in 1948, wbile exports 
of dairy products will probably remain less than 3 peraent of total 
supplies. Wheat and wheat flour exports in 1949 are expected to 
diminish somewhat below the extremely high 1947 and 1948 levels, 
although they will remain high. 

The major increases in exports of food and agricultural produats 
may be in raw cotton and eorn. The expected inerease in cotton arises 
from shipments to ERP countries, whicll are expected to take at least 
40 percent more in 1949 than in 1948. However the increase in the 
1948 cotton crop over that of 1947 was even larger than the prospeative 
in.crease in cotton shipments to ERP countries. Corn exports are 
expected to rise from about SO million bushels in 1948 to perhaps 150 
million bushels in 1949, almost the entire increase resulting from ship
ments to ERP countries. This quantity would still be a small percent
age of the supply expected to be available and will leave for :feeding 
and other domestic uses a quantity much larger than was available not 
only in 1948, when supplies were low by war and post..war standards, 
but also in 1947. 

C. POLICIES AFFECTING INFLATIONARY IMPACT 
OF EXPORTS. 

Generally speaking, EOA, in cooperation with other agencies of the 
Government, has tried to min:imi.ze the impact of the ERP upon prices 
and domestic wpplies by offilhore procurement and by limiting the 
quantities of certain goods that may be exported from thls country. 

1.' Offshore Procurement. 
The procurement of commodities in other countries of course relieves 

the United States of some of the drain on its natural resources, current 
production, and domestfo supplies that would be felt if all commodities 
required for the aid program were purchased here. The extent of 
offshore procurement for some individual commodities has already 
oeen referred to. For the program as a whole, 38 percent has been 
authorized for procurement offshore through December 81, 1948, 34 
percent in the case of food and agricultural commodities, and 42 percent 
in. the ease of industrial goods. Of course, it is not possible to establish 
any general rule that the tighter the supply situation here, the smaller 
the percentage that may be purchased here. Some of the products roost 
needed to get Europe bank on its feet are available elsewhere in only 
small quantities. Thus steel mill produats and machinery, required to 
meet Western Europe's deficit, must come primarily from the United 
States. But under the ERP, proaurement in othe:r countries has 
aeeounted for more than 75 percent, by value, of nitrogen fertilizer, 
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non-ferrous metals, metallic ores and concentrates, meat, and pulp and 
paper. · · 

The eountries that ~pply Mmmodities under o:lfshoro procurement 
authorizations receive dollars in payment. If they use these dollars 
to·buy in the United States, then the particular goods involved in the 
European procurement are not exported by the United States but 
goods wanted by the supplying country are exported instead. T~ the 
e1'tent, therefore, that the supplying countries spend the dollars they 
receive, the total demand for .American products is not reduced. The 
supplying country, however, is likely to use the dollars to buy different 
commodities from the United States than it supplied to Western 
Europe. Since the com:moditit'.<l that the supplying country may want 
from us are likely to be under export control if they are in short 
supply, the effect of offshore procurement with re-spending of the 
dollars by the supplying country, is to divert foreign demand £rom 
commodities whfoh are in short supply here to other commodities. 
If the supplying country, instead of spending the dollars it earns 

on .American products, uses them to repay dollar debts owed in the 
United States or to acquire gold or dollar reserves, the total amount, 
and not merely the distribution, of our e."!:ports :is affected. When the 
ERP was being considered it was generally assumed that virtually all 
of the funds earned by supplying countries as a result of offshore pro
curement would be spent by them for American goods. Depletion of 
gold and dollar reserves proceeded so rapidly, however; that some 
countries found it preferable to restore their reserve position first. 

This fact has raised the question of whether offshore procurement 
will not actually reduce our total exports below what they would be 
if all goods were procured in the United States. It is too early to pre
dict what proportion of funds made available through offshore pro
curement in non-participating coiintries will be spent here, but it 
still seems reasonable to suppose it will be high. In most cases the 
desire for .American goods continues intense and if the reserve and 
dollar debt positions are not too nnsatisfaetory, nistriation on pur
chas!JS from the United States are likely to be relaxed. Thus, in 
December, Canada announced the rela..i:ation of S'ome restrietiollll upon 
imports from the United States. Some of the Latin American countries 
are likely to use a portion of the funds they receive to repay short
term: debts incurred in the.United States. 

2. Export Controls. 

E:.\.--port control is the second major means of restrfoting the pressure 
of foreign demand upon the American economy, although it has several 
other important purposes. Its operation is not confined to exporm 
made to Europe, but can be applied to all shipments from the United 
States, irrespective of how they are fini;i.nced or ;vhere they are going. 
It is being used to prevent the shipment abroad of excessive amounts 
of scarce products. 

Although the authority applies to the ex;port of nearly every indus
trial and agrieultural commodity, the bulk of our merchandise exports 
is not in short supply eommodities. Quantitative export controls are 
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exercised over oruy about 31 pereent of our exports to countries other 
than Canada, exports to which are not controlled. The control is con
centrated in foodstuffs (chiefly grains), metals, and fuels. Machinery 
and transportation equipment are almost entirely free of. qua'!ltitative 
controls, except for freight cars and a few minor itema. This is not 
because their exports are unimportant; on. the contrary they are quite 
important. But for some of these goods, e. g. machine tools, the expan
sion of capacity made it possible to meet all current demands. In other 
eases exports are being restricted by the producers theIDSelves. To use 
quantitative export controls in these cases would serve no useful 
purpose. 

Of our total exports, 33 percent went to the Western European 
countries, about the same percentage as before the ERP and, inciden
tally, a somewhat smaller percentage than before the war. But these 
countries took about 58 percent of the exports under quantitative 
restrictions. To express the same thing in another way, restrfoted items 
constituted 43 percent of our expor\:8 to Western Europe but only 20 
percent of our expm'ta to other areas subjecit to such restrictions. Judg
ing, however, from the fact that both of these percentages were about 
the same before the ERP got UD.der way, this high proportion going 
to Western Europe does not appear to reflect the use of export controls 
to divert shipments from other areas. It rather reflects in large 
measure the character of '\Vestern European requirements in the post
war period. 

D. OTHER ASPECTS OF THE EUROPEAN. 
RECOVERY PROGRAM. 

If the inflationary factors discussed above continue to be strong on 
balance, the ERP will contribute to upward pressure on the economy 
in the manner described. If domestic markets weaken, however, the 
effect of the ERP will he to help support the level of production, em
ployment, and income. This result would, of course, be oDly ineidental 
to the main purpose of the ERP. With a diversity of movement for 
different types of goods, as is probable, both the price raising and sup
porting effects will be :felt simultaneously, although in different markets. 

While the effect of the ERP upon :in:flationary pressures in the 
American economy is the most pressing and immediate aapeet of its 
domestic effects, it is of course not the oDly one. Taking a longer view, 
the major effect will be that of European recovery itself. The impor
tance of this for the United States was reeognized by Congress in 
passing the Eaonomie Cooperation A.et and need not be discussed here. 
It is worth pointing out, however, that recovery can be achieved via 
different routes and that these routes would lead Western Europe to 
different positions at the end of the program. The economy of the 
United States will be affected by the natme of recovery, whfoh in turn 
will be greatly affected by ERP polfoies and actioi;i.s. It is through this 
influence that the ERP most fundamentally affects the economy of the 
United States. At the present time it ·is too early to evaluate ERP 
operations :from this point of view. 
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CHAPTER V 

ECA Organization 

The Economic Cooperation Act of 1948 defines the three principal 
divisions of the organizational structure of the Economic Cooperation 
Administration in connection with the European Recovery Program: 
the Administrator in Washington, who heads the entire enterprise; the 
United States Special Representative in Europe, who has rosponsibility 
under the Administrator for carrying out and supervising ECA actiV:i
ties in the field and is the chief representative of the United States to 
the OEEC; and a special ECA mission in each of the participating 
countries. 

A. THE ECA OVERSEAS. 
The work of the Office of the United States Special Representative in 

Europe (OSR) and of the ECA Special Missions in each of the partici
pating countries centers in efforts to promote self-help and mutual aid 
on the part of the participating countries, to assess Europe's deficiency 
requirements for which the participating countries must seek aid from 
the United States, and to help assure that aid from the United States 
is used with maximum effectiveness. 

When this work relates to problems within a single country, for which 
the solution must ~e fotmd wholly or primarily in the efforts of that 
country, the focus of responsibility is in the ECA Country Mission. 
When the problems involve more than one country, or are such that 
the solutions require action by more than one of the participating 
countries, the focus of responsibility is in the Office of the Special 
Representative. 

The characteristic, and most significant, example of this latter aspect 
of the work of the Special Representative is his relationship to the 
OEEC to which he is, in the language of the Act, "the chief representa
tive of the United States Government." The Special Representative 
also exercises general supervision, on behalf of the Administrator, over 
the Country J\'lissions. In addition, he serves as the representative of 
the United States on the Economic Commission for Europe. 

It has often been pointed out that ECA aid to Europe during the 
fiscal year 1949 represents about 5 percent of the gross income of the 
participating countries. Plainly, therefore, the core of the job of put
ting Europe on its feet must be done by the European nations themselves 
in the utilization of the resources of Europe. This self-help :includes 
the aecurate diagnosis of the difficulties which must be mastered, the 
development of policies appropriate to the need thus revealed, and the 
effective execution of these policies. It includes efforts to increase 
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produetioll and productivity, to controL:i:nfiation, to hold labor disputes 
to a minimum, to reduce unessential imports, and to increase exports, 
especially to dollar areas. Measures to bring about widespread dis
semination within each country of technical knowledge and best practices 
within :fields of industry, labor, agriculture, government, and :finance 
are also involved. 

Work of this kind js, of course, primarily the responsibility of the 
participating countries, but there is perhaps no task of the OSR and 
the Country Missions more important than that of encouraging and 
assisting the government.s o:f the participating countries to the fullest 
extent possible in meeting these responsibilities. This requires the kind 
of understanding which can only be acquired by painstaking and 
continuons observation, and by intimate and straightforward exchanges 
of views on the ground. This proeess of observation and exchange also 
enables the Chiefs of the Country Missions and the Special Representa
tive more effectively to carry out another function, implicit in the nature 
of their duties-to serve as the reglJ}ar chaDnel of communication 
between the Administrator and the governments of the participating 
countries, and between the Administrator and the OEEC. 

Mutual aid among the participating countries is a projection of self
help. It is, in fact, self-help by Western Europe as a whole. Europe 
cannot attain the stebility and vigor which are the objectiv~ of the 
Economic Cooperation A<:it without a steady deepening and extension 
of cooperative effort. Here again, the responsibility is that of the 
participating countries; and here again, no task of the Office of tile 
Special Representative and of the Country Missions is more important 
than that of promoting and assisting cooperative developmenm in every 
way that is both practicable and appropriate. It is in th.is sphere 
particularly that full and constant interchange not only between the 
participating governments and the ECA .field organization but also 
between the U. S. Special Representative and the Chiefs of the ECA 
Country Missions is essential. There has been steady progress in 
working out this kind of interchange through reciprocal visitiil, group 
staff meetings, and reports. '!'he furnishing of eA'Jlerts, visits of special
ists of one country to review experience in another, and mutll.lll efforts 
to increase technical knowledge, under the ECA technical assistance 
program, constitute a promieing form of mutual aid. 

In Ohapter II, the proces's by which the individual participating 
countries prepare their BStimates of their requiremenm :for .American 
aid, and the OEEC attempts to review and adjust these on a compre
hensive basis, has been described. The estimates 0£ the individual 
countries are reviewed by the Country Missiolll!, and the comprehensive 
programs worked out by the OEEC a.re :reviewed by the OSR. It :is the 
particular responsibility of the Country Missions and the OSR to utilize 
their on-the-spot knowledge to review these estimates in terms of their 
validity as requirementS. With this in view, the Country '.Mission& and 
the OSR seek to determine the urgency of the stated needs, how far it 
would promote the objectives of the Act to meet them, how much effort 

·the particular country has itself made to meet the needs, and how far 

129 



. 
the requirements could be met by inereased trade or eooperation among 
the participating countries themselves. This work ll! done in two phases: 
first, day-to..<lay contaet with the appropriate departments and agencies 
o:f the participating governments, and with the Committees of the 
OEEC, largely on a staff bams and to considerable extent o:n an informal 
basis; and second, the formal critique of the :final doooments. The 
OEEC estimates are transmitted to Washington with the recommenda
tions of the Country Missions and the Office of the Speaial Representa
tive. After further review by the ECA staff in Washington, they are 
laid before the Administrator for his consideration and Ulle in deter
mining the program of United States assistanoo. 

As a:id is supplied, the Country Missions and the OSR seek to deter
mine how fully and effectively it is used. This involves not only 
prooodures for checking the "end-use" of partfoular shipments or 
groups of shipments, but allso inquiry into the elfect of larger national 
policies and practices, such as finaneial and trade policies and practiees, 
upon the utilization of aid, and analysis of actual trends in relation to 
the forecasts of requirements. 

The OSR organization created to cope with these responsibilities is 
shown in the aeeompanying eh.art. On December 31 the American. 
personnel of OSR numbered 407. 

The size and organization of the Country Missions varies from 
country to country in accordance with the size and nature of the 
problem. Of the largest m.issions, those in Italy, the United Kingdom, 
and France had staffs of 45, 62, and 87 on December 31, while the 
mission in Greece, becanse of its history and the special nature of the 
complex activities required, was even larger (129). The smallest 
missions, with staffs of le,ss than ten persons, draw heavily upon the 
local Embassy or Legation staffs for professional as well as adminis
tmtive aasistance. 

The principal operating and staff divisions of the OSR are: the 
immediate Office of Special Representative; the Office of the Deputy 
Special Representative; the Divisions of Industry, l!,ood and Agricul
ture, Labor, Trade and Payments, Finance, Program Review, Informa
tion, and Labor Information; and the Offices of the General Ooullilel, 
the Controller, the Executive Assistant (-;yho supervises administrative 
services), and the Special Assistant for East-West Trade. The organ
ization of the larger Country l'rfissions approximates this same pattern 
with appropriate yariations. The administrative services division of 
OSR, operating under considerable delegation of authority by the 
Administrator to OSR, assists in the many aspects of the work of the 
OSR and the Country Missions in whieb. decisions are made by them 
within broad policies defined by the Administrator. • 

B. THE ECA IN WASHINGTON. 
The .Administrator, with the assistance of his Washington staff, deter

mines questions of broad ECA policy and, in cooperation with other 
agencies of the United States Government, endeavors to insure that the 
European Recoveey Program, in its development, in consistent with the 
basic policies and interests of the United States. In an enterprise as 
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i~portant and far-reaching as the ERP, these fundamental decisions 
mu.st be made in close cooperation with other agencies o:f the Govern
ment and in close contact with the President and the Congres;:. 

While the participating countries and the OEEC are formulating 
their plans and requests, these are reviewed by the EC.A country 
missions and by the Office of the Special Representative to det.ermine 
the ext®t to whfoh the aid requests are justified and effective use ca.n 
be made of American help in Western Europe. After these European 
programs and the recommendations of the overseas staff of the ECA 
are received in W ashlngton, they are evaluated here by the Adminis
trator and his staff in terlll.S of the basie policies and views of the ECA 

-in. particular and of the United States Governm!'.lnt in general. The 
.Administrator is responsible :for the :final determination of the program 
of United States aid and of the allotment of this aid among the partiei
pating countries. 

In cooperation with other United States Government ageneies, the 
W ashlngton staff of the ECA also determines the availability of supplies 
from the United States and elsewhere, and authorizes the proeurement 
of commodities with EOA funds in such a manner as to proteet the 
economy, resourees, and strategic interests of the United States. Lastly, 
the Washington staff undertakes such ewnomie research and analysis 
as can best b!'.l done with the facilities available in Washington, to serve 
as the basis for the determination of United States policy with respect 
to the ERP and as the framework for an independent United States 
appraisal of the progrfilllil of the participating countries and th.e OEEO. 

To perfol'm these and related functions the Washington headquarte1·s 
of. the ECA had a staff, not yet oompleted, numbering 842 persons on 
December 31. The structure of the organization is shown in the accom
panying chart. 

The programming responsibilities of the ECA in Washington are 
centered in the Assistant Deputy Administrator for Program and the 
divisions under his direct ~pervision: Fiscal and Trade Polley, Pro
gram Coordination, Food and .A.grieulture, and Industry, and the 
Program Methods Control Staff. The Fiscal and Trade Poliey Division, 
in cooperation with. other Unit.ed States Government agencies, is prima
rily responsible for reviewing the measures taken by the participating 
countries and the OEEC with respeet to intra-European trade, converti
bility of. currencies, exchange rates, the use of monetary funds, and 
investment, fiscal and monetaxy policies and practices generally, from 
the standpoint of the views and interests of the United States and the 
basie EOA polieies determined by the Admirustrator. In addition, the 
Fiscal and Trade Policy Division undertakes research into and analyais 

-, of those fiscal and trade problems whieh it is in a better position than 
the overseas staff of the ECA to undertake. 

The Program Coordination Division, whieh :is organized on a oountry 
basis, reviews, in cooperation with other United States Government 
agencies, the recovery program!.l and progress of the participating 
countries and the OEEC, in the light of basic policies of the ECA and 
of the United States Government. It recommends to the Assistant 
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Depu~y Administrator for Program, and through him to the Adminis. 
trator, the allotment of EC.A funds to be made t() each participating 
country both· by quarters and on an annual basis. This Division pro
vides guidance to the EC.A. country :nrissioll.ll on EC.A. and United States 
Government policies with respeet to the several countries in the ERP. 
It also undertakes considerable eeono:nric researcll and analysis on those 
country problems which can be studied by the EC.A. staff better in 
Washington than abroad. 

The Divisions of Food and Agrfoulture and of. Industry consist of the 
commodity experts needed in the review of country programs and in 
the EOA's supervision of procurement with United States aid funds. 
In cooperation with other United States Government agencies, they 
review the recovery programa of the participating countries in ter.Dl8 of 
the possibilities for increasing agricultural and industrial production 
in Western Europe and dependent overseas teITitories, and they evaluate 
the effective use of land and of industrial plants and the improvement 
of farming practices and industrial methods by the participating 
countries. These Divisions also Check the proposed imports of ag]icul
tural and industrial commodities by the partieipating countries in the 
light of relative needs, and of availabilities in the United States and in 
other sources of supply. The quarterly supply programs Gf each 
participating country, covering their intended procurement with EC.A. 
funds, a.re prepared in these two Divisions. They help to determine 
the types, quantities, values, and sources of eommodities to be bought 
wi!h EC.A. funds and prepare the ~aster copies of the procurement 
authorizations which are issued to the participating cm:mtries. These 
Divisions also determine the amendment or cancellation of procurement 
authorizations already outstanding. In oooperatfon with other Govern
ment agencies, they are responsible for the protection of the domestie 
economy of the United States. Also, the Division of Food and Agricul
ture has special responsibilities resulting from the application of 
subBCCtions 112{ e)-(f) of the Act. 

The organization for other ECA operations and staff activities is 
as follows : _ 

The Director of Operations supervises the Transportation Division 
which is responsible for maintaining liaison with the Maritime Commis
sion and for complianee with the United States :flag vessel requirements 
of the Act, and the Sttategic Materials Division, which is concerned 
with the encouragement of geological exploration of new deposits of 
strategic minerals and of private development of mining and refining 
facilities and with the procurement and delivery of strategic materials 
to the United States. The Director of Operations also directs the 
labeling of RCA-financed supplies, arranges for the payment of ocean 
freight eharges on pri-vate relief shipments to participating countries; 
encourages, in cooperatfon with the Department of Commerce, Euro
pean travel by United States citizens; and supervises the instruction 
of foreign technical personnel and other forms of technical assistance 
provided by the Act. 

The staff and service functions of the ECA in Washington are 
performed by: the Assistant to the Deputy Administrator, who :is a 
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major policy-making official of the Administration; the Office of the 
General Counsel; the Director of Administration, under whom are a 
Special Assistant for Overseas Administration and Divisions for Admin
istrative Services, Organization and Management, Budget, and Person
nel; the Congressional Liaison Offiee; and the Seeurity and Investigation 
Division. The Controller is responsible for end-use follow up as well 
as handling and accounting for financial transactions in connection with 
the execution of programs. The Assistant to the Administrator admin: 
isters the loan and guaranty provisions of the Act. The Office of 
Information, the Office of Labor Advisers, and the Division of Statistics 
and Reports perform important service and operational functions in 
their respective fields. 

C. ECA RELATIONS. 

1. Relations with Other Government Agencies and with International 
Agencies. 

Because of the varied and far-reaching nature of the ERP, the 
activities of the EC.A require close cooperation with other Unite<;]. States 
Government agencies, both in W ashi~gton and in the field, in working 
out common policies and in utilizing to the fullest extent existing 
departmental resources. The Aet itself specifies certain relationships 
with the Department of Agriculture, which advises the EC.A what 
agricultural commodities are in. domestic sm-plus supply; with the 
Department of Commerce, which promotes, on behalf of the ECA, the 
travel of AmericaIJS to Europe; the Export-Import Bank, which admin
isters loans and industrial guaranties approved by the EC.A; and with 
the Departments of State and Treasury. The Act further provides 
that the .Administrator shall participate in the National Advisory 
Council on International Monetary and Financial Problems, with which 
the EC.A consults on the loan-grant division of assistance, on the use of 
local currency counterpart funds, and other policy matters. 

Since the program of EC.A aid is an important implementation of 
United States foreign policy, relations between the ECA and the 
Department of State are particularly close. The EC.A staff in Wash
ington and the staff of the Department of State are in daily contact on 
many problems of co=on interest. In the field, close working arrange
ments have been established between the EC.A missions and the diplo
matic missioIJS in the participating countries. There is also close 
cooperation between ECA 's information offices abroad and the Depart
ment's United States Information Service and Voice of America. The 
EC.A has utilized with great advantage the provision in the Act which 
authorizes the appointment by the Secretary of State, where recom· 
mended by the Administrator, of overseas staff members ·of the ECA. to 
the Foreign Service Reserve and Staff Corps. In administrative 
matters, the utilization of the diplomatic missions' overseas staffs and 
facilities avoids wasteful duplication in housekeeping arrangements, 
pay and personnel, space, cable communications, guard services, and 
translation work. · 
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• The EC.A. participates in a number of interdepartmental committees 
under the chairmanship of the Department of Agriculture or the 
Department of Commerce whleh consider the requirements of the 
participating countries for agricultural and industrial commodities. 
The granting o:f procurement authorizations by the ECA is closely 
integrated with the export allocations established by the commodity 
committees and with export licenses issued by the Department of 
Commerce. Through the Department of Commerce the EC.A. supplies 
to businessmen information concerning approved quarterly supply 
programs, procurement authorizatioD.S issued, and other pertinent 
material. 

The Federal Bureau of Investigation assists the EC.A. i.n. ascertaining 
and verifying the loyalty of prospective ECA employees; the Post 
Office Department helps to administer the provisions for the payment 
of ocean :freight on private relief supplies; and the Labor Department, 
the Federal Secui:ity Administration, and the War Assets Administra
tion assist in other aspects of the program. 

Close associ11tion has been developed, both i.n. Washington and in 
Europe, between the ECA and the United Nations and related interna
tional. agencies. The International Labor Organization, the Interna
tional Refugee Organization, and the Europe!!ll Migration Movements 
Committee in Rome axe assisting in the utilization of European labor. 
The United Nations Economic Commission for Europe, the International 
Bank, the J\,fonetary Fund, the International Emergency Food Co=it
tee of the Council of FAO, and other international agencies also 
cooperate with the ECA in the promotion of European recovery. 

2. Relations with the Congress and with Advisory Groups. 

The Act established a Joint Committee on Foreign Economic Cooper
ation "to make a continuous study of the progr3.lllB of United States 
economic assistance to foreign countries, and to review the progress 
achieved in the execution and administration of such programs.'' The 
Administrator and his staff, both overseas and in Washington, have· 
consulted frequently with the members of the Committee, the .Agent
General, and the Committee staff. A Special Assistant to the Adminis
trator has been designated as the liaison officer with the Congress and 
its Committees . 

. The Administrator consults regularly with the Public -1\:dvisory 
Board, which is comprised of United States eiti.zens of broad and varied 
experience appointed, pursuant to the .Aet, by the President, with the 
consent of the Senate, to advise on general or basic policy :matters 
arising in conneetion with the Administrator's discharge of his respon
sibilities. The Administrator on May 21 appointed the .Advisory 
Committee o:u Fi.seal and Monetary Problems to advise him on the fiscal 
and monetary aspects of the recovery program. 

On Au,,"1.J.St 24 the ~dministrator appointed an Industrial Advisory 
Committee of leading .American industrialists to advise him concerning 
the capital equipment scheduled for removal from W estem Germany 
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which,· if retained, would most effectively serve the purposes of the 
European Recovery Program. In the fall of 1948 the Anglo-American 
Council on Productivity, consisting of representatives of management 
and labor in each of the two countries, was formed for the purpose of 
furthering the program for increasing productivity in the United 
Kingdom. 

3. Relations Between ECA-Washington and Goverrunent Technical 
Missions. 

In order to promote the development of the ERP as a cooperative 
effort on the part of the participating countries, the EC.A. has repeatedly 
emphasized that national programs should be developed, not in Wash
ington, but by the participating countries with the advice-of the EC.A. 
country missions and that eornbined reeovery programs should be 
developed by the OEEC in Paris with the advice of the OSR. .As a 
consequence, the EC.A. has not generally dealt with the Washington 
missions of the participating eountries on problems involved in the 
long-range and annual programs. It has dealt with these missions, 
however, in many operating details, particularly in relation to the 
quarterly supply programs. The local government missions are often 
able to supp!y necessary technical information in the implementation 
of the quarterly programs, such as the specifications of the co=odities 
to be purchased. 

The local government missions have also been helpful in the satisfac
tory w:orking out of the terms of letters of commitment on the basis of 
which.banks and suppliers establish credits for the participating coun
tries, the types of documentation to be submitted by the participating 
countries in support of their purchases as a basis for EC.A. reimburse
ment, and numerous related administrative difficulties. 

For the above reasons and because of the large number of EC.A.
financed transactions through private trade channels, the ECA program 
has minimized the need of participating governments to maintain in 
Washington purchasing-mission personnel customary during the war 
and under previous aid programs. 

D. ECA PERSONNEL. 
Following is a list of top EC.A. personnel in the Washington head

quarters, the Office of the Special Representative in Paris, and the EC.A. 
Special Missions to the ERP areas, on February 1, 1949. 
!%?~~·~~:;...~~q.,.£;1!-;, .. ~....s;-. :>", ,~);:;=~:.~~ ........... ~ -r-.-.o• 1 .... .:;:--'.,~y-=:.r;urm 

ECA IN WASHINGTON 

.Administrator 
Deputy Administrator 
Special Assistant to the Administrator 
Special .Assistant to the Administrator 

(Congressional Liaison) 
Assistant to the Administrator 
Assistant to the Deputy Administrator 
General Counsel 
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Paul G. Hoffman 
Haward B~·uce 
Samuel D. Richards 
J. J. Wadsworth 

Wayne C. Taylor 
C. Tyler Wood 
.A.. I. Henderson 

.. 



-· 

' 

Director of Administratiop. 
Special Assistant for Overs~as 
Executive Secretary, CentraL_Secretariat 
Assistant Deputy .A dmfoistrat'oi: 
Director, Fiscal & Trade Policy D~v. 
Director, Food & Agriculture Div. 
Director, Industry Division 
Direcitor, Program Coordination Div. 
Director, Program Methods Control Staff 
Direcitor, :Administrative Services Div. 
Direcitor, Organization & Management 

Div. 
Director, Personnel Division 
Director, Budget Division 
Director, Division of China Program 
Director, Division of Korea Program 
Controller 
Director of Information 
Labor Adviser 
Labor Adviser 
Director of Operations 
Director, Strategic Materials Division 
Director, Transportation Division 
Director, Security & Investigations Div. 
Director, Division of Statistics & Reports 

Donald C. Stone 
Alden W. Boyd 
John Gange 
Richard M. Bissell, Jr. 
James A. McCullough 
D. A. Fitzgerald 
Samuel W. Anderson 
Edward T. Dickinson, Jr. 
E.E.Kunze 
Orbu.n V. Powell 
Harry H. Fite 

Virgil L. Couch 
Norman S. Tab~r 
Harlan Cleveland 
Edgar A. J. Johnson 
E. L. Kohler 
Neil Dalton 
Bert M. Jewell 
Clinton S. Golden 
Aubrey H. Harwood 
Evan Just 

.- Arthur G. Syran 
J. W. Yeagley 
Nathaniel Knowles 

OFFICE OF THE SPECIAL REPRESENTATIVE, PARIS 

U. S. Special Representative in Europe 
Deputy Special Representative 
Political Adviser 
Special Assistant to the Special 

Representative 
Special Assistant for East-West Trades 
Labor Information Adviser to the Speciial 

Representative 
Personal Assistant to the Special 

Representative 
Special Assistant to the Deputy 

Special Representative 
General Counsel 
Controller 
Executive Assistant 
Director, Information Division 
Director, Program Review and Recovery 

Progress Division 
Director, Trade & Payments Division 
Director, Finance Division 
Director, Food & Agriculture Division 
Director, Industry :Oivision 
Director, Labor Division 
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W. Averell Harriman 
William C. Foster 
Philip Bonsal 
Col. C. H. Bonesteel 

J. M. McDaniel, Jr. 
HalTy L. Martin 

Ambrose E. Chambers 

John L. Tappin 

Milton Katz 
George F. Brewer 
Leland Barrows 
Alfred Friendly 
Henry B. Arthur (Acting) 

George.A. Blowers (Acting) 
Arthur W. Marget 
Ben H. Thibodeaux 
George W. Perk:irui 
Boris Shishkin ,. 



MISSIONS IN PARTICIPATING COUNTRIES 

ECA Special Mission to Austria 
Chief of Mission 
Controller 
Information Offieer 
Labor Adviser 

Clyde ·N. King 
Robert Dewey Pittman 
John B. Wilflon 
Wesley; Cook 

ECA Special Mission to Belgium-Luxemburg 
Chief of Mission James G. Blaine 
Program Review Officer John L. Haynes 
Trade & Industry Officer Eric L. F. Archdeaeon 
Information Officer John H. Tobler 
Labor Adviser Albert L. Wegener 

ECA. Special Mission to Western Germany 

Chief of Mission Averell W. Harriman 
Deputy Chief of Mission N. H. Collisson 
.!Bsistant Chief Leo P. Nemzek 
Controller Leon E. Smith 
Information Officer \Valter T. Ridder 

The EGA is represented in the French Zone of occupation of Germany 
by Heetor C. Prud 'homme of the Department of State. 

ECA Special Mission to Denmark 

Chief of }fission 
Program Review Officer 
Finance Ofileer 
Contr9ller 
Labor Adviller 

Charles A. Marshall 
J. B. Lindeman 
Evan B. Hannay 
William M:. McDermott 
John E. Gross 

ECA Special Mission to France 

Chief of JYI.ission 
Exeeutive Officer 
Controller 
Information Officer 
Chief, Office of Program Review 
Chief, Finance Division 
Chief, Food & Agriculture Division 
Chief, Industry Division 
Chief, Labor & Manpower Division 
J,abor Information Specialist 

David K. E. Bruce 
\V. Lane Rehm 
Andrew F. Patterson 
John L. Brown 
Robert J. Myers 
William M:. Tomlillilon 
Kenneth J. Nicholson 
William E. Mitchell 
Michael S. Harris 
Richard Kelly 

ECA Special Mission to Greece 

Chief of ~fission 
Deputy Chief 
Deputy for Operations 
Director of Finance 
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John Nuveen, Jr. 
John B. Blandford 
K. R. Iverson 
Spencer Phenix 



Director, Industry Division 
Director, Trade Dimon . 
Director, Food & .A.grienlture ·J;Jivis:ion 
Director, Labor & Manpower Division 
Deputy Director, Labor & Manpower 

Division 
Labor Information Specialist 
Transportation. Adviser 
Distribution. Adviser 
Public Welfare Adviser 
Public Health :A.dviser 
Acting Construction Adviser 
Public Relations Officer 
Director, Field Services Division 
Government Organization. Adviser 
Program ReY:iew Officer 
Controller 

George J. Gillies, Jr. 
• Philip F. Maguire, Jr. 

Paul A. Jenkins 
-D . .Allen Strachan 

Joseph Heath 
Thomas E. Frayne 
James Glynn. 
C. B. Jones 
Russell Drake 
Dr. 0. F. Hedley 
DeForest McCauley 
Dowsley Clark 
George White 
John 0. Walker 
Helene Granby 
Richard L. Johnson 

ECA Special Mission to Iceland 
The EC.A. is represented in Iceland by Richard P. Butrick, Ilfinister to 

Iceland. 
ECA Special Mission to Ireland 

Chief of :Mru!aion 
Program Review Officer 

Joseph E. Carrigan 
Paitl J. Findlen 

ECA Special Mission to Italy 
Chief of Mission James D. Zellerbach 
Executive Officer Dominic J. MarcellQ 
Controller James Botwin 
Chief, Information. Division Andrew H. Berding 
Acting Labor Adviser Tom Lane 
Labor Info:i::mation Specialillt James H. Toughill 
Chief, Offi_ce of Program Review Vincent M. Barnett, Jr. 
"Chief, Food & Agrfoulture Division Harry McClelland 
Reclamation Specialist William E. Corfttzen 

ECA Special Mission to The Netherlands 
Chief of Mission Alan Valentine 
Executive Officer John H. Humpstone 
Information Officer Julian Street, Jr. 
Progra!ll Review Offieer , Victor M. Longstreet 
Industry Officer Alexander S. Keller 
Labor ,Adviser Lee R. Smith 

ECA Special Missio!1 to Norway 
Chief of JI.fission 
Program Review Officer 
Finance Officer 
Information Offieel· 
controller 
Labor Advise1• 
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Augustus E. Staley, Jr. 
John D. East 
Alice E. Bou:rneuf 
Nedtllle E. Nordness 

": Gunnar A. Spangberg 
John E. Gross 



ECA Special Mission to Portugal 
Chief of Mission David L. Patten 

ECA Special Mission to Sweden 

Chief of Iviission 
Executive Assistant 
Information Officer 
Program Review Officer 
'Industry Officer 
Labor Adviser 

John H.F. Haskell 
Stephen 0. Reynolds, Jr. 
C. Brooks Peters 
Edwin G . .Arnold 
Samuel S . .A.uchincloos 
Viator J. Sjaholm 

ECA Special Mission to Switzerland 

Tho EC.A. is represented in Switzerland by John· Carter Vincent, 
1\finister to S"l'i<itzerland. 

ECA Special Mission to Trieste 

Chief of :M:ission 
Assistant Chief of Mission 

Robert E. Galloway 
Joseph J. Caputa . 

ECA Special A<fission to Turkey 

Chief of Ivrission Russell H. Dorr 

ECA Special Mission to the United Kingdom 
Chief of Mission Thomas K. Finletter 
Deputy Chfof of Mission Henry Siegbert 
Executive Officer Frank L. King 
Chief, Information Division Thomas W. Wilson, Jr. 
Chief, Import Requirements Division Richard S. MeCafi'ery, Jr. 
Chief, Trade Division Abbott L. Moffat 
Chief, Food & Agriculture Division E. N. Holm.green 
Chief, Industrial Division Tremper Longman 
Chief, Labor Division James S. Killen 
Labor Information Specialist G. Warrs:n Morgan 
Chief, Program Review Division John M'. Cassels 
Controller Alexander Ward 
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CHAPTER VJ 

CommlUlist Opposition to the ERP 
The magnitude of the Communist effort to obstruct the ERP is a 

tribute to the significance of the ERP for the survival of political 
and individual :freedoms and the revival of econol'.!lic strength in 
Europe. .And the vigorous reaction of democratic parties and groups 
against the Communist attacks is a heartening indication that the ERP 
wm sueceed. 

Secretal'y of State Marshall in his Harvard speech stated, "Our 
policy is directed not against any country or doctrine but against hun
ger, poverty, desperation, and chaos. . . . " He held out the pl'omise 
of our aid to all of the countries of Europe that would cooperate in 
the achievement of economic recovel'y. 

A. COMMui;.:r1sT AIMS AND INTENTIONS. 

The first reaction of the Soviet press to Secretary l'II:arshall 's Har
vard speecll on June 5, 1947, was to attack it as "an addition to the 
Truman Doctrine." A few days later, the Soviet Government accepted 
an invitation to join France and the United Kingdom in a llon:Eerence 
on the European reconstruction in Paris on June 27. There the USSR 
representatives asked that the various national estimates of needs be 
added togethel' and presented to the United States as Europe's require
ments for assistance, without provision for the llooperative European 
effort which was one o:f the ha.sill assumptions o:E the original .American 
proposal. The British and French Foreign Ministers, however, insisted 
on approaching the determination o:f the needs and resour!les of Europe 
on a !looperative basis o:E mutual aid, in the spirit of Secretary Mar
shall's suggestion. On July 2, Soviet Foreign Minister Molotov with
drew from the oonferenee, warning o:f "consequenees" which, he 
claimed, would split Europe in two. 

The "comequenees" were not long in developing. Czechoslovakia 
had agreed on July 4 to send an observer to future meetings in Paris 
on the Marshall Plan. But after the C;;eehoslovak Premier was sum
moned to Moscow, Czeclloslovakia declined to participate, as did other 
Eastern European states, which had initially shown an interest in the 
Marshall Plan. 

Ever since the Oommnuists have deliberately attacked and sought 
to undermine the ERP. Their two principal :instruments within the 
participating countries have been the propagandists directed by the 
Cominform, and Communist labol' leaders who have tried to control 
ol'ganized labor in Europe and to turn labor against the Marshall 
Plan. They have systematieally misrepresented and distol'ted the 
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objectives and methods of the ERP, but their true aims aan be clearly 
seen from their own statements. In the light of these, their course 
of attack in propaganda and in the field of labor can be easily traced. 

A propaganda campaign originating in the USSR, and amplified 
by local Communist organizations throughout Western Europe, sought 
to confuse the issues and to define them in terms unfavorable to Secre
tary Marshall's proposal. The Communists denied that the ERP 
presented an opportunity to choose between recovery and economic 
collapse. Their propaganda wrui aimed to arouse suspicion, fear, uncer
tainty and dissension amo~ the ·western European states. French 
fear of an indwitrially strong Germany, Britain's eeo1lomic losses, 
Scandinavian apprehension of involvement-every possible theme was 
exploited to serve the Communist purpose and all the media of Com
munist propaganda were used to attack American "imperialism." The 
objective, clearly, was to prevent development of any form of economic 
cooperation which might strengthen democratic Europe and, by pre
venting economic recovery, to create the conditions of chaos and misery 
in which communism thrives. 

1. Organization of.the Cominform. 
On October 5, 1947, mi official co=imique was issued by representa

tives of the Central Committees of nine European Communist Par
ties-those of the Soviet Union, Yugoslavia, Bulgaria, Rumania, Hun
gary, Poland, France, Czechoslovakia, and Italy. The communique 
summarized the action taken by an International Communist confer
ence held in Poland during the month of September, 1947. The con
ference, according to the communique, decided "to create an Informa
tion Bureau" (Cominform) made up of "representatives of the Cen
tral Committees of the above-mentioned parties" whose tasks would 
"consist in the organizatioD. of an exchange of experience between par
tie.s and, in case of necessity, in coordination of their activity on the 
basis o:f mutual agreement." The new Information Bureau was to be 
established at Belgrade, Yugoslavia, where its official newspaper would 
be published and its editorial board would reside. 

An a;ieompanying resolution and manifesto provided a prospectus 
for this new agency of international Communism. The resolution de
clared that "the absence of con:nections between Communist Parties 
... is a serious shortcoming . . . The requirement for an exchange of 
experience and voluntary coordination oi actions of the separate· parties 
has become particularly necessary now in conditions of the complicated 
post-war international situation." 

Th.e manifesto elaborated the ''complicated .. post-war international 
situation" and the political basis for the new Cominform in these 
terms: The wartime unity of the .Allies had been sundered because of 
divergent aims of the former partners and two camps had emerged
"the camp of imperialism and anti-democratic forces" led by the 
United States and an "anti-imperialistic demoe1ratic eamp" led by the 
Soviet lJ'nion.. ''The imperialistic camp and its directing force, the 
United States of .America," said the manifesto, "show a growing 
aggressive activity. This activity evolved at the same time in all 
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spheres-in the sphere of military and strategic activities, economic 
expansion and ideological warfare. The Truman-Marshall Plan is only 
a farce, a European branch of the general world plan 0£ political expan
sion being realized by the United States of America in all parts of 
the world." 

To counter "impt"rialistic plans of aggression," the manifesto alleged, 
"the anti-imperialistic camp has to close its ranks and draw up and 
agree on a common platform to work out its tactics against the clrlef 
fori;e of the imperialist camp, again.st .American imperialism, against 
its English and French allies, against the Right-Wing Soeialists, above 
all, in England and France . . . The Communist Parties must grasp 
in their hands the banner of national independence and sovereignty in 
their own oountries ... fight against attempts at the economic and 
political subjugation of their countries. .AP. the appeasement policy of 
Munich led to Hitler's aggression, ·today concessions to the United 
States o£ America and the imperialist camp may cause· its instigators 
io grow even more shameless and aggressive. In consequence, the Com
munist Parties should place thernselve.~ in the vanguard of opposition 
. . . in the sphere of state administration, politics, economics, or 
ideology. . . . " 

It is clear that the fight against the Marshall Plan and European 
reconstruction was given the Cominform's top priority . 

• 
2. Development of Propaganda. 

Soviet Politburo representative Andre Zhdanov, in a report on the 
intern.atiooal situation before the Lnternational Conference which set 
up the Oominiorm, presented the main theme of the Soviet attack of 
falsi.fieation and distortion against the Marshall Plan: 

(1) "American eeonomic 'assistance' pursues the broad aim of 
bringing Europe into bondage to .American eapital. The more 
drastic the economic situation of a country is, the harsher are the 
terms which the American monopolies endeavor to dictate to 
it ..•. " 
(2) ".American 'assistance' automatically involves a change in 
the poliey of the country to which it is rendered: parties and 
individuals come to power that are prepared, on directions from 
\Vashington, to carry out a program of home and :foreign policy 
suitable to the United States." 
(3) "The cornerstolle 0£ the Marshall Plan is the restoration of 
the industrial areas of Wes-tern Germany controlled by the Amer
ican monopolies . . . to render aid in the :first place . . . to the 
German capitalists.'' 
( 4) "The Marshall Plan envisages the ultimate reduation of 
Britain and France to the status of second-rate powers." 
(5) The inv:itation to the Soviet Union to participate in the Mar
shall Plan "was taken in order to mask the hostile nature of the 
proposals with respect to the USSR . . . to lure the countries of 
East and Southeast Europe into the trap of economic restoration. 
of Europe with .American assistance. ' ' 
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(6) "The Marshall Plan would ... restore the pO\ver of imperi
.al.ism in the eount:i:ies of the new demoerooy and compel them to 
renounce close economie and political cooperation with the Soviet 
Union." 
( 7) "The :Marshall Plan strikes at the indust:i:ialization of the 
democratic countries of Europe, and hence at the foundations of 
their integrity and independence.'' 
(8) "Jtoreign. credit\; must not be the principal mean.'! of restoring 
a country's economy. The chief and paramount condition of a 
country's rehabilitation must be the utilization o:f its own internal 
forces and resources and the creation of its own industry.'' 
(9) Ail opposed to the "unfair and unequal treaties" of the 
United States, "Treaties with the USSR are of mutual advantage 
to both parties and never contain anything that eneroaches on the 
national independence and sovereignty of the contracting parties. " 

The Zhdanov speech emphasized that, " ... a special task devolves 
on the fraternal Communist parties of France, Italy, Great Britain 

_ and other countries .... l:f the Communist parties firmly stick to their 
posftion . . . take the lead of all the forces prepared to uphold the 
national honor and independence, no plans for the enthralment of 
Europe ean possibly succeed." Finally, the Soviet representative 
stated that "as for the USSR, it will bend every effort in order that 
this plan (the Marshall Plan) be doomed to failure." • 

Subsequent Communist ;pronouncements on the European Recovery 
Program have followed closely the main themes set by the Zhdanov 
speech, and developed variations. Sinee the creation of the Comin
form, the propaganda campaign against the ERP has been carried on 
by large numbers of agents and used large s= of money. The 
Cominform can ea1l upon the serviees of well-organized groups within 
the partfoipa.ting countries. Communist newspapers, overt and covert, 
are published in almost every ERP country. Many of those who dis
seminate Cominform. propaganda call themselves national patriots. In 
most countries and in moot meilia, the propaganda campaign is con
dwsted with a high degree of technical skill. 

· B. COMlvfLiNIST ATTEMPTS TO SET LABOR 
AGAINST THE ERP. 

Labor, more than any other group in the Europew community, has 
been singled out by the Communists as a special target for propaganda 
against the ERP. This action indicates the vital role labor plays in 
the European recovery effort . 

.AB one imtrument in their drive to undermine labor's support for 
the Marshall Plan, the Communists sought to use the World Federation 
of Trade Unions (WFTU) as a sounding board for .their propaganda 
against the ERP. This international labor federation had been formed 
early in 1945, when the atmosphere of allied unity was at its peak, 
by representatives of labor unions from all over the world. When in 
1947 the Soviet Union announced its opposition to the Marshall Plan, 
Co=unists within the WFTU sought to prevent disenssion of the 
recovery program -against the vigorous opposition of the non-Com-
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muniat trade unioniBts. From then on the rift between the Communist 
and non-communist forces withi:u the WFTU continued to widen. In 
January, 1949, the representatives of the CIO, the British ,Trades 
Union Congress, and the Dutch Federation of Trade Unions withdrew 
from the WFTU. 

In attempting to control labor and use it against the ERP, <'Jom
munist plans have been adapted to meet local conditions in each coun
try of Western Europe. When these separate Communist eampai'gns 
ar·e examined, however, they are found to conform to a consistent pat
tern. The following sections present an analysis of the most important 
local Communist efforts to obstruct economic recovery in Western 
Europe and of the measures which anti-Communist trade unions and 
the democratic political parties have taken to counter the Communist 
efforts. 

1. France. 
Communist opposition to the ERP has been most intensive and; per

sistent in Franee. It has not succeeded, in large measure because of 
the good sense and determination of a large part of the French labor 
movement, the firm actions of the F:rench Government, and the con
tinued :flow of American aid. The Communist effort, however, has 
not abated. 

After the liberation, the Communists gained almost complete .control 
of the largest labor organization in the country, the Gene:ral C9nfeder
ation of Labor (CGT). Labor, mindful of its experience under the 
Vichy Govel'l11llent and impressed by the role of the Comm.uniats in the 
resistance movement after the Soviet entrance into the war, accepted 
the leadership of Communists who claimed to be good patriota working 
for national reconstruction. For more than two years the Communists 
played the game of cooperation in reeonstruction. During this period, 
French workers, despite shortages of food and clothing and lack of 
heat in their homes, made the great effort in production which b:rought· 
French industrial activity nearly up to pre-war levels. The Communist 
hold on labor in this. period made the French C=unist Party, with 
over a million members and some five million votes, the st:rongest Euro· 
pean Communist Party out~ide the Soviet orbit. 

In May 194:7 the Communists ceased to be members of the Govern
ment for the first time since 1944. In September aame the Cominform 
attack on the Marshall Plan. These two events transformed the Frencli 
Communists :from a party of ostensible coo:peration in national recovery 
to one o:f avowed opposition. Although many Communist Party mem
bers, and the vast majo:rity of those who voted for Commnnist political 
eandidat!;S, thought of themselves as good Frenchmen, the party lead
ership bent its efforts to the goals set by the Cominform. 

a. The 1947 Strikes and Split in the CGT. 
In November and December 1947 the Communist leadership of the 

CGT staged its first great attack on the French economy. Using the 
cover of understandable and not unreasonable :wage demands, it led 
a series of strikes in basic industries which, in all but name, amounted 
to a general strike. As the strikes went on-in the coal mines, the 
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railroads, the metal-working industries, the building trades, the ports, 
and elsewhere-the Comm.wrist leadership showed its political hand more 
and more openly through acts of violence and its refusal to allow demo
eratie union procedures within the CGT. These tactics (lontributed to 
the collapse of the strikes. They alJlo precipated a split within: the CGT 
which resulted, in December, in the formation of a new national labor 
federation, the Force Owvriere (Workers' Force), headed by the vet
eran Leon Jouhaux, who had been Secretary-General of tho CGT since 
before the first World War. In a few months, over a million workers 
joined the Force Ouvi:iere. Between one and two million more quit 
the organized labor movement. · 

The new F01'(Je Ouvriei·e cooperated with the old-established French 
Confederation of Catholic Workers (CFTC) of almost a million mem
bers to support the recovery program. Both organizations took an 
active part in the formation of the ERP Trade Union Adv.isory ·Com
mittee in Jl.'farch 1948 and in opening the Committee's Paris office to 
work directly with the OEEC. 

b. The 194B Strike Against the ERP. 
The CommuniSts had apparently weakened themselves by the 1947 

strikes, in ·which it had been clearly demonstrated that the Communist 
leaders took their orders from the Cominform. During 1948, however, 
de.c;pite a good harvest and the high hopes placed in the continued 
flow of America11 aid, the economie position of industrial workers re
mained precarious. A series of drastic price rises followed the removal 
of price subsidies in mid-summer. 

The position of the Forco Owuriei·e and CFTC became increasingly 
difficult. On the one hand they urged their followers to have patience 
and await the results of Government price stabilization efforts. On the 
other hand they pleaded with the Government to hold prices in line, 
or, if it eould not do that, to allow some incremse in wages. In Sep
tember the G-Overnme11t proposed a moderate wage inerease, although 
hardly enough to mnke up the recent losses in workers' purchasing 
power. By then the situation had become sufficiently difficult and con
fused to permit the Commu:irist leadership of the CGT to attempt 
its seoond rmmd of strikes. This broke out in October 1948. Again, 
as almost a yea:r earlier, coal was a ehief objective for several reasons : 
its importance to the whole economy, the miners' demands, and the 
Commu:irist strength in mining areas. 

The strike was a tribute to the rehabilitation of French industrial 
production. If recovery had not been going forward in France, the 
Communists would not have needed to incur the ris:ks "they did in Octo
ber and November 1948. They openly avowed their politieal aims, and 
paid leas attention than in 1947 to the camouff.age of interest in the 
workers' problems. 

The Soviet and satellite countries and Communist-led unions else
where openly sent financial contributions-nominally workers' volun
tary offerings-to aid the French strikers. By the end of 1948, the 
amount of aid which the Pravda in Moscow reported had gone to the 
CGT miners' "international solidarity fu:nd" was about 652,000,000 
francs. The French Minister of the Interior reported that, in addition 
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to these avowed transactions, other large sums were transferred 
secretly. 

A new Communist device was the open sabotage of the mines. Never, 
even under the Nazi occupation, had striking miners withdrawn main
tenance crews. This time the CGT called out safety and maintenance 
men, leaving the way open for flooding, gas seepage, and other damage 
to the mines. The Government had no choice but to use police and 
troops to protect the pits and enable non-striking miners to take over 
the maintenance work. Despite great restraint exercised by the Gov
ernment, there were outbreaks of violence in which several miners 
were killed, incidents eagerly exploited by the Co=unist propaganda 
machine. Significantly, the casualty lists included almost as many 
police as strikers. 

The coal strike was finally called off after eight weeks. It cost the 
French nation 5¥2 million tons of coal and damage to some pits requir
ing months to repair. Coal stocks were reduced from about 6¥2 to less 
than 3 million tons. France had to import about 2 million more 
tons of coal from the United States, thus using some 40 millions of 
scarce dollars that might otherwise have bought other goods badly 
needed by the French economy. Again, as in 1947, the CGT was 
apparently willing to sacrifice the interests of the membership for 
Co=u.uist political-objectives. Many workers left the labor move
ment. Non-Communist unions also suffered and trade union strength 
reached a post-war low. 

2. Italy. 
The difficult economic situation in Italy and the large number of 

unemployed workers, who total almost 2 million out of a labor force 
of about 18.6 million, have been of continuous significance in the 
Italian labor situation, and in labor's relations with the Marshall Plan. 
Unemployment, together with a chronically low standard of living, 
helps to explain the Communist Party's relatively large following. 

Despite its strength, the Italian Co=unist Party at first felt 
obliged to moderate its public opposition to the Marshall Plan, since 
the prospect of aid from America was received with enthusiasm by the 
overwhelming majority of the Italian people. _ 

With the formation of the Cominform in September 1947, Commu
nist criticism of the ERP became more vociferous. But in face of thEo 
vitally important national elections scheduled for April 1948, the Ital
ian Communists did not dare to risk open opposition to the recovery -
program as a whole. Nor did they take any sharp line against two 
long-range moves towards recovery made by the Italian Government: 
the Rome Manpower Conference and the Franco-Italian Coooms Union 
proposal. 

At the beginning of 1948, however, shortly after the failure of the 
great wave of French strikes, the Italian Communist;; co=enced their 

,. -own strike action. Notwithstanding the precarious economic situ11tion 
and the real grievances of millions of workers' families, these strikes 
petered out before they could develop into the threatened general strike. 
The workers refused to stay out under Co=unist leadership on what 

147 



, 

became recognized as purely political strikes, and the Italian authorities 
met the Communist threats of eivil disorder with necessary fumness. 

When the General Confederation of Italian Labor (CGIL) was 
invited in MarclJ. 1948 to the conference of trade union representatives 
of ERP countries in London, the Communist majority of the CGIL 
Executive Committee voted against participating. But it did not at
tempt to forbid attendance by leaders of the minority groups within 
the CGIL. The London conference established the ERP Trade Union 
Advisory Committee and the minority groups. within the CGIL have 
continued to be active in the work of the committee and have set up 
an Italian Committee along similar lines. 

Against this background, the elections of April 18, 1948, took place. 
They were a marked victory for the Christian Democrats, the principal 
party in the Government, who had heartily espoused the Marshall 
Plan. The Communists repeatedly straddled the issue of the ERP, 
although their leaders were clearly anti-Marshall Plan. 

In the summer of 1948 a crisis was provoked when the CGIL Com
munist leaders called a general strike to protest against the shooting 
of the Secretary-General of the Italian Communist Party, Palmira 
Togliatti. Demanding the resignation of the De Gasperi Government, 
the strike was obviously political and non-Communist CGIL leaders 
were not even consulted about it. Once again the wo.rkers showed -un
mistakably that they would not support Communist political objectives. 
The strike's major accomplishment was the rupture of the·CGIL. The 
Christian Democratic group left the CGIL and led in the formation 
of a new confederation, established in October as the Free General 
Confederation of Italian Workers (LCGIL). 

The LCGIL declared itself to be a non-political labor federation 
open to all workers. Other non-Communist groups within the CGIL 
have been working with the LCGIL :in support of the recovery pro
gram, but so far they; have taken only partial steps toward leaving 
the Communist-run organization. With the lines between Communist 
and Democratic labor not yet clearly drawn, the CGIL still includes 
three-filths to two-thirds of the organized wo_rkers of Italy. But its 
Communist leaders can seriously damage the Italian recovery effo1·t 
only if Italian workers should believe that their Government, their em
ployers and the ERP are not moving toward alleviation of the wide
spread poverty, unemployment, and the glaring differences between 
conditions of the rich and poor in Italy. 

3. Other Participating Countries. 
rr'he Communists have made their greatest efforts to obstruct the 

Marshall Plan :in France and Italy where Communist Party member
ship was largest and when the Communists controlled the great 
national labor federations. In the other participating countries Com
munists have been, much weaker ·politically and in the trade-union 

.movement. 
The British Co=unist party, although not technically a Cominform 

member, faitJ;tfully adheres to the Cominform position on the Mar?hall 
Plan. A continuing propaganda campaign, intensified since the sum
mer of 1948, has been directed against the policies and leadership of 
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the Labor Government and of the Trades Union Congress (TUC), 
which are pictured as tools of capitalist America. The Communist 
Party has urged workers to withhold cooperation from the anti-infi~
tion and national_production campaigns. But, except for some unau
thorized token strikes and slow-downs in which Communists have par
ticipated, they have not as yet suaceeded in going beyond the stage of 
propaganda and infiltration . 

.Although Communists continue to hold some positions of influence in 
the trade-union movement, especially in coal mining and in the metal
working, engineering, and electrical trades, many Communists have 
recently been removed from union positions by the membership. The 
General Council of the Trades Union Congress has, during the past 
year, reacted vigorously to Communist agitation and has shown in
creasing determination to isolate the Communists, expose their taciics, 
and weed out the last remnants of their power. 

Of the more than 9 million organized workers in the United Kingdom, 
the overwhelming majority, both of leaders and rank-and-file mem
bers, are devoted to democratic ideals and processes and opposed to 
Communist doctrines. It is highly improbable that the Communists 
will be able to put any effective brake on British industrial output. 

In Scandinavia, Communist influence in the labor movements has 
shown a marked decline since the end of the war. The small Com
munist parties have supported the Cominform's position against the 
Marshall Plan, but the efforts of weak Communist minorities in the 
trade union field have not resulted in any serious industrial stoppage. 
There was one important Communist-directed strike in a fertilizer 
plant in Norway which, opposed by the Norwegian Federation of Labor, 
collapsed after six weeks when the workers involved voted to abandon 
the strike. 

In Belgium the Belgian General Federation of Labor has eliminated 
the small minority of Communist representation in its Secretariat and 
National Bureau . .Although unable to initiate strikes which would 
seriously obstruct recovery, the Communists have exploited economic 
grievances and have intensified the extent and duration of strik_es con
ducted by Socialist-led unions. 

In Greene, the main Communist effort is, of course, in the military 
activities of the Communist-led guerrilla bands. AB the Greek Com
munist Party has been outlawed, it is not possible accurately to measure 
Communist strength among Greek workers. It is clear, however, that 
Communism has little attraction and, with few exceptions, Greek 
workers have participated loyally in the national effort for security 
and recovery. -

In Austria the Communist Party has always been a small minority. 
In the 1945 elections the Communists won only 5.4 percent of the vote, 
and they number only 5 to 10 percent of the more than 1 million 
workers organized in the Austrian Federation of Trade Unions. En
couraged, however, by the proximity of their Soviet sponsors in the 
Russian Zone of Occupation, the small Communist minority carries 
on a vigorous propaganda campaign exploiting hardships imposed on 
Austrian workers by inflation and trying to discredit the wage-price 
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agreements made by the Socialist and other anti-Communist labOl' lead
ers. Communist efforts to incite strikes--for example the attempt to 
call a general strike in mid-September 1948 over the wage-price issue
have nearly always ended in failure. 

In Western Germany, by the end ·Of 1948, the trade unions had 
enrolled almost 5 million members. .As in the other countries of "\Vest
ern Europe, they had become immediate targets for Communist at
tempts at infiltration and control. Communist effort increased when 
the unions showed they would support the ERP. -

The Communist drive against ERP and economic recovery has so 
far achieved litilc success through the Western German labor move
ment. Communists have almost no important places in the higher 
echeloilll of trade-union leadership, and their influence has declined 
in many local labor organizations. But they have been able; to win 
some victories-and they remain potentially very dangel·ous-on the 
local or plant level. 

The. labor organizations of Western Germany have made their sup
port of the ERP unmistakably elear. This policy reduced the influ
ence of the Communists who were forced by the Cominform doctrine 
to take a stand against economic recovery. The Communists decided 
openly to challenge the other western political parties, denouncing them 
as "Quislings" of the Western occupation powers, "agents of foreign 
imperialism" and "splitters of German unity." This is the general 
Cominform-type attack, with special variations for their German 
unity and anti-occupation themes. 

These tactics have brought the Communists to the point where they 
are no longer represented in any state government in Western Ger
many; they have either withdrawn voluntarily, or been forced out 
of the last few posts they held. They still have legislative representa
tion, but their departure from the state governments has forced them 
to lay stress on activity in the labor movement. They will continue .to 
present a great potential problem, as will the ultra-nationalists, as 
long as German workers are beset by rising prices and black markets. 

C. EASTERN EUROPEAN COUNCIL FOR ECONOMIC 
MUTUAL AID. 

The formation of an Eastern European Council for Economic Mu
tual .Aid was announced in Moscow on January 25. The purpose 
appears to be to implement at the governmental level, and in the eco
nomic field, the purposes for which the Cominform was organized in the 
fall of 1947 ,-that is, to oppose the !l.farshall Plan and consolidate 
Soviet power over the satellites. In the absence of any information 
other than the text of the announcement, it is not possible to predict 
how the council will operate. It undoubtedly serves a pi:_opaganda 
purpose, as a counter to the Marshall Plan, in being made to appear 
as a step in the development of the so-called "Molotov Plan." In gen
eral, however, its principal utility would appear to be as an instru
ment for consolidating Soviet economic power over the satellites rather 
than as an instrument for attacking the operations of the Marshall 
Plan. 
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CHAPTER VII 

Special Topics 



A. PARTICIPATING COUNTRY PLEDGES. 

1. Convention for European Economic Cooperation. 

With the signing of the Convention for European Economic Co
operation on April 16, 1948, the sixteen nations associated in the 
Committee of European Economic Cooperation (OEEC), together 
with representatives of the zones of occupation of Western Germany, 
took a major step towards implementing the pledge of cooperativo 
effort embodied m the General Report of the OEEC on September 22, 
1947. 

This pledge was of fundamental importance to the United States 
in its decision to extend American aid to these participating coun
tries. Thus the Economic Cooperation Act states (m Sec. 115 b): 
''The provision of assistance under this title results from the nmlti
lateral pledges of the partieipating countries to use all their efforts 
to accompli$h a joint recovery program based upon self-help and 
mutual cooperation as embodied in tha [CEEC] report ... , and is 
contingent upon continuous effort of the participat:ing countries to 
aceomplish a joint recovery program through multilateral undertak
ings and the establishment of a continuing orgim:ization for this pur
pose." 

The parties to the Convention for European Economic Cooperation 
resolved, in the Convention Preamble, to implement the principles and 
achieve th;; aims set forth in the Report of the CEEC, "partieularly 
the speedy establishment of sound economic eonditions enabling the 
Contracting Parties as soon as possible to achieve and ma:intain a 
satisfactory level of economic activity without extraordinary outsilfo 
assistance, and to make their full contribution to world economic 
stability"; and resolved further "to create the conditions and estab
lish the institutions necessary for the sulleess of European economic 
cooperation and for the effective use of American aid," without 
which these aims could not be fully achieved. 

The countries agreed to work in close economic cooperation and 
as their immediate task to undertake the elaboration and e:x:eeution 
of a joint recovery program. Accordingly, they pledged themselves 
to carry out, by their efforts of self-help and in a spirit of mutual 
aid, 'certain general obligations: the development of production 
through efficient use of available resourees; the drawing up and ful
fillment of general programs for the prodnetion and exchange of com
modities and services; the maximum possible interchange of goods 
and services through continued efforts to achieve a multilateral sys
tem of payments and relaxation of restrictions on trade and pay
ments; the continued study and establishment of customs unions or 
analogous arrangements; the reduction of tal':iff and other barriers 
to trade expansion; the acihievement and maintenance of currency 
and internal finan(tlal stability and sound exchange rates ; and the 
fullest and most effective use of available manpower. 

Finally, the eontraeting parties set up the Organization for Euro
pean Economic Cooperation (OEEC), whose aim is "the achievement 
of a sound European economy through the eeonomie eooperation of 
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its members," with an immediate task o:f ensuring the success o:f the 
Eul·opean Recovery Program. The OEEC and some of its accomplish
ments during the first nine months of its existence are discussed in 
Oh(],pter II above. 

2. The Bilateral Agreements. 
In addition to continued mutual cooperation of the participating 

countries, the Economic Cooperation Act specified as conditions of 
United States aid certain undertakings on the part of each country. 
The&e undertakings were embodied in bilateral agreements between 
the United States and the partfoipating aountries, the most important 
provisions of whiah are summarized in the following parag1•aphs. 
The agreements are substantially similar in their basic provisions but 
oertain variations reflect conditions which are peculiar to individual 
countries. ' 

a. Major Provisions of Bilateral Agreements. 

The Preamble sets forth the principles on which the recovery pro
gram is based. Foremost among these is the proposition that Euro
pean recovery calls for a "plan of self-help and mutual cooperation,, 
open to all nations which cooperate in such a plan, based upon a 
strong production effort, the expansion of foreign trade, the creation 
or maintenance of internal financial stability and the development 
of eaonomfo cooperation. . . . " 

Article I provides for assistance to be furnished by the Government 
of the United States subject to the terms of the agreement and of 
United States legislation, and an undertaking by the government of 
the participating country to exert sustained efforts to achieve recov
ery through joint action with other nations as qniakly as possible. 

Article II contains general undertakings, including agreement by 
the country concerned to utilize its resources efficiently; to promote 
types 0£ produation essential to the recovery program; to take meas
ures to achieve :financial stability; and to cooperate in stimulating 
trade and reduaing trade baniers, and in eliminating restdctive trade 
praotices . 

.A.rtiole ID deals with guaranties of currency transfer. Under this 
provision the two signatory governments agree to aonsult with regard 
to projeots in the participating aountry, proposed by nationals 0£ the 
United States, and respeating which the Administrator may make 
guaranty of aurrency transfer under Seation IlI (b) (3) of the Eco
nomic Cooperation .Act. They further agree that local currency ac
quired by the United States Government in conncation with the 
discharge of liability under such guaranty shall beaome the property 
0£ the United States Government. (See below, Section I, Gitaranties.) 

Article IV provides for the establishment of aoUILterpart funds of 
local currenoy by the government of a participating country iu 
amounts commensurate with the dollar aost to the United States Gov
ernment of assistance furnished on a grant basis under the program. 
This artfole also provides that the United States Government may 
de£ray the local-aurrency administrative expenses o:f the program 
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within the country eoncerned from this special aeeoUD,t. In addition, 
5 percent of the funds in the special account, less any sums made 
available to the United States for administrative expenses in connec
tion with the program, is to be allocated to the general use of the 
United States Government including use for the purchase of materials 
of which the United States faces a deficiency. Finally, thiS article 
provides that balances in the special account may be drawn upon 
by the government of the participating country for such recovery 
purposes as may be agreed to from time to time with the Government 
of the United States. This article has been omitted from the agree
ments 'with Portugal, Tm·key and •Sweden since it was not eontem
plated that these countries would reaeive any grant assistance. (See 
below, Sectiun B, Locai-(J-u1·rency Oownterpati Fu.nils.} 

In Artiele V, the participating eountcy undertakes "such specific 
measures as may be necessary" to facilitate the transfer to the United 
States of materials in which the United States is or may become de
ficient and to promote increased production of such materials within 
the country and its overseas possessions. The :participating country 
further agrees, upon request, to negotiate schedules of minimum 
availabilities for future purchase and delivery of such materials to -
the United States. Arrangements for protection of the right of access 
of United States nationals and sehedu1e of increased production to be 
transferred to the United States on a long-term basis. (See below, 
Section 0, Strategic .Materials.) 

Article VI provides that the partieipating country will cooperate 
with the Government of the United States in encouraging the promo
tion of travel by United States citizens to and within the participating 
countries, and will negotiate with the Uri.ited States, upon request, 
for arrllllgements to facilitate the entry of relief paekages and relief 
goods sent by United States voluntary non-profit relief agencies. (See 
below, Secti011. Ji', Volwntary &lief Supplies, alMl Sect·iim E, P1·omo
tion of Travel.) 

In other articles the participating eount1·y agrees to furnish appro: 
priate-information to the United States; to give full publicity to the 
objectives and progress of the recovery program. (See below, Section 
G, lnf<wmatwn P1·ograni); and to cooperate with, and grant appro
priate privileges to, the Speeial EOA Mission. 

The articles listed above embody the more important bilateral 
pledges of the participating eountries. They contain the principal 
safeguards imposed, and the 1.Uldertakings required, by the Congress . 

. Experience lIDder these clauses of the agreements has not revealed 
any serious defeets in the bilateral agreements. The chief problems 
encountered thus far have arisen rather out of the varied and com· 
plex problems inherent in the achievement of European recovery. 

At the end of each of the agreements there is appended an annex 
containing interpretative notes whieh amplify and define the meaning 
of certain terms and phrases embodied in the agreements. In con
nection with the conclusion of the agreemenU!, notes were exchanged 

• between the United States and each of the signatory countries, except 
Trieste, under whieh each participating country agreed to aceord 
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most favored nation treatment, on the basis of reciprocity, to the 
trade of certain areas under .American military occupation. 

b. Signature of Agreements. , 

By the end of July 1948 sixteen participating countries, including 
the Bizone and French Zone of Occupation in Germany, had concluded 
bilateral agreements. The agreement with Portugal was signed Sep
tember 28, 1948, and with the United States-United Kingdom Zone 
of the Free Territory of Trieste on October 15, 1948. The countries 
with whieh agreements have been concluded and the dates thereof 
are as follows : 

Cwm.tries with wkiok Bilateral .Agreements 
Have Been Ocnwlude<l 

Oountry 
Austria 
Belgium 
Bizone of Germany 
Denmark 
France -
French Zone of Germa;ny 
Greeee 
Iceland 
Ireland 
Italy 
Luxemburg 
Netherla:;p.ds 
Norway 
Portugal 
Sweden 
Trieste (U.S.-U.K. Zone) 
~urkey 
United Kingdom 

Date of SigMture 
July 2, 1948 
July 2, 1948 
July 14, 1948 
June 29, 1948 
June 28, :!,948 
July 9, 1948 
July 2, 1948 
July 3, 1948 
June 28, 1948 
June 28, 1948 
July 3, 1948 
July 2, 1948 
July 3, 1948 
Sept. 28, 1948 
July 3, 1948 
Oct. 15, 1948 
July 4, 1948 
July 6, 1948 

Effective Date -
July 2, 1948 
July 29, 1948 
July 14, 1948 
July 2, 1948 
July 10, 1948 
July 9, 1948 
July 3, 1948 
July 3, 1948 
July 2, 1948 
June 28, 1948 
July 3, 1948 
July 2, 1948 
July 3, 1948 
Sept. 28, 1948 
July 21, 1948 
Om;, 15, 1948 
July 13, 1948 
July 6, 1948 

, 
Switzerland has not received financial assistance and has not eon

elnded a bilateral agreement, even though a member of the OEEO, 
Since the conclusion of the bilateral agreements, there have been 

a few Bllpplemental agreements and e.:cehanges of notes between _the 
United States and some of the participating countries relating to 
matters embodied: in the bilaterala. Such subsequent agreements 
include letters exchanged between the United States and Italy, the 
United Kingdom, and the Bizone of Germany, providing for free 
entry and free transportation of specified relief items and packages. 
Tu. the ease of France, a formal agreement was entered into, in lieu 
of an exchange of letters. Similar agreements are now being nego
tiated between the United States and The Netherlands, Belgium,' 
Greece, Trieste, and Austria. (Bee below, Section F, Voluntm:y !Uiuf 
Supplies.) 

Notes have been exchanged between the United States and the 
governments of the participating countries which entered into tl,J.e 

156 



.Agreement for Intra-European Payments and Compensation of 16 Oc
tober 1948. These notes provide for 'the deposit by such countries 
of local currency in the special local-currency accounts in oonneetion 
with their utilization of drawing rights under the Intra-European 
Payments Plan. (See a"bovl), (Jhapter II-CJ, Intra-Ei;,ropeam.. Pay
ments.) 

B. LOCAL-CURRENCY COUNTERPART FUNDS. 

The sou.ree of legal authority for, and the main features of, the 
administration of local-i:mrrency counterpart funds are set forth in the 
EC.A legislation. Countries rec;eiv:ing commodities and serviees financed 
by EOA grants are required (a requirement whleh ifl' formally accepted 
by the participating countries in their bilateral agreemenra with the 
United States) to deposit commensurate amounts of local currency in 
special accounts. 

Five percent of the loaal currenay thus deposited is allocated to the 
use of the United States. The 95 percent balance is held or used in the 
participating country pursuant to agreement between the participating 
country and the Administrator. The purposes for which the fun& are 
used inelude internal monetary and financial stabilization, the stimula
tion of productive activity, the exploration for, and development of, 
new sources of wealth, and other expenditures consistent with the 
purposes of the Economic Cooperation Am;. .A:ny unencumbered 
balance remaining in a special. loeal-currency ac(lount on June 30, 1952, 
will be disposed of within the pat'tieipating country for such purposes 
as may be agreed to between that country and the Government of the 
United States, subject to approval by the Congress. 

1. Objectives in the Use of Funds. 

In general, proposals for ex.penditure of the 95 percent balance of the· 
counterpart funds are first diseussed by the participating government 
'1.ith the Special ECA Mission in the country. The reco=endations 
of the mission a:ce reviewed by the Office of the Speeial Rept'esen.tative 
and the ECA in Washington. Proposals for action by the EOA are 
discussed with appropriate agencies of the United States Government 
and on poliey matters the advice of the National Advisory Couneil is 
requested. In aecordarnie with the Statute, the Administrator consults 
with the Publi(l Advisory Board at its monthly meetings regarding the 
a<lministration of the local currency counterpart funds. 

Utilization of the unencumbered portions of any deposits of local 
currencies made by participating countries pursuant to the provisions 
of the joint resolution proV':iding for relief assistance tQ the people of 
countries devastated by war (section'. 6, PL 84, Eightieth Congress) and 
the provisions of the Foreign .Aid Act of 1947 (section 5(b), PL 389, 
Eightieth Congress) is also subject to agreement reached in the same 
way as agreement with respect to the utilization of the 95 percent 
balance of the fun& deposited pursuant to the · provisions of the 
Economic Cooperation Act. 

The internal monetary and financial situation in a participating 
. country is a basic fa1:1tor in the determination of the :purposes for whieh 
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counterpart funds should be expended or the extent to which they 
should be withheld from expenditure. Appropriate management of the 
local currency funds can help to·establish the internal financial stability 
whiGh is a p:rerequisite to the accomplishment of the aims of the ERP. 

The payment for ECA commodities prov:ided by way of grant and 
imported and sold within a participating country is a oounter-infl.a
tionary faetor, the effeat of whieh is maintained BO long as the funds 
remain in the special local currency account or are ued for retirement 
of government debt held by the bank of issue. Expenditure of the funds 
for investment purposes, however, acts in moat cases as an offset to the 
counter-irrflationary in:fluence. Consequently, in countries where an 
inflationary condition exism, releases of counterpart funds for produc
tive purposes have been made only in conjunction with steps direoted 
toward achieving and maintaining. intern.fll monetary and finan<iial 
stability. At the same time, it is recognizeil that sterilization of counter
part funds through non-use is not a substitute for the more funda
mental :fiscal measures which may be required to achieve lasting 
stability. 

Subject to these considerations, utilization of loeal-eurreney counter
part funds is di:rected to\vard the stimulation of productive activity 
and the exploration for, and development of, new sources of wealth in 
order to achieve the maximum recovery in the participating country. 
In some countries the lack of private capital available through invest
ment ehannels for inereasing th~ productive capacity of industry and 
agrienlture makes especially desirable the use of counterpart funds 
for that purpose. ' 

2. Use of Funds, Country by Country. 
Agreed proposals for use of the 95 per()ent portion of the loeal

currency counterpart funds in the principal countries receiving ECA 
grants are diSC11Ssed in tbe following paragraphs. In each ease there 
is given tlte aggregate authorized releases of funds, divided among 
general categories of utilization. Belgium has n.ot received any assist
ance on a grant basis aince Ju)y 1, 1948; deposit in Belgian francs of 
the local-currency counterpart of the small :first-quarter·grant does not 
materially affect the Belgian :financial situation. In Iceland, Ireland, 
Sweden, and Turkey there is no requirement for the depoait of counter· 
part,. since no assistance to theae countries has been provided on a 
grant basis. No EC.A. financial assistance has yet been extended to 
Portugal or Switzerland. Although there are spooial local-currency 
accounts in Denmark, The Netherlands, and Western Germany (the 
Bfaone and the French Zone), no releases have been authorized. 

' 
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a. Austria. 
Release of eounterpart funds authorfaed through December 31, 1948: 

(Approximate 

Investment 
(Millions of scihillings) 

338.1 

milliona of 
dollars) 

33.8 
Debt cancellation 850.0 85.0 

Total 1188.1 118.8 

The principal measures needed to maintain internal financial stability 
in Austria appear to be some reduction in spending by 'the Government 
particularly under the extraordinary budget and further increases in 
productioI! to close an inflationary gap. 'l'hese measures can be realized 
only gradually and through the continued vigilance of the Austrian 
Govel'llI!lent and the National Bank. 

War and its aftermath have largely eliminated savings available for 
investment in the Austrian economy. In view of this lack, the expendi
ture of 838.1 million schillings of counterpart funds has been approved 
for productive investments in the Extraordinary Federal Budget for. 
1948, largely for the reMnstruetion of the i·ailways. The National 
Bank, is prepared to assist in financing, through ordinary banking 
el!annels, additional inve.stments ineluded in the Austrian reconstrnc
tion plan. Counterpart totaling 850 million sehillings was used to 
cancel a portion of the debt of the government held by the National 
Banlt. This debt cancellation will improve the position of the National 
Bank and is part of the program to strengthen the currency. 

b. France. 

Release of counterpart funds authorized through December 31, 1948: 

{Billions of francs) 
105.0 Investments 

Development of resources 
Debt retirement 

10.0 
25.0 

Total 140.0 

(A_pproximate millions 
of dollars) 

457 
41 

103 

601 

Since liberation, the ceonomy of Franee has been eharaeterized by a 
sharp inflationary trend attributable in substantial measure to a 
disequilibrium in the French public accounts resulting from heavy 
investment expenditures undertaken by the French Government at a 
time when adequate savings in the ordinary forms and tax receipts 
were unavailable.' 
· To strike a balance between investment and stability requirements, 
the French Governmentwith ECA approval proposes to use counterpart 
funds for both investment purposes and the clfeeJ;ive reduction of public 
debt, at the same time initiating measures to attain economic and 
financial stabilization. 
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Of the total of 140 billion francs in counterpart funds that were 
authorized for use in 1948, 105 billion were allocated for in'Vestment in 
the reconstruction, expansion, and modernization of industry and agri
culture. Investment allocations included 51.3 billion francs for power 
plants and power distributing faeil:ities, 19.9 billion francs for railroad 
reconstruction, and 20.3 billion francs for coal mining. Ten billion 
francs are earmarked for the development of resources in the Frenoh 
Union with particrular regard to commodities in which U.S. resources 
are defitJient or potentially deficient. 

The .remaining 25 of the 140 billion francs have been used to repay 
Bank o:f France advances to the government, and thereby to reduce the 
level of the government debt. 

In conjunction with these releases, France has adopted a series of 
:fiscal and other reforms to promote financial stability. During the first 
six months of 1948, it imposed a capital-levy loan and temporarily 
cont1'acted the amount o:f money in circulation through the withdrawal 
of 5000-franc notes. After the political inteITegnum of the summer, a 
new round of reforms was launched which included increases of certain 
tax rates, the speeding up of tax collections, submission to the Assembly 
of a bill providing for reform of the tax system, improvements in the 
administration of nationalized industries, and the impqsition of quanti
tative as well as qualitative controls on credit-a new departure in 
Frenoh :financial policy. The ceiling on Bank of France advances to 
the State was reduced, for the first time in many years. · 

ECA will continue to advocate a counterpart policy that will help 
the French Government to· carry out desirable investments at a rate 
eOllilistent with maintenance of :financial 8tability. It will be guided in 
doing so by the continuing French efl'ol'ts to restore confidence in the 
franc and to increase industrial and agricultural production. 

c. Greece. 

Release o:f counterpart funds authorized through December 81, 1948: 

(Billions of drachmae) 
Care and rehabilitation of 

refugees 500 
Capital equipment imports 200 
Reconstruction and rehal{ili

tation of industry and 
agri6Ulture 342 

Total 1042 

(Approximate millions 
of dollars) 

50 
20 

84 _,,__ 
104 

Disruption resulting from the civil war has dominated tbe Greek 
economic situation. 'l'he budget is badly unbalanced owing to ·heavy 
military, refugee and other extraordinary expenditures. Constant iirBa
tionary pressure has in turn. limited the seope of reconstruction and 
developmental expenditures. 
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In view of this situation, counterpart releases have been directed 
toward: 

(1) Avoidance of further inflation by withholding counterpart 
funds whenever their expenditure would be inconsistent with sta
bility of incomes and prices. 
(2) Relief for the government budget from the heavy burden of 
supporting refugees from the guerrilla-stricken areas. 
(3) Rehabilitation and reconstruction of capital installations and 
equipment whenever feasible, including the internal financing of 
the import of capital equipment. 

Reconstruction work, financed out of the drachma counterpart fund, 
has proceeded on war-damaged ports, highways and railroads, with 
resulting improvements in transportation and handling of goods and in 

_. the reduction of transportation costs. The release of counterpart funds, 
particularly for the reconstruction program, has been scheduled so as 
to minimize the instability of drachma incomes and prices. If at any 
time signs of excessive inflation should appear, scheduled releases can 
be postponed or discontinued. · 

d. Italy. 
Release of counterpart funds authorized through December 31, 1948 : 

(Approximate millions 

Industries (including 
transport) 

Agriculture 
Public works (including 

housing) 
Merchant marine 
Tourism ' 

Total 

(Billions of lire) of dollars) 

130 
90 

55 
19 
8 

. 302 

226 
156 

96 
33 
14 

525 

ECA activity began in Italy some six months after drastic measures 
had been instituted to halt a continuing post-war inflation. Almost 
immediately, the Italian Government requested the Administrator to 
approve the release of 52 billion lire of counterpart deposited under 
the Interim Aid Program, for the reconstruction of rail facilities, agri
cultural rehabilitation, and ship reconditioning. Conditions appeared 
favorable for an expansion of the economy and the release was author
ized. Since the spring of 1948, the Italian economy has been under
going a slow recovery; exports have increased sharply, and the lira-dollar 
exchange rate has been stable at approximately 575 lire to the dollar. 

Two general objectives important to Italian recovery are restoration 
of industrial activity and the formation of new capital. In order to 
accomplish these on a- non-inflationary basis, it is recognized that 
simultaneous measures should be undertaken for reorganization of the 
tax system, elimination o.E subsidies, and revision of the State social 
secmrity and unemployment administration to ease the· direct burden 
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on industry. The Italian Government has prepared a progi:am of 
counterpart expenditure, additional to the 52 billion lire referred to 
above, amounting to 250 billion lire for industrial and agrieultural 
reeonstruetion under which actual ro..1:Jenditures of counterpart funds 
may be made for approved specific projects. 

e. Norway. 

Release of counterpart funds authorized through January 7, 1949: 

Debt cancellation 
(Millions of kroner) 

110 

(Approximate millions 
of dollars) 

22.2 

A prominent ellil,racteristfo of the Norwegian eeonomy since the war 
has been suppressed inflation. During the German occupation the 
greater part of the expenditureg of the occupying forces were covered 
by advances from the Bank of Norway which were authorized by the 
Quisling Government. This resulted in a large inerease in monetary 
circulation and since liberiition the in.:fiationary pressure has been 
contained only by rigid and extensive price controls, rationing,. heavy 
taxes, and subsidies. Currently, taxes absorb nearly one-third of the 
national income. 

In order to permit a gradual return to a free economy by reduction 
of controls and to maintain at the same time financial stability, it will 
be neeessary to eliminate the excess portion of the monetary supply . 
.As indicated by the heavy eurrent tax burden and the surplus of the 

· budget, Norwegian authorities are pursuing tbe polfoy of reducing this 
excess. The .use of 110 million kroner of counterpart funds has been 
authorized :for reducing the "Occupation Account" held by the Bank 
of Norway. 

f. Trieste. 

Release of counterpart funds authorized through January 10, 1949: 

Industdal reconstruction 
Loan to shipp~g 

companies 

Total 

(Billions of lire) 
2.9 

4.5 

7.4 

(Approximate millions 
of dollars) 

5.0 

7.8 

12.8 

In Trieste, AMG has worked out a basic eoonomfo recovery program 
which contemplates fuller utilization of existing production :facilities 
and unemployed labor skills and a progressive reduction of the large _ 
budget deficit. 

To assist in carrying out this program, the EOA has approved the 
release of 7.4 billion lire of counterpart for recoJJJltruction and rehabili
tation of shipbuilding, ship repair, and refining and proeessing facili
ties during the first year of the program. 
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g. United Kingdom. 
Release of counterpart funds-authorized through December 31, 1948: 

(Approximate millions 

Debt cancellation 
(Millions of pounds) 

82.1 -
of dollars) 

330.9 

During 1948 the release of a total of 82.1 million pounds sterling of 
counterpart funds has been authorized for effective reduction of the 
internal debt in the United Kingdom. This action was taken in further
ance of the British Government's policy·of retiring debt through every 
means available and in conjunction with the Government's stabilization 
measures. 

C. TECHNICAL ASSISTANCE. 
An important form of .American aid to promote European recovery -

is the furnishing of technical assistance. Under the Economic Co
operation Act, information and data on United States methods and 
techniques can be made available to the participating countries. Ameri
can aid may also be given to stimulate the exehange of available tecli.
niques and expert services between participating countries. The fields 
covered by technical assistance include industrial teehnology and 
production methods, scientific developments in agriculture, labor rela
tions, business management methods, marketing, statistics and public 
administration. 

In general, the aim of technical assistance is to enable the partici
pating countries to achieve more effective results from the use of 
their own resources and EGA-financed goods and services. The pro
gram is necessarily short-range in nature. It is of utmost importance 
in increasing industrial and agricultural productivity which is essen
tial to European recovery. 

Technical assistance may be furnished by sending expert consult
ants to Europe; -by bringing European representatives to this country 
to study United States methods ; by an. exchange of experts between 
participating countries; and by the distribution of technical litera
ture, special studies and surveys. A substantial part of the cost of 
these joint undertakings is paid by the participating countries in their 
own currencies. On the basis of the ECA's experience in this field, 
it 1S believed that in many cases calling for closely integrated efforts 
of the United States and one or more partfoipating countries, more 
effective results would ·be achieved if the requirement of the deposit 
of local eurrency equivalent to the technical assistance rendered by 
the United States eould be waived by the Administrator. 

1. The Anglo-American Council on Productivity. 
In the fall of 1948, on the initiative of Sir Stafford Cripps and the 

.Administrator, the Anglo-American Council on Productivity was 
created to consider an exchange of technical knowledge and methods 
and, in partic.ular, to consider ways in which United States industry 
could cooperatively assist British efforts to increase industrial pro
duetivity. The; Council recognized that greater mechanization-in-
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creasing 'the amount of energy available to each worker-is one of the 
most important factors in expanding industrial productivity, but that 
substantial gains in power and tools will take considerable time. 
Improvement in productivity for the short term must be brought 
about in large measure through improved management practices and 
more effective use of manpower and existing facilities. 

The Council, which held its first meeting in London late in October, 
organized five working committees: on plant visits and exchange of 
production techniques; maintenance of productiye plant and power; 
productivity measurements; specialization in industrial production ; 
and economic information. 

Under the program of the first committee, "British Productivity 
Teams" will visit factories in the United States to exchange experi" 
ence and learn United States methods. These teams will consist of 
about 15 workers from all stages of production, including managers, 
technical specialists, bench workers, shop stewards, and others. .Ar
rangements are also being made for consultBJlts from American in
dustry to visit selected areas of British industry and suggest possible 
improvements in production techniques. 

The program of the other Anglo-American Council committees will, 
for the most part, be carried out by the British members supplemented 
by information and advice ,from the American members. Where dol
lars are required they will be supplied from EC.A. funds, but much of 
the expense will be met with sterling contributed by the United King
dom government and industry. 

2. Other Assistance in Industrial Productivity. 
The participating countries are endeavoring to increase pro" 

ductivity through technical improvements. At the request of the 
French Government, the EC.A. ·has financed a study of industrial pro
ductivity in France which covered 125 manufacturing plants in 19 
industries. The findings indicated that a substantial increase in pro" 
ductivity could be obtained, even with existing production equipment, 
by improving pla;nt organization and manufacturing methods. Some
what similar plans to explore the possibility of raising industrial pro
ductivity in oth.,_r participating countries, with the help of industrial
ists and trade-union representatives, are currently being worked out. 
Teams from several countries, representing many different industries, 
will eome to the United States to study American techniques and 
operating methods . 

.A comprehensive plan for technical assistance of a widely varied 
nature has been developed in connection with the- Greek program. 
American experts have been attached to the EC.A. Mission in: Greeoe 
at the request of the Greek Government to advise on matters aimed 
at e;rpanding Greek industries, improving their methods, and accel
erating production. These experts consult on problems in such fields 
as mining, metallurgy, fertilizer production, textile design an~ pro
duction, water and rail transportation, communications, milling, 
warehousing, and building construction. They are also working with 
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the Greek authorities in raising the administrative standards in many 
agencies of the Government. 

Incireased produativity depends not only on the efficiency of plant 
layout and equipment but on proficiency of labor, the effective utili
,Zation of skills, labor-management cooperation, and employees' 
morale. For this reason technical assistance activities also cover the 
fields of manag!Oment and labor relations, including methods of de
termining job requirements and effecting placement, techniques of 
up-grading and retraining of personnel, apprentieeship training, and 
on-the-job training of workers. The United St!l.tes is supplying con,-
sultants to the participating countries and they, in turn, send to the 
United States management and trade-union leaders and others con
cerned with problems of labor relations and labor efficiency. Here 
the visitors observe first hand, and to mutual advantage exchange 
experiences with labor leaders, managers and United States expe1ts 
on such subjects as manpower supply, training, wage scales and em
ployee conditions. 

3. Agricultural Productivity. 

There are many ways in which technical assistance and expert serv
ices can be used to foster increased agricultural production and to 
improve marketing methods in the participating countries. A num
ber of proposals of this type are now under consideration. 

Irrigatiop. and reclamation projects can increase agricultural pro
duction by bringing more land into cultivation. Technical instruction 
and advice can also greatly increase the effective use of new equip-

·ment acquireQ. under the recovery program. Soil conservation, fel'
tilization and seed development are other fields where technical help 
holds promise of increased agricultural production. .Although 
scientific knowledge in these fields is highly developed in Europe, a 
good deal remains to be done in translating this knowledge into prac
tice. Technical assistance can be particularly effective when applied 
in this manner. 

The adoption of more efficient and adequate marketing facilities, 
improved methods of classification and grading, and proper food 
preservation methods, such as canning and refrigeration, will increase 
the amount of food available from domestic production. 

4. Public Administration. 

Participating aountries have agreed to take all possible measures 
· to bring about internal financial stability, including the. balancing of 

government budgets and the stab~ation of currencies. In this 
connection, important improvements in the aspects of govern.
ment administration can be expected in a number of countries by 
an exchange of knowledge among government officials in various 
countries, by their visiting other countries to study methods, and by 
employing experts in fields such as budget administration., taxation, 
monetary stabilization, and foreign exchange control. 

Technical assistance in the development of nation.al statistics can 
make a major contribution to the recovery of Europe. Modern meth-
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ods. of :national aeeounting are essential, £or example, in measuring 
inflationary or deflationary tendencies and in judging where aJJ.d in 
what fields additional investment is desirable. In some participating 
countries present statistics are inadequate £or these important pur
poses. 

5. Overseas Developments. 
The dependent overseas territories of the ERP countries, principally 

the Ufilted Kingdom, France, Belg!um, The Netherlands, and Portugal, 
offer large reservoirs of undeveloped resources. The development in 

· these areas of sources of materials needed on the European continent 
and for export to the Ufilted States and other Western Hemisphere 
markets is an important aspect of the European Recovery Program. 

Development of these overseas areas calls for considerable tec~i
cal assistance in the ~veying of economical potentialities; in. the 
developmen_t o:f known or newly-discovered mineral and agrfoultnral 
re.sources; in the improvement o:f transportation and communications 
from the producing countries; and in the protection of the health, 
welfare, and safety of the inliabitants. 

D. LABOR AND THE ERP. 

1. The Importance of Labor in the ERP. 
llfore than 29 million men and women are organized in the trade 

ufilon movements of the ERP eountries. The :recovery of eeonomie 
health and strength in Western Europe and the maintenance of free 
political institutions depend to a great degree on the millions of men 
and women who work for wages and salaries in the countries now 
joined together m the European Reeovery Program. 

No group has a greater stake in the sumiess of thii ERP than Euro
pean labor. It is also true that no group has a more important part to 
play in making the ERP a success. Every measn:re necessary for ae
eomplishment of reeovery goals affects labor directly; almost all 
recovery policies and measures require labor's support to be suMess
fully carried out. 

The two prime requisites of reconstruction in the participating coun
ti:ies-the attainment of higher produ<ltion goals and the achievement of 
economic stability-depend in large :measure on the support of European 
labor. Similarly, the discomforts .and even hardships whieh result 
from restricting consumption, increasing exports, and those policies 
essential to stabilizing :fisoal oonditions, fall heavily on labor. Labor's 
cooperation in the formulation and carrying out of such polieies is 
indispensable to the success of economic reeovery. 

Labor's :role is equally significant m ear:rying out the ERP's objective 
of combining inoreased output of goods and services with full ahd 
produotive employment of workers. The SUPP.art and cooperation of 
labor is needed in carrying out the tasks o:f international coordination 
o:f employment services, training of workers to new and higher skills, 
movement of workers to the-areas where they are most needed, and their 
adaptation to new production methods and techniques. 
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The key position of the European worker and, therefore, o:I' the labor 

unions, has long been recognized by the Co=unists. As might be 
expected the new Cominform concentrates its drive against the ERP 
on Western labor organizations. The nature of its campaign of disrup
tion and the developments in its attack in the labor field are discussed 
in detail in Chapter VII. The success of the joint effort of the free 
people of Europe toward the attainment of economic stability and 
self-reliance rests upon their democratic institutions, among which none 
is more important than the non-Co=unist labor movement. 

2. European Labor's Support of the ERP. 
Western E_uropean trade unions, except for those dominated by the 

Communists, have been among the leading and earliest champions of 
the Marshall Plan. They have mobilized their membership, their organ
izational facilities, and their press to give effective and aggressive help 
to the program. Leadership in this Wldertaking has been assumed by 
the European Recovery Trade Union Advisory Committee (ERP
TUAC), which was- organized at the First International. Trade Union 
Conference on the ERP, held in London on March 9-10, 1948. 

The ERP-TUAC now consists of representatives of 23 trade union 
fede1·ations in practically all of-the participating countries and in the 
United States. Evert Kupers, Chairman of The Netherlands Federation 
of "Trades Unions, is its chail'man. Serving with him on the Executive 
Committee are Vincent Tewson, Secretary of the British Trades Union 
Congress, and Leon J ouhau..'C, President of the French Force Ouvriere. 
At the end of December, this Committee was recognized by the OEEC 
as the official. international trade union representative to be consulted 
on questions of direct interest and concern to labor. 

Many such questions have already risen in the work of the OEEC and 
in the future their emphasis will increase. Without the support and 

•techniaal assistanw of a representative group such as the ERP-TUAC, 
the ambitious programs that mu.st be undertaken to expand European 
industrial production would not be assured the positive and informed 
support which the non-Co=unist labor organizations are now in a 
position to give. 

Another powerful international group of trade union organizations, 
strongly supporting the ERP, are the International Trade Secretariats, 
comprising trade unions operating within particular industries or trades 
in a number of countries. These secretariats, such as the International 
Transport-workers Federation, International Metalworkers Federa
tion, International Miners' Federation and others, are organized in
ternationally on broad industrial lines. These trade secretariats are 
actively concerned with the progress of the ERP in their partioular 
fields of interest. · 

In addition to trade-union participation in international councils, 
most of the national labor federations in the individual ERP countries 
are working directly with their governments in the solution of _recovery 
problems. Advisory groups of trade unionist.a have been, or are being, 
established in many of the ERP oountries to work with appropriate 
government agencies on ERP matters. The arrangements differ, with 
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some countries recognizing an official relatiomhip with labor advisory 
groups, others having joint labor-management advisory committees, and 
still others planning to have labor representation on government dele
gations and committees. In all eases, the purpose is to insure more 
active labor participation in the utilization of ECA aid in the 
individna.1 countries as well as to present labor's needs and interests 
more effecitively. Mo.st governments of ERP countries have welcomed 
this relationship and have found it helpful. 

Within the several countries the free and democratic national trade 
union federations are giving invaluable aid by supporting economia 
stabilization programs and otherwise :fighting inflationary pressures, as 
well as by working to promote industrial peace, greater productivity, 
and more effective employment of available labor. To maintain the 
support of labor for such trade union and government policies, union 
leaders must be able to show workers that all possible efforts are being 
made to distribute the burdew of reconstruction fairly, and to achieve 
within a :reasonable time improvements in their working and liviug 
conditions, their economic security, and the purchasing power of their 
wages. 

3. ECA's Labor Staff. 
The EOA, aware from the outset of the key gj,,,"Ilfficance of labor in 

the economic reoonstruetion of Europe, moved at onae to take the steps 
needed to provide effeetive administration of the labor phases of the 
reaovery program. It recruited staffs to work in the United States 
and overseas on both the broad aspects of the ERP and the more tech
nical recovery problems which have direct bearing on labor. 

Two Labor Advisers are a part of the Administrator's top staff in the 
Wasbington-ECA headquarters. A European Labor Division has been 
set up in the Office of Special Representative in Paris. Labor Direc;tors 
ha.ve been assigned to all but four of the EOA country missiona. The 
senior positions in all these offices are staffed by practical, experienced 
trade-union execntives. Their :first responsibility is to develop and 
maintain understanding and active support of the ERP by the free 
trade unions in the United States and in the participating countries 
of Europe. Seeond, they participate in the making of ba~!ie ECA policy. 
Third, and equally important, is their operating responsibility- for 
advising on gpeci:fic labor problems sueh as effeetive employment of 
labor, resettlement of workers, vocational training, and labor pro
ductivity. 

In order to carry out these tasks more effectively, the EOA has also 
established a special labor in:fonnation program with offices in WMh
ington, in OSR and in the ECA oountry missions o:f the major industrial 
countries participating in the Marshall Plan. This program is in the 
hands of labor information specialists likewise dravm. from trade-union 
ranks. They have the vital responsibility for keeping up a two-way 
flow of essential information. It iB their job to report and interpret 
the objectives and operatiollS of the Marshall Plan to European labor· 
and a'lso to bring to labor in the United States fi:rst-hand. neWB of 
progi:ess in Elll;'opean labor's participation in tho ERP. 
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The Office of Labor .Advisers in Washington distributes a monthly 
newsletter to some 10,000 key .American and European trade-union 
officials, :reporting current developments and correcting common mis· 
understandings about the recovery program. From Washington and 
Paris monthly and weekly news stories are made available to the labor 
press. Through speakers, radio broadcasts, pamphlets, posters, and 
exhibits, the story of the EC.A. has bMn brought home to workers 
abroad. Special events such as the meeting of European non.
Communist trade unionists with Secretary Marshall last October 
and the current tour of United States labor editors through Western 
Europe under ECA auspices have proved especially effective in further
ing an understanding of the recovery program. 

Labor's participation in the EC.A. 's entire program not only reflecm 
the broad and unremitting suppol't given it by labor in the United 
States, but also reinforces the confidence and cooperation given to the 
ERP by the man and women who work in Europe's factories, offices, 
transportation systems, fields, and mines. 

4. Labor Supply and Requirements. 
Since the war a :number of ERP countries, especially England and 

France, have a~perienced a serious shortage of qualified labor. Suspen
sion of a large portion of civilian production since the outbreak of the 
war, the wartime drain on manpower, a:nd widespread disruption of 
economic life have combined to create far-reaching disloeatioll.iil in the 
labor force. Lack of industrial training since the beginning of the war 
in skills other than those required in wartime has -added to the deficit 
of qualified workers. Most important of all, widespread destruction in 
war-ridden areas and an almost complete stoppage of all housing eon
sti:uetion have constituted an almost insuperable barrier to the movement 
of workers to the locations where they are needed. 

Many of the participating countries took steps to attract workers to 
essential industries. These efforts have succeeded to the point where 
the remafoing critfoal labor shortages are relatively few. In several 
participating countries, however, the need continues for experienced 
workers in underground mining, agrieultu:re, and in some branches of 
metalworking and textile industries. 

In an attempt to overcome these shortages, measures have been 
adopted to attract more women into part-time or full-time work, and to 
keep older workers in employment. In recruiting workers for the 
mines, special pay, food .rations, and other ineentives have sometimes 
been introduced. In addition, there haa been eonsiderable recruiting 
of foreign workers from the two large pools of unemployment whieh 
exist in Europe todny. 

Italy has the most pressing unemployment problem with more than 2 
million currently out of work. Several countries, notably France and 
Switzerland, are recruiting Italian workers for permanent resettlement 
as well as for seasonal employment. Smaller numbers are•going to 
Belgium, England and Sweden. .Although Belgium it<3elf has experi
enced some unemployment in recent months, it continues to seek quali-
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fied workers from abroad !.or certain types of employment, especially 
coal mining. 

Another large group of unemployed is in We.stern Germany and 
Austria, and includes the displaced persons and refugees there. Of the 
displaced persons receiving assistanee from the International Refugee 
Organization, it is hoped to resettle 380,000, including those going to the 
Western Hemisphere and to Palestine. Within the ERP countries the 
largest number of displaced persons has been recruited for work in 
England and a smaller number have gone to Belgium, France and The 
Netherlands. 

While the partieipating countries concerned have reported that they 
have completed repatriation of prisoners of war by the end of 1948, 
some 120,000 in France have chosen to work there, 'With the status of 
free. foreign workers. 

S. Problems in Labor Migration . 
.Migration 'Within.Europe, however, has been slowed down by unoor

. tainty within ERP countries about the future levels of industrial 
activity and employment, by shortages of housing, by local attitudes 
toward large-scale employment of foreign workers, and in some areas 
by opposition to the entry and employment of displaced persons. 

At the ERP .Manpower Conference in Rome at the end of January, 
1948, a Rome Manpower Col'.ll1llittee (EMICO) was ereated. Nine 
countrie>i 1 are currently represented on it. EMICO is a teehnicml 
committee .with a small staff set up to improve methods for the reoruiting 
and reception of foreign workers and to ease the problems faced by 
migrating workers and their' fammes. The eol'.ll1llittee concerns itself 
with such problems as simplifying travel documents, language and 
vocational pre-training, transfer of emigrant savings and family allow
ances, housing, simplifying occupational classification in recruiting, 
simplifying medical controls, methods of maintaining social soourity 
rights, and the current exchange of information on labor requirements 
and availabilities. 

The Governing Body of the International Labor Organization (ILO) 
at its March 1948 meeting in Geneva created a committee to promote 
international cooperation in dealing with European manpower prob
lems. The ILO has undertaken a number of specific teehnical assign
ments suggested to it by the OEEC, the Rome .Manpower Conference, 
and the Il:Lanpower Committee of the United Nations Economic Commis
sion for Europe. Special attention has been given by the ILO to the 
problem of developing more reliable employment statisties and of 
standardizing job classifieations for recruitment and pla!lement of 
workers. It has also prepared to assist 'With the training programs and 
the work of perfeeting employment services. The ILO is studying 
technical aspects of tl:\ese problems. Several aountries, notably Italy, 
in which employment services had been demoralized ey fascism, war, 
and German oceupation, are taking steps to improve their employment 
services. . . 

1 United Xlngdom, Belgium, FTanee, Swltz.arla.nd. Greece. PortugAJ, It$.ly, Netberla.nds, 
and LW<ellll>urg. 
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The OEEC has recently taken a signifieant step toward closer eco
nomic cooperation by recommending to its members that an interna
tional employment service be set up among them. Under such a system, 
unemployed workers would be enabled to fill job openings not only in 
their country but throughout the partieipating eountries. 

Some reductign in the labor surplus is expe(lted in the year 1948/ 49 
in view of the e},_-pected resettlement of displaced persons and all increase 
in employment in Italy, combined with emigration. In spite of the 
programs to shift workers from labor surplUll areas to places where 
they are needed within Western Europe, it is apparent, in the light of 
Western Europe's resources and productive equipment, that substantial 
outlets for Europe's unemployed will have to be found outside of 
Europe. 

6. Productivity. 
It is probable that no single measure will be as helpful to the goal of 

higher industrial production in Western Europe as the improvement of 
productivity-output per manhour-of its industries. The produc
tivity of Western European workers, once the highest in the world and 
still much greater than in many other areas, is nevertheless relatively 
low in eomparison with the standards o} the United States. The dis
parity, in fact, is one of the main roots of Europe's economic difficulties, -
especially in competing for ex.port markets. 

:lYieasures to increase productivity are not entirely, or even in major 
degree, in labor's hands alone, nor can greater productivity be achieved 
merely by greater physical effort on the part of workmen. As a matter 
of fact the foremost problems in improving productivity are those of 
modernizing management methods and plant iidministration. Never
theless, by general support of and education about the goal, European 
labor organizatioDS can do much to improve labor's contribution to 
greater productivity. A major task of the EGA labor staff is to enlist 
the eooperation and support of organized labor for improved methods 
and teehniques and for the use of new and modern equipment. The 
problems of increasing productivity, attaining the maximum potential 
production, and making better use of the presmt and potential Euro
pean labor force are ones which lend themselves particularly to treat
ment by the ECA technical assistance programs. These programs are 
diseussed above in Section C of this Chapter. 

7. The ECA's Relations With International Agencies. 
Last September !LO officials discussed with EC.A. representatives in 

Paris the following ways in which the·ILO eould cooperate with the 
OEEC and the EC.A. to :render valuable services in furthe:ring the 
European Recovery Program : 

{1) Assume a large measure of respoIWibility for the conduct of 
training-within-industry programs; 
(2) Rendel' technical assistanee through statistical studies of labor 
requirements and labor supply fo:r foreign workers; 
(S) Develop occupational classifications to be used by participating 
countries in recruiting and placing workers in other countries; · 
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( 4) Lend technical assistance :in sett:ing up an :international system 
of employment services among the participating countries; and 
(5) Lend technical assistance to participating countries :in the 
development of stai:J.dards connected with employment of workers 
migrating from one country to another. 

To establish the fullest possible cooperation between the ECA and the 
OEEC and IRO in expediting resettlement and the productive employ
ment of refugees and displaced persons, the Chief of EGA's Paris Labor 
Division attended the :first meeting of the General Council of the IRO 
in Geneva on September 13. Work initiated at the conference and 
developed at subsequent meetings has laid a groundwork for the future 
handling of specific resettlement projects now being formulated by 
several of the participating conntries. 

E. PROMOTION OF TRAVEL. 
The travel industry has long been a major dollar-earner for the 

countries of Europe. Since it depends but little on the import of 
foreign products, its dollar earnings are largely net and its con
tribution to the creation '?f exchange is particularly effective. Thr, 
development of increased travel by United States citizens in the 
conntries participating in the European Recovery Program is there
fore of substantial importance to the success of the program. Ac
cordingly, the Congress provided, in Section 117(b) of the Economic 
Cooperation .Act, that the Administrator, in cooperation with the 
Secretary of Commerce. should encourage the promotion of such 
travel. 

Tourism ranks among Europe's greatest industries. Travel has 
become the United Kingdom's largest single source of dollar earnings, 

·ranking ahead of even the textile industry. In Switzerland, capital 
invested in the- travel "plant" represents one-tenth of the national 
capital investment, and income from travel represents approximately 
one-seventh of the total national income. 

From 1928 through 1938, over 2· billion dollars were spent in the 
Eu;ropean and Tuiediterranean areas by United States residents--an 
average of about $190 million per annum. In 1946, :in spite of inade
quate tourist transportation facilities and aeeommodations and the 
impediment of complex frontier formalities, Europe received over $90 
million from this source. By 1947, expenditures by .American tourists 
had :inCll'eased to $151 million. The European Travel Commission (a 
16-nation travel advisory body to the OEEC) estimates that 194S 
figures will approximately double those of the previous year. 

The studies of the Commission indicate that the number of Ameri
can visitors to Europe is expected to rise gradually and reach a target 
level in 1951 of 500,000 visitors who will spend nearly $800 million, 
including fare payments. On this basis the Commission has set be
tween $2 and $2.5 billion as .a reasonable target for earnings by the 
European travel industry during the four years 1948-1952. 

Studies made by the United States Department of Commerce of 
the close relationship between United States national income and 
United States foreign travel expendjtures, and the historical relation-
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ship between the number of .American visitors to Europe and real 
purchasing power, confirm that this target is not an unreasonable one. 
But it can be reached only if our national income and real purchasing 
power remain at existing levels, and if travel facilities and conditions 
are brought up to the standards existing during the inter-war·years. 
The full advantages to European reaovery from the tourist trade will 
be realized only if there are stable currencies and if the foreign ex
ehange derived becomes available to the participating countries 
through prescribed legal channels. 

The advantage to .American business of new earned dollars in the 
hands of customer countries is obvious. Foreign travel has long bee:r;i. 
the United States' greatest "invisible" import. During the 1920-
1940 period over 8 billion dollars in exchange was ereated by, the 
foreign travel expenditures of United States residents. 

1. Plan of Operation. 
The basic plan of operation is set forth in Section 117(b) of the 

Act, which provides that the Administrator, "in cooperation with 
the Secretary of Commerce, shall facilitate and encourage, through 
private and public travel, transport, and other agencies, the promo
tion and development of travel by United States citizens to and with
in participating countries." The direct operational funetion 'of 
developing and promoting the travel of Americans to and within the 
participating countries is performed by the travel industry. The 
United States Government's role is that of facilitating and encourag
ing their efforts. 

To earry out the plan domestieally, the ECA, by agreement with 
the Department of Commerce, has been able to use the travel develop
ment £ae1ilities of the Travel Branch in the Department's Office of 
Internafional Trade. The Travel Branch is concerned with official 
barriers to travel development plans, the travel plant, and the travel 
market. It analyzes, plans and develops measures to assist the travel 
industry's promotion of expanded travel. A Travel Advisory Com
mittee, established by the Secretary of Commerce and made up of 
business leaders experienced in various aspects of the travel industry, 
considers measures to develop foreign travel, especially travel by 
United States citizens to participating countries. 

In Europe, a European Travel Commission, made up of representa
tives of the official travel organizations of the participating countries, 
was constituted in Oslo in June 1948, and the next month was officially 
:recognized by the OEEC as its advisory body on travel development 
under the :recovery program.. Through this organization the private 
and public travel, transport, and other interested agencies of the 
participating countries are mobilized in a cooperative effort to im· 
prove travel conditions in Europe and to develop the travel of United 
States citizens to and within these countries. 

The Travel Development Section of the Office of the Special Repre· 
s,entative, in Paris, cooperates closely with the Commission and with 
the technieal committees of the OEEC, such as the Inland Transport 
and Maritime Committees. - This section of the OS~ cooperates in 
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the developmental work, evaluates the proposals, and appraises de· 
velopments to in1>ure that the policies and purposes of the Act are 
being carried out. It is particularly concerned with the elimination 
of barriers to United States travelers, the improvement o:f travel 
conditions, and the construction of adequate facilities and accommo
dations. 

. 2. Specific Developments. 
Unilateral action abolishing visas for short-term visits by .Ameri

cans has been taken by Norway, Sweden, Denmark, The Netherlands, 
Belgium, Luxemburg, Switzerland, Italy, and Great Britain. 

The ERP countries have taken special steps to free visitors from 
export and rationing aontrols. They have made more liberal allow
ances for motor fuel, certain :foods, and merchandise, thus encourag
ing increased purchasing by American travelers. Certain exchange 
control regulations have also been relaxed and simpli:fied. 

All sixteen countries are critically examining their travel plant 
needs. .Analytical studie~ of equipment requirements have been com
pleted by France and Greece. Italy is considering a program for 
travel development which would utilize 8 billion lire from counter
part :funds. England and .A:ustria are in the process of formulating 
their travel programs and the three Scandinavian colllltries are plan
ing to draw up a plan for combined travel development. In addition, 
the participating countries are considering simpli:fication or elimina
tion of their frontier controls1 and are studying the impact of taxation 
and e:x:change controls on the travel plant and the possibilities of 
increasing low-cost travel £adlities. 

A program of special events to increase off-season travel is under 
development. The airlines have put into effect redueed rates (round 
trip one and one-third of one way) for 30-day trips to Europe, effec
tive since October 1948. 

F. VOLUNTARY RELIEF SUPPLIES. 

To encourage voluntary relief contributions to Europe, Section 
117 (c) of the Economic Cooperation Act provided for the payment 
of ocean-freight charges on (lertain kinds of relief shipments to eoun
tries receiving ECA gr11nts. 

Under. the .A.et, three broad groups of voluntary relief shipments, 
all calling for somewhat different treatment, are subsidized: 

(1) Supplies sent by United States voluntru:y non-profit relief 
agencies; 
(2) Individual relief packages purchased by individuals in the 
United States and shipped by parcel post to individuals in par-
ticipating countries; and _ 
(3) Commercial shipments of individual packages sent by ocean 
freight from the United States. 

1. Voluntary Non-profit Relief Agencies. 

Voluntary agencies engaged in relief work abroad may apply to 
the ECA for reimbursement of the ocean-freight charges on shipments 
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of relief supplies to countries receiving grant aid under the ERP. 
Such agencies must be registered ·with the .Advisory Co=ittee on 
Voluntary Foreign .Aid of the Department of State, a group of publie
spirited citizens interested in relief work and serYing without pay. 
This group, the members of whieh are appointed by the Seeretary of 
State, approves the agencies' programs of field operations and certi
fies them to the EC.A. as eligible for reimbursement of the oeean
freight charges. The EC.A. :finally determines whether reimbur~ement 
should be made. 

2. Individual Relief Packages Shipped by Parcel Post 
Most individuals who make up their own gift packages for foreign 

reeipients prefer to ship them by parcel post. Since the law author
i~es payment of the costs of ooean freight, the ECA and the Post Office 
Department entere!} into an agreement whereby the ECA pays four 
eents a pound (the rate, to the neal'est cent, charged by shipping lines 
for carrying parcel post to Europe) on each approved relief pareel. 
In eases where the receiving country has agreed to pay terminal 
charges, the total benefit to the donor is eight cents a pound, deducted 
from the standard iµternational parcel-post rate· of 14 cents. 

A seeond problem in connection with individual relief packages 
was to determine on what articles ocean-freight charges should be 
paid. One factor that had to be considered was the types of articles 
whieh the receiving countries would agree to admit free of eUl:ltom~ 
duty. It was deeided to limit the contents of the paekages to be 
shipped under the subsidy to food, clothing, clothes-making materials, 
shoes:, shoe-making materials, medical supplies, and household sup
plies and utensils. 

3. Commercial Shipments of Individual Packages by Ocean F.teight. 
Many donors of relief parcels prefer to buy j;heir packages from 

commercial firms which handle all the details of pa.eking and ship-
ping. -

·EC.A. Regulation No. 5 gives individuals selecting this method of 
shipment the benefit of the subsidy. The Foreign Aid Appropriation 
Act, 1949, however, requires the ECA to fix 11nd pay a uniform rate 
for packages shipped by "ocean transportation." The legislative 
history of this provision indicates that the Congress intended that 
commereial firms should not receive a higher shipping subsidy than 
that paid to non-proftt voluntary relief agencies. Aeeordingly, Regu
lation No. 5 prescribes a uniform set of rates, based on those paid by 
the non-profit organization having most :favorable rates from shipping 
companies. 

4, Limitations on Size of Packages. 
Gift packages have been limited in weight to 44 ponnds {20 kilo" 

grams) by Regulation No. 5. The provision was considered necessary 
to stop the shipment of larger packages, particularly 100-pound sacks 
of flour, which might :find their way into the black markets of receiv
ing countrieil where basie foods are strictly rationed or alloeated. 
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Reports to the Office of International Trade o:f the Department of 
Comme1·ee indicated that some sueh earlier shipments actually did 
find their way into black markets. Therefore parcels were limited 
to a size which an average family could use up in a :fairly short period 
of time. 

Similar considerations have led to more restrictive regulations in 
particular eolllltries. For example, the recently eoneluded agreement 
with Italy for the free entry and transportation of relief supplies 
limits the weight of pae.kages to 22 pounds and the number to one 
package a month for each addressee. 

5. Agreements With Participating Countries. 
The bilateral agreements concluded with participating countries 

which receive grants (except Norway and Denmark) contain articles 
which provide {I) that the participating·eountry will negotiate an 
agreement to facilitate the entry of relief supplies and packages free 
.of customs duties, and {2) that it will make available counterpart 
funds to pay for handling and transportation costs within the~ 
borders. In the course of negotiations, it was agreed by the United 
States and Norway and Denmark that inclusion of an article on relier 
pack.ages was not appropriate since they did not feel voluntary relief 
shipments were necessary in their countries. Therefore, the eost-of
shlpping payments are not available for private relief packages to 
those countries and the article providing for negotiations for free 
customs entry was omitted from their bilateral agreements. 

Final agreements on free custoIDB entry and payment (Jf internal 
transportation have now been concluded with the United Kingdom, 
the Bfaone, France, and Italy. Those four countries are the major 
European recipients of private relief shipments reeeiving more than 
90 percent or the total .A similar agreement has been signed with 
China. In general the agreements are the same, except that each 
country has asked for special provisions, based on the partieular 
conditions within its borders, to make sure that relief supplies do 
not get into loeal black markets or otherwise upset rationing and al
location measures. 

6. Conclusions. 
The provision for payment of ocean-freight charges on voluntary 

relief contributions to countries participating in the ERP caused 
eonsiderable difficulty in the first months of its operation. It required 
detailed regulations on types of shipment and reimbursement. Fur
thermore, negotiations with participating countries concerning duty
free entry and defrayment of inland-transportation costs have been 
prolonged and difficult. 

Except possibly in the ease of Germany, which receives over 50 
percent of all relief pMkages, the volume of relief pack.ages is not 
such as to affect materially the general standard of living in the 
participating Clountries. Most of the countries have negotiated 
agreements rather reluotantly since the gift parcels cause customs and 
rationing difficulties. In addition, the prospective loss of dollar reve-
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nue from terminal payments on parcel-poITT shipments has been a 
major deterrent to many countries. 

Experience in the first months of operations indicates that ECA 
expenditures :Eor ocean freight on relief supplies is currently running 
at an annual rate o:E about $15 million a year. It was expected, when 
the provision was enacted, that the volume of private relief shipments 
would increase as a result of ECA assistance and terminal payments 
by foreign governments. The records of the Advisory Committee 
on Voluntary Foreign Aid show that the dollar value of voluntary 
relief shipments made by recorded agencies during 1948 kept abreast 
of the shipments made in 1947. .Although contributions fell off, the 
value of goods shipped remained the same because o:E the subsidy. 
Contrary to expectations, however, shipments in the category of par
cel post declined in volume during the first five months of operations 
by about 35 percent . 

It is· estimated that relief in the form of voluntary agency ship
ments and individual packages via parcel post and ocean freight is 
supplementing ECA assistance at the rate of $200 million a year, of 
whicili $127 million is in the form of individual packages and the 
balance of $73 million in the form of supplies sent by voluntary 
agencies. 

G. INFORMATION PROGRAM. 
The success· of the European Recovery, Program depends not only 

on the policies and actions of participating governments but on the 
enthusiastic support of the ERP by the people o:E Europe. The ob
stacles to recovery are not alone financial and economic, but also psy
chological. 

It is necessary to clear away those real, if intangible, mental impedi
ments to recovery and to change negative factors of misunderstanding, 
indifference, or opposition into positive factors of intelligent support. 
There may be no measure for assessing the additional contribution 
which an informed and determined public can make toward recovery 
above that of an uninformed, skeptical, or reluctant public-other 
than the measure of eo=on sense. But it is obvious that the 
difference is very great. 

Accordingly, the Economic Cooperation Administration and the 
participating governments have undertaken, in cooperation, to give 
full publicity to and explanation of the objectives and progress of ths 
Marshall Plan. The Congress in the enactment of the Economic Coop-· 
eration Act recognized the importance of such an information program. 

L Special Diffieulties in ERP Information Programs. 

The problem of giving the people of Europe an understanding of a 
subject as vast and complicated as the ERP poses special difficulties. 

The first is the sheer size and the great variety of the target of an 
information program-some 270 million people of all shades of political 
opinion, educational background, and national heritage in 19 different 
Western European political units. Another is the fact that the very 
groups most necessary to inform, such as industrial workers ana farm-
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ers, are among the mo.st difficult to reach'. A third difficulty is the 
nature of the Marshall Plan itself, complex in scope and methods. Its 
subject matter of trade, production, finance, and intemational econom
ics is difficult to grruip and understandably has little natural or surface 

· attraction to people absorbed in the difficult daily problems of finding 
enough food, keeping warm, and making ends meet under conditions 
of illfiation and unrest. 

A fourth J.Jroblem ii; the circumstance that the :flood of Axis propa
ga:nda over the years created among European peoples an attitude 
of '!ndifference approaching outright resistance to all official informa
tion. Furthermore, some of the most basic ideas which a useful infor
mation program must promulgate-the need for harder work, for the 
modification of age-old eoncepts of nationalism and separatism, for 
the -acceptance of continuing austerity, for the adoption of policies 
which in the short term might involve personal diseoniforts-arc not 
in themselves ideas whfoh are readily welcomed. 

A :final difficulty is the persistent effort of the 'Cominform to obstruct 
the Recovery Program. As a tactical force dedicated to the speci:flc 
objective of wrecking the ERP, the Cominform uses every method of 
propaganda and agitation, of intensive and distorted publicity, to east 
doubt on American motives, to deny the prospects of the program's 
sueeeas and to hypnotize European peoples into a state of fearful, de
spairing immobility. The development of Communist oppooition and 
the tactics of the Cominform's anti-ERP propaganda campaign are 
traced in Chapter VI of this document. 

What has been accomplished to date in giving the people of Europe 
both information and eneom'agement in working for recovery must be 
appraised against this background of natural and unnatural obstruc-
tions. · 

2. ECA Overseas Information: 

To help conduct the necessary information program, the ECA estnb
lished an information division in the Office of the United States Special 
Representative in Europe, and information sta:li's in most of the ECA 
Special Missions overseas. These offices fill the need, not met by the 
facilities of the United States _Information Service (USIS) and ihe 
United States .Army (in Germany and .AUlltria), for specialized infor
mation units to prepare material for general outlets and to deal with 
Ameri= and foreign governmental, business, labor, press, and other 
agencies eonoorned with the ERP. The compact staffs consisted, at 
the end of the calendar year, of 20 Americ~ in the Paris offiee and 
85 in the missions. 

A major function of the EC.A. overseas information program has been 
to assist and stimulate the European national and international organ
izations in operating effective .information programs. Bµt however 
much success is achieved, there remains a field in which the United 
States through its own information agencies must speak for itself. The 
only authoritative, accredited, and accepted source o:f information to 
Europe about American policy and action is an American agency. 
There js, further, a substantial area in which the United SUites through 
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its assistance and encourageqi.ent can lend the cooperating govern
ments and groups abroad extra strength in combating the Communist 
attaek against recovery. 

In publie information work, the EC.A. has made the fullest possible 
use of existing USIS and Army publicity facilities in Western Europe. 
As to general division of work with the Department of State, the agree
ment between the Secreta:ry of State and the Eeonomie Cooperation 
Administrator, signed September 20, 1948, sets forth the basis of coop· 
eration. Thfo agreement, in brief, foresees the USIS in the major 
role o:f distributor and disseminator of news of the ECA and the 
recovery program, and ECA information offfoes as the originators of 
ERP news material and snbjeet-matter speoialists. 

The terms of this agreement have been fully observed. In the pro
duction of news material full use has been made of the Washington 
information services of the State Depal'tme11t, and distribution has 
been carried out effectively through the Vofoe of America and the 
Wireless Bulletin to WMtern Europe and through the USIS offices · 

· in Europe. 
The USIS operates in almost all of the Marshall Plan areas, and the 

Army conducts an information program in Germany and Austi".ia. 
The question has arisen, accordingly, about the need or justification 
for a separate ECA information organization overseas. There are 
compelling l'eaSODB for its existence : 

(1) In the magnitude of im expenditures and the significance of 
its program the ECA ranks among the most important agencies 
of the Federal Government. To meet its need.~ for public infotma
tion in Europe, for l'eporting information back to the United 
States on the program overseas, and to exploit the almost unlimited 
informational opportunities provided by the :rtfarshall Plan, a 
specialized information staff is necessary. A specialized informa
tional task is mvolved. 
(2) What is known of the Cominform's·pl'opaganda drive mdi
cates that thousands of propaganda agents are at work in Western 
Europe and that the equivalent of millions of dollars has been 
poured into advertising space, newspapers, organization expenses, 
publications, speakers' bureaus and other media of all kinds. 
To counter the activities o:f such an organized attempt to ;vreek 
the ERP requires the help of an information agency focused on 
Marshall Plan oonsiderations and specialized in the subjeet matter. 
{3) The:re is a substantial difference in funetion between what 
USIS :is set up to do and what the EC.A must do. USIS, aecord
mg to its legislative charter, carries out one basie function: to dis
seminate information abroad about the United States and United 
States foreign poliey. Only to a very small extent does it originate 
reports on the operation of United States agencies abroad. It does 
not report foreign news baek to the people of the United States, 

,, and it does not attempt to carry on a specialized service of report
ing foreign news to foreign audienees. The EC.A., however, must 
work in all of these :fields. An effort is made to assist in telling 
Europeans about t11e program and American motives and interests 
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and developments under the program, progress being made, prob
lems io be faced, and responsibilities to be met. 
(4) Sueh agencies as the Office of the Special Representative and 
the ECA country :missions reqlrlre the usual services of an infor
mation division-to prepare press releases, service private radio 
and press correspondents, and publish news of day-to-day develop
ments. Were the USIS to assume this function it would be under
taking a task which is quite afield :from its normal function, and it 
would be obliged to set up a separate set of offices, in e:ffeet an
other ECA information division. 

The overseas information staff of the ECA in Paris is the central 
American agency in Europe to whfoh representatives of the .American 
and international press in Paris turn for daily information on the 
recovery program. It serves as subject-matter specialist in prodneing 
news and publicity material about ERP for dissemination through the 
exiating facilities of the USIS and the .AJ:my. Its activities are de
scribed in detail below. 

The country mission information officers handle mission press re
latiorui, work with the participating governments and private groups 
to encourage their assistance ill publicity, adapt and disseminate mate
rials provided by Paris and Washington, and report local reeovery 
developments back to Paris and Washington for distribution in the 
United States and throughout Europe. Labor reporters have also 
been assigned to a number of the missions to concenirate on an inten- · 
sive information program among European workers. 

The overseas information program of the ECA has four general 
functions: . 

(1) To make available to the Ameriean and international press 
material useful in reporting on the activities and status of the 
recovery program. 
(2) To promote an understanding among the European people of 
the motives of the United States in extending recovery aid, to 
explain the objectives and methods of the program, to tell the 
amount of help which .America is extending, and to create an 
awareness. in Europe about the ERP, its progress and its opera
tiOlllil. 
(3) To make clear to Europe the relationship of the Marshall 
Plan to Amerfoan foreign policy objectives and to eounteraet the 
Co=unist propaganda campaign against Western European 
:recovery. 
(4) To help demonstrate, through a campaign of popular eco
nomic education, the requisite steps which are necessary if the 
economic stability of the participating countries is to be attained 
by 1952. 

The first two of the general functions listed above are in the nature 
of duties customarily performed by Governmental information offices. 
The last two fuuctions-counteracting Communist propaganda and 
undertaking a widespread campaign of popular economic edueation
·call for vigorous activity beyond the eonventional role of a government 
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information service in the United States. Yet it is essential that thooe 
functions be performed if effective public support for the ERP is to 
be won. 

The Co=unist anti-recovery campaign obviously cannot go un
challenged and unchecked, and the ECA is the specialized agency best 
equipped to meet the attack. 

Similar.ly, it is of first :importance to enlist the vigorous support and 
eager cooperation of the peoples of Europe. This entails a basic under
standing of difficult economic concepts, a popular appreciation of the 
steps which each country, and each individual, is to make if recovery 
is to be achieved. There is a pressing need of public acceptance of 
hard choices. If the governments are to adopt the necessary policies, 
and to be supported in them, a popular economic educational campaign, 
similar to that which is now successfully under way in the United 
Kingdom, is essential. 

The Information Division of the Office o:f the Special Representa
tive in Paris engages in the :following activities: 

News. Routine press contacts for all OSR units are handled through 
the Information Office and press inquiries of all sorts are dealt with in 
the same centralized manner. Press releases and other news and feature 
material gathered or issued by the Division are made available at once 
to information offices of the ECA country missions and to USIS. The 
latter transmits :important items to Washington and New York for still 
further distribution in the Department of State's daily radio bulletin 
ans! via the Voice of America. 

Weekly Special Jileatures Bulletin. Background material and special 
feature stories desc:ribing various activities of the ERP in the partici
pating countries are distributed in a Weeldy Bulletin issued by the OSR 
information division. The bulletin i,s sent to Washington, the ECA 
country missions, the USIS, the OEEC and a large mailing list of 
editors, publishers, and correspondents. Many of the articles are repro
duced in Western European newspapers and magazines. The publica
tion carries approximately ten stories a week for use both in the United 
States and abroad. 

Motion Pictures. The Information Division of OSR has produced 
an animated technicolor cartoon, with local-language sound tracks, 
describing the recovery program, which will be- distributed in Europe 
beginning early in 1949. The film stresses the primary responsibility 
of Europe in achieving recovery and illustrates the importance of 
American assistance. The division hail given substantial help to numer
ous private documentary film and newsreel producers in making ar
rangements, locating subject matter, and advising on material to be 
filmed. 

Radio mid Televi.sion. The OSR information division has made ar
rangements for leading radio networks in Europe and the United States 
to tell the story of recovery developments in Western Europe. Many 
such broadcasts have been made. Two fifteen-minute broadcasts a week 
are prepared by the Voice of America and broadcast by Radio Luxem
burg without charge. The same programs, suitably translated, are also 
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broadcast without charge over the Italian and Austrian Systems. They 
present prominent American government, business, labor, and civic 
officials giving the United States view of the recovery program. 

The Division has cooperated with the British Broadcasting Corp9ra
tion in the production of two weekly programs dealing with European 
recovery which are transrnittted in the BBC domestic network and 
on its overseas services in 14 languages. 

All ECA films produced in Europe are being supplied to American 
broadcasters to be used on television shows. Plans have been developed 
with one of the major United States networks to produce a television 
documentary film about recovery activities in Europe. 

Labm· Inforw1ation. A specialized staff within the Information Divi
sion is responsible for maintaining contact with European labor editors 
and for supplying them with material about the recovery program. 
There are two aspects to this program: 

(1). Maintaining flow of news and information material about 
ERP of interest to European workers, with particular ernpha!iis 
on the benefits to be achieved through democratic forms of govern
ment; . 
(2). Providing news of recovery in Europe which will be of special 
interest to the labor press and trade union members both in 
Europe and in the United States. 

To meet the needs of this labor information program, a labor-sup
plement to the ViT eekly Bulletin is distributed to the labor press of 
the participating ERP countries containing specially written news 
stories, feature articles and background material dealing with labor 
problems in Western Europe and in the United States. Information in 
the labor bulletin also is sent to the ECA Washington office where 
it is redistributed to the American labor press. 

In Washington, the Office of Labor Advisers publishes each month 
an eight to twelve-page newsletter,. entitled TRANS-ATLANTIC, 
which is directed to some 10,000 key American and European trade 
union officials. It serves a three-fold purpose: . 

(1)·. To keep labor leaders informed on those aspeats of ERP 
whfoh are of speaial interest to labor; 
(2). To answer the specific charges leveled against the program 
by the Communists; and, 
(3). To promote a better understanding among workers through 
an exchange of informati9n about their respective aountries. 

P1·ess Intelligence Service. An analysis of the news and editorial 
comment about ERP which appears in the Western European press is 
issued weekly for the guidance of the staffs of the OSR, the ECA in 
Washington and the EC.A. country missions. Particular attention is 
given to analyzing the basic propaganda themes being directed against 
the recovery program by the Communists press.in Europe. 

Press Photo S e1·vioe. A master "morgue" of photos cov~ring the 
United States and the European side of the ERP has been set up in 
Paris with the aid of the missions and Washington office. Subject mat-
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ter ranges from ship loading in American poi:ta tO' the use of ERP-pro
vided materials in factories and the use of counterpart funds in recon
struction projects. The "morgue" services news photo agencies, news
papers, magazines, free lancec writers, the country missions, and Wash
ington. The :final use of these photographs includes displays, pamphlets, 
and other news outlets. 

Pamiphlets. The information division has projected a series of Eng
lish language pamphlets which can be distributed from Paris a.nd the 
country missions and which can also serve fill texts,. to be modllied or 
enlarged as local conditions make advisable, for translation into the 
requisite hmguage by the information offices in the country missions. 
0£ the series, the following have been published.: 

(1) A short "fact sheet" about the ECA; 
(2) A comprehensive, but simply written, pamphlet describing 
the recovery program, its origin, major provisioill3, American 
motives and expectations; 
(3) A compendium of statements by EC.A officials on labor's role 
in the recovery program, plus the resolution and reports on ERP 
adopted by the .AFL and CIO annual conventions in November 
1948. Under preparation as of January, 1949, were: 
(4) A short leaflet on what the recovery program means to Eu:ro
pean labor; 
(5) A pamphlet listing and answering the prineipal Communist 
charges against ERP ; 
(6) A question-answer pamphlet on ERP, with special attention 
to businessmen's questions on how to operate within the frame
work of the program; 
(7) A series of simple pamphlets on "The Marsnall Plan and the 
Housewife", "The Marshall Plan· and the Businessman", "The 
Marshall Plan and the Farmer", etc.; 
{9) A color cartoon booklet on ERP, adapted from the animatecl 
cartoon film produced in Paris; 
(10) A. picture booklet showing United States production sources 
of materials provided by ERP. 

3. Publicity by Participating Countries and the OEEC. 
The p&J:ticipating governments have discharged their responsibilities 

to give .full publicity to the ERP with varying effort and sueces.~. 
Some nations have for some time been carrying on extensive programs 
o.f economic information and, since the recovery program, have added 
new elements and new emphasis to the campaigns in progress. Other 
c01Jl!tries, beset by severe budgetary problems and internal political 
turmoil, have lagged. behind. In all coUlltries, however, the participat
ing governments have :issued public reports on the status and progress 
of recovery. Responsible offieials, in parliamentary debate and in 
publie statements, have sought to publicize and arouse support for the 
program. In most countries, steps have been taken to expand publicity 
activities, and.many have assigned special officers to publicize the ERP. 

Private groups in the participating countries have helped to fill the 
needs for ERP information in those extensive fields in which official 
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publicity is of limited effect. Labor, business, and agricultural groups 
have publicized and discussed the program. Their work has greatly 

·increased knowledge and understanding of the ERP in Europe today. 
Nevertheless, much remains to be done by govermnental and private 

organizations w.ithin each country to explain by suitable public imor
mation prograII18 what is required of each citizen and each gl'()up in 
the community if recovery is to be achieved. These programs, to be 
effective, must be framed in popular, simple terms and must be promul
gated in all popular media. 

The OEEC is discharging in an.' efi'eetive manner the usual informa
tional duties appropriate to an intergovernmental agency. It has reg
ularly published the results of fts deliberations, made suitable expla· 
nations and condensations of its reoommendations and conelusions to 
the press, issued pamphlets and releases .in popular form to describe 
its operations and achievements. Its officials have been energetic in 
making public and radio appearances to discuss and illustrate the work 
of the organization. Its information staff in Paris is in daily person
to-person contact with the press, radio, and periodical reporters of all 
nations, answering thcir inquiries and su.pplying them w.ith a regular 
:flow of news on OEEC developments. 

The OEEC Press Office took the lead in establishing a working group 
of· information attaches from repreaentative participating countries 
to arrange for maximum publicity on OEEO developments. The Di
rector of the OSR Information Division is a member of the group. 
The close and useful liaison which has resulted has aided in joint ex
ploitation in the participating countries of both OEEC and ECA 
inJ'ormation projects. 

The OEEC has not yet launched, however, a syste:niatie publicity 
campaign in the field of popular economic education, so that the goals 
and methods of the recovery program may be fully understood and 
supported by the peoples of the participating governments. 

4. ECA Information in the United States. 
The foregoing disell8Sion has dealt exclusively w.ith ERP imorma

tion overseas. In addition, the EC.A conducts information activities 
in Washington which make available to the press and public day-to
day news <of developments in the program at home and repotts on its 
operations abroad. 

The ECA Information Diviaion uses the usual media of press re
leases, public statements, statistical, and economic reports, and the 
like, to dissem.i:a.ate factual information on the program. It relays 
to the .American press information on overseas operations and prepares 
material for use and' distribution abroad via State Department and 
ECA inJ'ormation offices. For example, it aids in preparation of radio 
programs for use by the Voice of Amerfoa and other European outlets; 
makes photographs of Ameriean reeovery goods for use in Europe; aids 
in the preparation of pamphlets and other information material re
quired in large quantity by overs<eas offices. 

A specialized staff for labor imorn'iation has been established within 
the Office of the Labor .Advisors to keep American workers imormed 
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a.bout the purpose and progress of the ERP. For details, see Section 
D (Labor and the ERP) of this chapter. 

H. LABELING. 
The Economic Cooperation AdmWstration has taken steps to inform 

those who receive ECA-fi.Danced goods that the shipments are made 
possible by the European Recovery Program. One measure is the 
requirement that such commodities be labeled with a striking emblem 
which identiflei; them as EGA-financed. · 

The emblem is a shield composed of four white stars on a blue back
ground above thirteen vertical red and white stripes. Between the 

·stars and!11tripes appear (with some variations) the words: "For Euro
pean Recovery-Supplied by the United States of .America." The 
emblem appears, whenever practicable, on the goods themselves and on 
the aontaine;rs in whicih they are shipped. 

In June 1948 the Administrator approved the shield as the official 
ECA emblem. October 15 a detailed labeling requirement was included 
in ECA regulations, putting responsibility on the importer in the 
participating country t.o arrange for labeling. Meanwhile the EC.A. 
condullted an extensive publicity program to acquaint both United 
Stfl;tes suppliers and foreign purchasers with the purpose and use of the 
ECA emblem. The newspapers and advertising trade a;nd business 
jourrn11s helped to publfoize the emblem. Foreign representatives in 
W ashingtou and abroad promised cooperation. Samples of the emblem 
and of the text, translated into foreign language, were supplied to 
foreign governments. As a reault of these measures more and more 
goods going to countries participating in the European Reeovery Pro
gram are clearly marked as ECA-:flnanood. The ECA requires that 
goods fuumeed by the ECA,,procured either in the United States or 
elsewhere and :financed either by loa;n or by grant, be labeled. When 
orders placed after the labeling requirements became widely publicized 
are ready for shipment, labeling will become almost universal. The one 
big exception is in the ease of bulk shipments of commodities such as 
grain and oil which do not lend themselves to labeling. 

1. Examples. 
a. The Netherlands. 
The Netherlands Bakers Foundation has issued posters, for dieplay 

in all bakeries, bearing the ECA emblem in color and the additional 
legel\d: "More than half of your daily bread was baked with Marshall 
Grain." 

b. France. 
Some 2500 box cars, now being made in the United States for ship

ment to France, will be marked with the ·ECA emblem. On one side 
of each box ear the emblem will appear with English text, on the other 
side with Freneh text. · 

c. Germany. 
The U. S. military authorities have arranged to afl.ix the EC.A. emblem 

on several thousand freight ears which are' being repaired, for me in 
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Germany, in other European countries. Each freight car will display 
the emblem with the following text: "For European Recov,ery--'Repair 
Made Possible by the United States of .America." The first of thet>e ears 
have already arrived in the Biz.one and a public celebration publicized 
the event. 

d. Denmark:. 
In .Augnst the Government :purchased two DC-6 aii;eraft with an 

ECA loan. The Government arranged to have the ECA emblem 
painted on the inside of the eabin door where it would be clearly visible 
to all who board and leave the plane. 

e. Italy. 
Saeks of flour for Italy are stamped with a large COJlY of the EC.A 

emblem with the te:x:t in Italian. 

2. Marking of Gift Packages. 
By arrangement with the U. S. Post Office, all individual gift parcclB 

on which the ECA pays ocean transportation. are labeled with the ECA. 
emblem bearing the text: "For European Recovery-Ocean 'l'ranspor
tation paid for by the United States of America.'' 

CARE packages and gift packages purchased tlu·ough stores are 
labeled with the ECA emblem bearing the text: "The United States 
of .America has paid a portion of the ocean tl·ansportation of this gift 
package as part of the European Recovery Program . . . making 
possible a reduction in the shipping cost paid by the Bellder." 

Voluntary relief agencies which are shipping goods abroad (on 
which the ocean freight ia paid by ECA) are preparing an emblem 
similar to the ECA's which will show the name of the agency and state 
that the :freight charges have been paid ·under the European Recovery 
Program. 

I. GUARANTIES. 
Private investment of dollar capital in Europe has failed to revive 

since the war because, among other reasons, in many eountries there is 
only limited possibility that the return from investment in the form 
of the local currency can be converted into United States dollars. The 
Congress, recognizing that a flow of private capital from the United 
States to the participating Muntries of Europe would help the dollar 
position of these countries and accelerate eeonomie recovery by adding 
to their productive capacity, undertook in the Economic Cooperation 

. Act to encourage new American investmel}t by authorizing the ECA to 
guarantee convertibility of the proceeds of such investment. Section 
lll(b) (3) of the Act authorizes the guaranty of the convertibility of 
certain investments in projects, including enterprizes produeing or 
distributing informational media., approved by the Administrator and 
the participating colllltry concerned as being in furtherance of the 
purposes of the Act. 

Applicatioll.S for industrial guaranties are exl.\.lllined by the EC.A in 
the light of approved eountry recovery programs and the im:paet n:pon 
the .American economy. The major points considered in oonnee;tion 
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with indUl:ltrinl pi;ojects are the need for the products in:the participat
ing country, the amount, if any, of dollar imports to be aaved, the 
creation of new exports, and the over-all soundness of the projects from 
the standpoint of the furtherance of European recovery. 

Applications for guaranties in oonnection with the produetion and 
distribution of informational media are considered in the light o:f the 
legislative intent to help spread a true understanding of American in
stitutions and of democracy, in Europe. The legislative history of the 
Economic Cooperation Act reveals that the Congress had in mind both 
giving to readers in Europe reliable news and informed comment on 
world affairs and keeping them informed about the American way of 
life. The application of these c1-iteria, which the ECA utilizes as a 
general guide, has resulted in the disapproval of guaranties for certain 
publications which, although enjoying a large circulation in the United 
States, are exclusively of an entertmn.ment character and do not pm:
port to give a balanced picture of American life. 

The types of information in the various media which are believed 
best designed to achieve the legislative objective are (1) technical infor
mation which will directly assist the increase of European productivity 
and the improvement of industrial, agricultural, and financial methods; 
(2) accurate and objective reports and discussion which will inform the 
people of Europe of current news developments, thinking, and <Jonnnent 
in the United States· on subjects of world concern-the ERP itself, 
American foreigu and domestic policy, eeonomieS', politics, and the like; 
and (3) information of a general and non-technical nature which will 
present to Europeans a :faithful and well-rounded picture of American 
life. Material seleeteij. according to these standards and circulated in 
the participating nations should do much to strengthen the process of 
European recovery and to promote the understanding in other lands 
of American conceptions of freedom and democracy. 

Guaranties are made in connection with new investments. With 
respect to informational media guaranties, in appropriate cases the 
costs attributable to each new issue of a publication or :film may be 
considered as a new investment. 

Responsibility rests with the investor £or obtaining the approval of 
the government of the participating country for the project :required 

• by the Aet. The ECA country mission extends assistance to the 
American investor in this respect. The mission also negotiates with 
the participating country for assurances regarding tlfe uses which may 
be made of loaal eurreneies acquired by the United States Government 
under the guaranties. · 

While inquiries on the subject of industrial and informational gnar-
, anties have been numerous, the· dollar value of the applfoations 

approved or pending (industrial projeet~, about $6 million; informa
tional media, about $4 million) has been far below the statutory limit. 
Tbe primary reason for the low dollar volume of applications would 
appear to be the uncertain conditions in Europe, which are not con
ducive to attracting new dollar investments even with a guaranty of 
convertibility. A secondary faetor affecting the magnitude of appli-
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cations to date is the relatively short period sinee the inauguration: of 
the guaranty program. 

J. EXCHANGE RATES. 

I. The Role of Exchange Rates in the, European Recovery Program. 
The pattern of exchange rates is one of several important elements 

ip. the European recovery problem. Adjustments in exchange rates 
are a neaessary aspect of European recovery, but it is a mistake of 
the first magnitude to assume that such adjustments ~e all that is 
required to produce recovery. Under competitive conditions, the 

. volume of exports and imports in relation to production and consump
tion within a country is determined in large part by relative exchange 
rates. Under present conditions, however, the exchange rate has a 
more limited role. In view of the low levels of production in the im
mediate post-war period and tho difficulties of the international ex
change situation, the European governments have controlled their 
foreign trade and their domestic economies through such devices as 
exchange coµtrol, import and export licensing, allocation of raw ma
terials and products, rationing of consumer goods, price controls, -
subsidies, State trading, and bilateral trade and payments agree-
ments. -

Relative exchange rates have an important role in determining 
the movement of trade to particular countries. Under competitive 
conditions the exchange rate operates directly, assuming given con
ditions of production and costs, while under present circumstances 
the exchange rate operates within the framework of internal aml 
external controls, including bilateral trade and payments agree
ments. llforeover, technological advance, changes in the distribution 
of income, and level of investment may result in drastic modifications 
of the merchandise composition of international trade, regardless of 

·the exchange rate structure. In the case of the participating coun
tries their normal trade channels have been disrupted by the effect 
of the war, particularly the decreased importance of Germany as 
a source of materials and as an important consumer of the products 
of other countries. While these factors represent offsetting influences, 
modifications of exchange rates in the proper direction may have the 
effect of directing trade to the desirable channels and changing its 
commodity composition in accordance with relative production costs. 

2. Exchange Rate Adjustment and the Balance of Payments. 
The primary :function of the exchange rate under competitive con

ditions is to establish equilibrium in a country's balance of payments. 
The level of exchange rates then determined exports, imports, and, to 
a degree, the invisible items in the balancie of payments. Thus, it 

-may be argued that where a-country is unable to balance its inter
national accounts at a given rate of excliange, the- remedy would be 
to devalue, thus restricting imports and enciouraging exports to the 
extent necessary to bring about equilibrium, assuming normal capi
tal movements. If this principle were applied to the European coun
tries today, drastic devaluations in terms of the dollar would be in-
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dicated in most cases. In this way the Mst of dollar imports would 
rise g1-eatly, while the :reduction of the p1·ices of foreign goods in 
terms o:f dollars might be expected to increase exports to the United 
States. To maintain their present volume of imports from the United 
States tlley would have to export much larger proportions of their 
total production to this country. In so doing, the levels of consump
tion in Europe would b.e i·educed to points which would produce 
economic maladjustment and political unrest. 

The level at which· Europe lfalances its current accounts with the 
Unit.ed States will be determined largely by the amonn~ and charac
ter of United States assistance . .At present a balance could be achieved 
without United States assistance only at a cost of drastic reduction 
in essential imports, since it is impossible to expand exports im
mediately to a sufficient level. A sharp reduction of raw material, 
food, and capital goods imports would reduce European output by 
disrupting industrial and agricultural production and would reduce 
living standards to politically disastrous levels and require the aban
donment of .the most urgent reconstri.iction projects. .liJJ.y level of 
imports appreciably below that projected by the original EC.A. pro
gram does not give a reasonable prospect of viability of free society 
in Europe. With these considerations in mind, adjustment of exchange 
rates is only one of the major issues involved in the determination of 
the levels of production and consumption and the volume of foreign 
trade of the participating countries. 

3. Exchange Rates in Relation to European Exports. 
The exchange rate has a particular significance in terms of the 

EGA program. .A major problem is the level of European exports of 
goods and services, since the greater the amount of the defi.cit which 
is covered by normal trade and service, the smaller will be the amount 
of United States assistance required to produce viable economies in 
Europe. At the conclusion of the recoV€ry program these countries 
should be in a position to :finance their Western Hemispher~ require
ments without e:xtraordinary assistance from the United States Gov· 
ei:nment. With this end in view, modifications of exchange rates will 
probably be needed in the course of the ne:x:t three years. It :is im
portant to bear in mind, however, that m the early stages of,Enro
pean rMovery the appropriate exchange rate :is not necessarily the 
one which maximizes ex:po1-ts. A lower exchange rate may result in 
a diversion to the export market of resources needed for domestie 
reconstruction and recovery. Without prejudiee to the desirability 
of devaluation where such a step :is elearly indicated as a measure 
for expanding exports, it should be borne in mind that devaluation 
may te:nd to create inflationary p1'essures. Higher priees of im
ported commodities may result in increased wage demands which will 
make more difficult any program of domestic stability. · 

The available import and export data give some rough indieation 
of the rate at which the total exports of the European eountries have 
l'eeovered since the end of the war and the direction of trade. Taken 
by themselves, they do not indicate the degree at which any countrv 
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has made an effort to become sel£-supporting. Other facto1·s such as 
the level of production and employment, the requirements for re-, 
construction, depending in part on the amount of destruction, and 
the conditions of foreign markets, must be taken into consideration 
in evaluating the export effort of a given coUlltry. l\foreover, trade 
data do not indicate the extent to which exchange rate adjustment!! 
in the last two years would have enabled the participatfag countries 
to meet a larger portion of their Western Hemisphere deficit. Con
sidered in conjunction with other relevant material, trade data may 
indicate situations which will require further study in relation to 
the exchange problem. 

The total exports of the ERP coUlltries to all aountries amounted 
to $9.1 billion in 1938 and $12.8 billion in 1947. If, however, Ger
many and AustI-ia are excluded from the calculation (since Austria 
was invaded by Germany in 1938) the respective :figures are $6.7 
billion and $12.4 billion respectively. The level of exports measured 
in terms of dollars (with conversions at rates of exchange applicable 
to exports) thus is slightly under the amount which might be ex
pected if allov,·ance is made for the rise in prices in the United States 
between 1938 and 1947. Approximately the same situation prevails 
with regard to exports to the United States. In 1938 the ERP coun
tries, ex elusive of Austria and Germany, exported $373 million t'J 
the, United States and $635 million in 1947. In 1938 the rate of exports 
to the United States was 5.6 percent and in 1947, 5.1 percent. Con
sidered in relationship to United States imports, the participating 
countries provided 24.5 percent of total United States general imports 
in 1938 and 12.1 percent in 1947. If Germany and Austria are ex
cluded from the :figures the percentages are 21.2 and 11.9, respemvely. 
It may be noted, however, that United States imports consist largely 
o:f raw materials and :finished products obtained from areas other than 
Europe. . 

As indicated in the table on Exports of ERP Countries, the pro
portion 0£ trade moving to the United States varied considerably from 
country to country. Austria, Denmark, Portugal, Switzerland and 
Ti,1rkey have eonspieuously increased the relative share 0£ the United 
States in their exports, while on the other hand there have been 
decreases in the ratio of exports going to the United States from 
Belgium, France, Italy, The Netherlauds and Norway. The United 
Kingdom and Ireland have maintained approximately the pre-w<tr 
ratio. There has been some tendency to increase exports to the 
other Western Hemisphere countries, while the percentage 0£ exports 
going to Eastern Europe has in most cases been sharply reduced. 
In the ease of the United Kingdom there has been some teJl.dency to 
shift a larger percentage 0£ the total exports to the sterling area, 
while Belgium, France, The Netherlands, and Portugal have increased 
their exports more than proportionally to coUlltries outside of Europe 
m1d the Western Hemisphere. 

These movements of trade probably can not be explained mainly 
in terms of relative exchange rates and they do not indicate a greater 
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concentration of trade among those countries whose currencies might 
be regarded as over-valued, in terms of the dollar. More probably 
the movement of trade has been determined by the character of pro
duction and by the terms of bilateral trade, clearing and payments 
agreements, and other factors than the exchange rate. 

TABLE 1. 

Exports of ERP Countries, 1938-1947 

Country 

Value in 
Millions 

o! DollarS 

All stria 
1938................. . • . . . • . . 228.4 
1947........................... 842 

Belgium 
1938.... ........ •. . .. . . . . •• . 732Q 
1947... .. • • • • • • • . . . . . • • . . . . • • 1,405 7 

Denmark 
1938..................... 334.9 
1947........................ .. ~26 

France 
1938.. ............ ............. 880.4 
1947. . . . • • • • • . • • . . ..... . • • . . . . .. 1, 787 .7 

Germany 
1938.. . • • • . . • .. • . . . • .. • .. • • . . .. 2,111.4 
1947...... •• • •• ... ... . .. . •. . .. 303.5 

Greece 
1938... ...... .... ............. 90.9 
1947.... ....... ... . . ... 56 8 

Iceland 
1938.... • . • • • • . • .. . . . . . . . • . . . 12.9 
1947.... .•. ...... ....... •• 44.7 

Ireland 116.7 1938·.......................... 156.3 
1947 •...•••••.............•. 

Italy 552.1 
1938 ................ . 
1947... ........... ....... •.... 746.4 

Netherlanda 
5716 1938 ......................... . 

1947........................... 700.g 

Norway 

mi~:::::::::::::::::::::::::: 5:;:~ 
Portugal 

1938................. ~0.4 
1947.... ... .. .... . .... ... .. 173.1 

Sweden 
1938... . .. .. .. • . .. . .. . . .. . • • 464.5" 
1947.... ..... .... . .......... 894.2 

Switzerland 
1938... .......... .. . .. .. .•.• 301.l 
1947... .......... ... ........ 763.3 . 

Turkey 
1938........ ........ ......... 115.0 
1947.... ... . .. . . .. ... .. .. .. . ... 223 3 

trnlted Kingdom 
1938.. ... ••• . .. • •. . .. • . • •• • • .• 2.301.7 
1947. . . . .. . . . • . . . . . . • .. . .. . . . .. 4,582 4 

-riotal (Exclusive 0! 1 Germany 
ancl AustrlR: 
1938................. .. . . . . .. . 6,717.4 
1947.. .. • .. .. • .. .. . . .. .. . .. .. .. 12,382 3 

'!'Ota!: 
1938......... . • • . .. • .. • • .. . . 9,057.2 
1947.. . . . .. • .. . .. . .. . . . . 12,770.0 
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12.5 
19.4 

14 0 
25.2 

14.5 
31.4 

13.2 
24.3 

18.7 
16.9 

13.4 
15.7 

14.3 
15 3 

51:7 
69.3 

64.1 
61.7 

89.9 
71.1 

48.4 
40.4 

52.5 
954 

62 a 
6M 

79.1 
680 

97.9 
97Jl 

41.5 
S0.1 

64.1 
63.6 

72.5 
61.1 

60.7 
38.0 

66.7 
56.5 

80.2 
48.1 

69.6 
498 

282 
27.5 

50.0 
44.4 

S0.7 
458 

43.4 
24.0 

22 3 
26.0 

68 
23.4 

39.9 
51.3 

32.1 
2.1 

17.0 
19.3 

6.2 
26.0 

42.8 
29.4 

264 
28.4 

16.2 
25.3 

26.8 
42 6 
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25.3 
20.5 

17.2 
25.9 

53.1 
55S 

203· 
39.9 

85.0 
38.9 



4. Exchange Rates in the Future. 
J;n eonsiderlng the problem of exehange :rates, it has been fully 

reeognized that present exchange rates, ineluding those established 
in the post-war period and agreed with the International Monetary 
Fund as an initial step, would not, in some cases, be appropriate 
throughout the life of the European Reeovery Program. 

Exebange rates must be considered m the light of :the internal 
:financial and monetary situation in a country, its produetion, the 
rate of capital investment, and the availability of United States 
assistance. The establishment of a stable exehange rate must be 
part of a coordinated program of :fiscal, monetary, and economic 
stabilization. Thus budget policies mu.st be such as to prevent undue 
increases in monetary eireulation, expenditures must be held to 
proper levels, taxation increased, and :i:eliance placed upon domestic 
savings, rather than central bank resomc.es, to :finance governmental 
requirements and investment programs, and the local-currency 
counterparts of EO.A. grants must be· used in ways whfoh promote 
:financial stability. 

The establishment and maintenanee of permanent stable exehange 
rates require a high degree of internal financial and economic sta
bility. In. general, little advantage is to be gained by modifieation 
of exchange rates until this internal stability has been achieved, but 
there may be eases where an over-valued exehange rate, by hindering 
exports and stimulating imports, may militate against the attainment 
of stability. It should be emphasized that the primary purpose of the 
program is to restore the eaonomies of Europe and that, in some eases, 
this aim may be defeated by premature aetiqn with regard to ex
ehange rates. 

The primary consideration in determining Em:opean exchange 
rates must be the restoration of viability to the European economy. 
This involves internal financial and monetary measures as well as 
modification of exchange rates and other policies neeessary to increase 
exports. The United States objeetive in this area must be to reduce 
dependence upon extraordinary United States assistance, so that 
in 1952 the participating countries will lie able to reach app:i:orimate 
balanee (allowing for normal capital exports from the United 
States), by increasing exports of goods and sernl)es, relatively to 
imports, partieularly to the dollar area. 

Some of the countries in Europe have made greater progress than 
others in reaching these desired results. Thejr levels of exports have 
increased and appropriate portions have been sold to the Western 
Hemisphere. In other eases, the level of exports has been low, in 
comparison with the levels of production and imports, and relatively 
small portions of the exports have been sold in the Western Hemi
sphere. This condition may result from internal programs of rapid 
reconstruction, but to aome extent it may also be the eoIDJequence 
of over-valued exchanges. Where modification of exehange rates is 
indicated, the partieipating eonntry concerned, if a member of the 
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International Monetary Fund, will be expected to propose a new par 
value to the Fund,. in accordance with its Articles of .Agreement. 

K. ECA FINANCING OF OFFSHORE PROCUREMENT . . 
"Offshore proaurement" is a term used to describe procnrement for 

dollars in areas other than the United States, its territories and de
pendencies. ECA :financing of such purchases was authorized by the 
Economic Cooperation Allt of 1948, which also required that to the 
maximum extent practicable ECA :financing of petroleum and its prod- · 
U()ts be made from sources outside the United States. 

1. The Role of Offshore Procurement. 
The importance and value of offshore procurement to the United 

States is that it makes possible progress in the European Recovery Pro
gram with a minimum impact on the United States supply of scarce 
co=odities not easily spared by this country and at a minimum cost 
to the United States Treasury. In some cases, commodities purchased 
offishor_e either are not in sufficient supply in the United States to meet 
the essential needs of participants or the export of additional quantities 
might exercise undesirable upward pressure on domestic prices. To 
the participating ()OUUtries the ECA :financing of offshore procurement 
has been valuable in maintaining more normal trade relations with sup
plying countries outside the United States. Some supplying countries 
have been induced to continue a desirable movement of scartle essential 
goods to Europe in return for a wide variety of goods from the United 
States. Although the amounts of ECA-:financed procurement have 
varied among supplying countries, the program has helped several coun
tries to maintain significantly higher levels of trade, both with Europe 
and the United States, than would otherwise have been possible. How
ever, in no case has the ECA financed the purchase of goods in a non
participating country simply to ease its dollar position o~ to permit it to 
remove import restrictions. 

2. The Occasion for Offshore Procurement. 
In their trade relations with countries other than the United States, 

OEEC countries face essentially the same financial problem that they 
face in trade with the United States. The needs of the participating 
countries for purchases in other countries sometimes are larger than 
their current exchange earnings from trade with those countries. Some 
of the needs have been and will continue to be :finanaed by the other 
countries through acceptance of currencies other than dollars to settle 
accounts, extension of grants and credits, accumulation of European 
eurrencies, the purcha~f European assets, new investment in Europe, 
and the retirement of debts due Europe. A large uncovered balance 
nevertheless remains for which payment in gold or dollars is required. 
Since the end of the war in order to make such payments Europe hall 
obtained gold and dollars from reserves, from United States Govern
ment credits (notably the British loan), and more recently from 
ECA funds. 

The ECA, in :financing purchases by participating countries outside 
the United States, is concerned that every possibility of secmring non-
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EC.A. financing of'the purchases in question be explored :first. By pur
suing and exlrausting these possibilities, ECA encourages other coun
tries to make :financing available and stimulates participants and other 
countries to expand their mutual trade without dollar assistance. 

The possibility of non-ECA :financing of deficits with non-partici
pating countries exists in three situations. {l) Bilateral trading 
arrangements between participating countries and non-participating 
countries frequently establish "offset accounts" in European or other 
currencies without requiring periodic gold or dollar clearing; under 
arrangements of this type the required purchases, may be :financed in 
the currency of account. (2) In particular, some non-participating 
countries have agreements with the United Kingdom on the use of 
sterling to clear accounts with countries in the Sterling Area and cer
tain other countries holding sterling balances. The possibility then 
exists that sterling may be used to finance the required purchases .. 
Thus, under the Intra-European Payment Plan, adopted in October, 
1948, participating countries may use their sterling drawing rights to 
purchase anywhere within the Sterling Area, and, therefore, it is not 
necessary for the ECA to finance purchases in these countries. Other 
possibilities for non-EC.A. financing in sterling also may exist. (3) 
Finally, some non-participating countries themselves may b~ able to 
fii;tance purchases required by the more credit-worthy participating 
c9untries. 

The funds originally requested by OEEC countries were intended 
mainly to finance their dollar deficits with the Western Hemisphere. 
Hence, ECA has financed procurement in. non-participating countries 
outside the Western Hemisphere only in exceptional cases. In general 
the purchases that have been financed represent urgent instances of 
goods not available in the Western Hemisphere in sufliciep.t supply. 

Since the Intra-European Payments Plan went into effect, EC.A. 
funds have not been used to finance purchases in participating coun
tries except for small purchases in Switzerland· and Portugal. Switzer
land and Portugal, although members of the OEEC, participate only 
intermittently in the operations of the Payments Plan. ECA dollars 
are used for purchases in those countries only in special cases. 

3. The Extent of Offshore Procurement Authorized. 
A report of ECA financing of offshore procurement is published 

periodically showing commodities :financed, source countries, and coun
tries of destination. The seventh such report made to the Public Ad
visory Board, shows that by December 31, 1948, the ECA had author
ized offshore procurement of commodities totaling $1,408.8 millio11. 
excluding ocean freight, from sources shown in Table 1. 

Bread grains, non-ferrous metals, sugar, meat, and petroleum ac
counted for about two-thirds of the authorizations issued for financing 
from Canada and Latin America. 

Machinery and vehicles from Czechoslovakia and Hungary and coal 
from Poland accounted for the bulk of the $31.6 million ·total ECA 
:financing of purchases in Eastern Europe. Procurement of $258,000 
of lead and copper frolll Yugoslavia was also authorized. 
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TABLE 1. 

Authorizatio!lll for ECA Financing of Procurement Outside the United States 
Cumulative April 3-December 1, 1948. 

(Millions of Dollars) 
N 011r-Participating Cowntrie$: 

·Other Western Hemisphere Countlies 
Canada and Newfoundland __ ..... . ....... . 
Latin America_ ........ ···-···-· ........•..........•. 

Eastern European Countries _ ........... ~ .......... . 

$593.4 
353.3 

OthNp·· · C. er on- artie1patmg ountr1es ........ _ ....... _.. . .. .. 

Total 'Non-Participating Countries 

Pai·ticipating Countries: -·· __ .. .. ..... .. .. . .. .. .. . . .. .. . . . . .. .... .. 

Total .. _ .......... ·- - ....... _ ........ -···~ .... ---- ....... . 

$ 946.7 

31.6 

185.5 

$1,163.8 

245.0 

$1,408.8 

Petroleum from American companies operating in the Middle East 
accounted for $122.4 million of the $185.5 million total EC.A. :financing 
of purchases in other non-participating eountries outside the Western 
Hemisphere . .As noted above, the Economic Cooperation Act specifically 
instructs the Administrator to assist in the procurement of petrolewn 
products outside the United States in order to conserve domestic re
sources. '.J.'herefore, the ECA has :financed a large fraction of oil im
ports required by Western Europe from the Middle East. 

Imports of OEEC countries from Japan. and the Philippines have to 
be paid in dollars and again these imports have been partly :financed by 
ECA. Between April 3 and December 31, 1948, ECA authorized pro
curewent amounting to $31.6 million in Japan and $33.6 million in the 
Philippines. Neither Japan nor the Philippines is in a position to 
extend credits and EC.A. has considered as justifiable procurement from 
these two countrieB, whfoh are virtually on a dollar basis. Purchases ill 
China have also, in some cases, been :financed by ECA. 

Procurement authorized in other non-participating countries outside 
of Europe and the Western Hemisphere has been principally of petro
leum and products, fabricated basic textiles, and fats and oils. A few 
procurement authorizations were iS!!ued. for purchases in the non-par
ticipating Sterling Area, prior to the adoption of the Intra-European 
Payments Plan in October, 1948. 

During the second and third quarters of 1948 ECA financed a lim
ited amount of purchases by participating countries in other partici
pating countries. .As explained in Section M below on Intra-European 
Trade and Payments, these funds were made available in the third 
quarter as "supplementary allotments", and were considered as dollar 
aid to the selling country rather than to the buying country. 

4. Requirements for Offshore Procurement in Fiscal Years 1948/49 
and 1949/50. 

It is not.possible at this time to forecast with confidence the amount 
of offshore pt·oeuremeut in the :fiscal year 1950 or even in the three 
months of April-June 1949, because factors such as crop conditions, 
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prices, credits, and other conditions of sale have a determinio.g effect on 
the placement of orders and the arrangements for :financing by the 
OEEO conntries. It is' probable, however, that the over-all aggregate 
value of ECA-:financed offshore procurement will be reduced in the next 
fiscial year because of the antfoipated improvement in the payments 
position of the OEEO countries with respect to those countries in which 
EOA financing of o:IIshore procurement is now being carried on. 

This anticipated improvement marks the progress of the European 
participating eoi:mtries toward the attainment of their recovery goal 
It is due principally to inerea:red exports by participating countries . 
.At the same time their deficit on eurrent invisible account is expected 
to be materially reduced. These expected developments result from 
the improved economic health and higher production levels of the par
ticipating countries. 

The ability and willingness of other non-participating countries, 
pa:rtfoularly those in the Western Hemisphere, to furnish assistanee 
also appears to be declining. Nevertheless, the need for EC.A :financing 
of proeurement in these areas will be lower because of the substantial 
expansion antfoipated in Europe's exports. Relations of partieipating 
countries with the Other Western Hemisphere Countries and the pros
peet for :financing by those countiies is discussed in the ne:x:t Section. 
ECA :financing of purchases outside the Western Hemisphere may con
tinue to be needed but will be small. .At present, there are no plans to 
use the o:fishore purchase method for :financing trade among the coun- -
tries participating :in the Intra-European Payments Plan although its 
employment under certain eireumstanees is not precluded. 

L. RELATIONS WITH OTHER WESTERN HEi'vilSPHERE · 
COUNTRIES. 

1. Inl:!oduction. 
As Europa's economy revives and world supplies of raw materials 

and foodstuffs improve, the size of EuroP.e's uncovered cmrrent bal
ance with other Western Hemisphere ( OWH) countries, for which 
dollar payment is required, is reduced. It is reduced by the expansion 
of exports from the OEEC oountries to OWH countries, by redueed 
reliance upon imports, and by improved prices for imports in relation 
to prices of exports. Prospects for trade and payments of the OEEC 
countries with OWH countries are examined in section 2 below whieh 
analyzes Western Europe's need for :financial ass.istamie in covering 
requirements from Western Hemisphere oount_ries other than the United 
States. In seetion 3 below the ability of Canada and Latin America 
to furnish such :financial assistance is assessed. 

2. Need of Participating Countries for Assistance in Financing Re
quirements from Othe.r Western Hemisphere Countries. 

Elll.'ope's need for assistance in :finaneing purehases in OWH 
oonntrles was substantially less in 1948 than iu 1947 and is expected 
to be still smaller in the fiscal year 1949/50. 'l'he current account 
deficit of OEEC colllltries in Europe (not including Switzerland, 
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Portugal and Turkey) with O'>VH countries is, perhaps eonsetva.. 
tively, estimated to be $890 million in the fiscal year 1949/50 com
pared with an estimated $1,665 million in 1948 and $2,025 million 
iu 1947. 

The recent and prospective improvement is due to several eireu.m
stane(l!!. (1) As their ability to produce revives, OEEC eountrie.s are 
expanding exports t.o OWE countries. From 1947 to 1948 exports of 
OEEC countries to OWE countries increased 25 percent (from $1,025 
million to $1,275 million) ; they are expected to continue increasing at 
that :rate and in the :fiscal year 1949/50 t9 be $1,740 million. (2) In 
addition, OEEC countries axe increasing {net) sales of shipping and 
other services to OWE countries, and United Kingdom petroleum com
panies expect greater eai'Ilings in Latin America. These developments, 
the OEEC countries state, have lowered theix net payments on invisible 
account from $275 million in 1947 to $200 million in 1948, and they 
expect an even greater reduction to $60 million in the fiscal year 
1949/50. (3) Finally, OEEC countries are benefiting from lower prices 
resulting from improved world supplies of agricultural products. 
Among other Western Hemi<lphere products wliieh experienced price 
deelines by the end of 1948 are cereals, feedstuffs, fats and oils, and 
sugar. While prices of certain other imports inereased, notably non
ferrous metals, the general level of other :Western Hemisphere export 
prices declined. On the price assumptions employed in the ECA 
estimates for :fiscal year 1949/50 the value of imports is expected to fall 
further, from $2;775 million in 1947 and $2,740 million in 1948 (at 
then em·rent prices)., to $2,570 million in 1949/50. 

The past and projected improvements in the trade. and payme.nts 
acoount of OEEC countries with OWH eountrioo is summarized 
in Table 1. 

TABLE I. 

Trade and Payments Account of Participating Countries in Europe 
with Other Western Hemisphere Countries. 

1947, 19\lll, !llld. Flscal Year 1949/5~ • 
(M.1111ons of dollars a.t then current prices} 

1947 b 1S48 b 

ltnp0rt.s i'rom OWH• ············~···~~··············~~· 2,775 2,740 
Exporta to OWE: ··············~·••+~········ •+••····· ... 1,025 1,275 

Merehandl.se De:flclt 
····~~·······~···················· -1~75(} -I,4o5 

Net Invisibles "" ······ ··········· ·~········ .,. ........ ~~ - 275' - ZOO' 

Current DeJlclt ·······~······"~ .................... ~.··~· -2,025 -17005 
. 

• Exe!Wles Swltzerl&nd, Portugal, nnd Tul'key. 
b Merchandise trade from puhllshed Canadian and European trade reports. 
'Summed from Tal>le 4B for each Particlpat1ng Country nnd roUllded. 

Fiscal 
1949/50. 

2,570 
l,741) 

- 830 - ao 

- 890 

•Excludes petrol~um product.a except !or Fl.seal 1949/50 wbioh includes $15.1 .mJ.lllon. 
of petroleum pxoducts. 

• Includ05 net payment& b:V tTnlted Xllll!dOm petroleum OOillPl'll!<!.$ In Latin America. 
'From OEEO subm1BB1ons !or Flscnl 1948/49, 
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a. Imports Required from Other Wester!). Hemisphere Countries. 

Cm:nmodities required by OEEC countries from Canada and Latin 
America cover a wide range of essential items, mostly foodstuffs, 
agricultural raw materials, and minerals. Wheat from Canada and 
Argentina has been of vital assistance to OEEC countries, especially 
the United Kingdom and Italy, in supplementing insufll.eient local 
harvests of bread grains. Canada and Argentina are expeClted to 
continue being important world exporters of this leading food item. 
Suga!', corn, linseed oil, oilcake and meal, meat, cotton, hides and 
skins, sisal, henequen, pulp, paper, quebracho, and lumber are other 
important agricultural and forestry items required by OEEC coun
tries from OWH sources, and non-ferrous metals, including aluminum, 
copper, lead, nickel, tin, and zinc, are foremost among other raw 
materials required from these. Substantial quantities of petroleum are 
needed from Venezuelan oil :fields. When these are supplied by United 
States companies, however, they have been shown as requirements from 
the United States. When they are supplied by British oil companies 
operating in OWH countries, only indixeet dollar costs are involved, 
and these costs axe reflected in the invisible payment account for the 
United Kingdom. Small quantities of oil are supplied by the govern
ments of Venezuela and Mexico, and these are shown in 1949/50 as 
i>equirements from OWH oountries. 

OEEC conntries (except Switzerland, Portugal and Turkey) proposed 
in their submissions for fiscal yeru: 1949 /50 to import $2,930 
million of goods from Canada and Latin Amerfoa. The ECA estimate 
is $2,570. It is lower partly because the volume of some imports has 
been reduced in line with expected limitations on availabilities and 
partly because, iu the light of moxe xecent information, lowex prieoo 
have- been used in valuing requirements for coarse grains, fats and 
oils, sugar, meat, and coffee than were assumed generally by partici
pating countries. Higher prices have been used in valuing require
mepts for oilcake, cotton, and non-ferrons metals than OEEC coun
tries anticipated, but on balance the eifeet of price adjustments has 
been to reduce the value of importii required from OWH sources. The 
adjustments for price and volume have brought total imports more 
into line with recent experience as comparison with 1947 and 1948 in 
the preceding table shows. 

In the event that availabilities in the OWH countries prove to be 
greater for short-supply items than IfOW anticipated, import require
ments o:f OEEC countries will be larger than is sho;yn in Table 1. 

b. Exports to Other Western Hemisphere Countries. 

The $1,740 million allowance in Table 1 for exports to OWH coun
tries in fiscal year 1949/50 is only $lightly less than the $1770 million 
proposed by OEEC countries in Europe (excluding Switzerland, 
Portugal, and Turkey). In Table 2 the export programs o:f OEEC 
countries (excluding Switzerland but including Portugal and Tur
key} to Canada and Latin America proposed for :fiscal years 1948/49 
and 1949/50 are compared by major product classes with the 1947 
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exports reported by OEEC in its Report to the Economic Cooperation 
- .Administ1·atio1i 011 the F'frst A-nmwl Programme.* 

'TABLE 2. 

Exports ·of Participating Countries in Europe to Canada and Latin America 
by Major Product Classes, 1947 and Programmed by OEEC 

for 1948/49 and 1949/50 • . · 

Value of Exports Change In Exports 

To Canada.: 
11948/49 ,1949/50 

1941 to 1194~49 1947 to 1948/49 
to 

1947 lO<ll!/49 • 1949/50 1948/49 o 1949/50 

Millwns of dollars Millions of dollars Percent 
Agricultural Products ••••• 14.ll 17.5 25.9 u 8.3 24 47 
Solid Mineral Fuels ..••••• 06 23 34 1.7 1.1 283 49 
Ores au.d Metals ............. 4.2 13.8 10.3 9.11 -3.5 m -:.?5 
Telttlle Materials and Prod· 

uets ( exoluding clothing) 82.4 155.6 162.0 732 6.4 89 4 
:Maolllnery and Equipment 

tnoluding Tran spot t 
Equipment ...........••• 34 0 55.3 53.6 ::ll.3 -1.7 63 -3 

Other Goads ............... 72.4 120.4 151.5 480 31.l 66 26 
TOTAL ... ~ ............ 207.8 365.0 405.7 157.ll 41.7 76 11 

To Latin America: 
Al!J.'l¢Ultural PrQ<;lU~ ..... 40$ 59.3 67.5 18.5 8.2 46 14 
S<>lid Minerals Fuels •••••• - 22.2 27.3 22.2 5.1 - 23 
ores and :Metals .......... 28.4 115.1 127.S 86.7 12.4 306 11 
'I'eXtlle Materials and PrOd· 

ucts (Ol<eludlug clotbl.rig) 126.6 :!29.7 l9M 3.1 66.7 3 51 
Machinery and Equipment 

Including Transport 
Equipment .............. 279.0 372.6 455.6 936 84.0 34 ~ Other Goods ............... 269.l 364.4 485.1 95.3 120.7 35 

TOTAL 
·······~···· ·~~~ 

743.9 1003.3 1360.4 319.4 297.l 4S 2~ 

GRAND TOT..U. •...••. 951.7 1428.3 1767.1 476.6 3388 50 !4 

• Source: Figurea !or 1947 and 1948/49 are !rom tile Flrrt Annw» l'r~gramme o! t;he 
OEEC, table,; 4 tor 1947 and 5 !or 1948/49 except that exports to canada for 1948/49 ns 
publiShec1 e.re In error and .bave been ad.lusted using tile lndlvlelual OEEC country sub· 
1!11$$10ns: :llgtll'es for la49/50 ure !rom OEEO co1l!ltcy submissions. Excludes Switzerland. 

Ex:ports to OWH countries a:re estimated by the OEEC to be about 
$475 millions or 50 percent greater in 1948/49 than in 1947. This 
expansion appears feasible in light of 1948 t:i:ends in published trade 
data. Canadian trade :reports for eleven months of 1948 show im
ports from European participants at an annual rate of $350 million 
(including Portugal and Turkey but excluding Switzerland) com
pared with $365 millions projeeted for 1948/49. Published European 
trade reports fo:r four to seven months of 1948 show exports to Latin 
America at the annual rate of $930 millions compared \Vith $1068.8 
millions projected by OEEC for 1948/49 . 

.A :further increase of about $340 millions (24 percent) is projeeted 
for 1949/50 in exports to all OWH countries by OE:lllC. .About $800 
million of this increase is expected to come in exports to Latin .America 
w1tich are expected to expand about 28 percent. While the target repre
sents a volume of exports a little more than 20 percent greater than 
pre-war, the economies of the O\\T:S: countries have grown, and the 

• AlUle>:. Table 4 for 1947 and Table 5 for 1948/<lll. The tote.I ot exports to O'l"lli oaun
trles'sllowu tor 19~7 In Table 1, $1,025 mllllon. Is h1gll.er, despite the exclusion of Portugal. 
and Turkey, tban tbe total l:n Table 2, $951.? mllllon. The OEEC Beport notes thil.t !ts 
figui:es on commodity exports are not In evei::v oa.se complete, and the total or auen 
exports ts about 6 percen~ below the total a! exports !t gives In the balance of payments 
tables. Thls woUid account for most a! tbe diiferenoe between exports 1n Tables 1 and 2.. 
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large volume of exports projected for 1949/50, at prices assumed to 
be current then, would restore little more than half of Europe's 
pre-war participation in other markets. This is shown in Table 3 
whfoh assumes that OWE: imports from the United States and other 
areas will be about the level prevailing in 1948. 

Restoration of European participation is expected to be farther 
advanced in Canada than in Latin America by 1949/50. Canada 
would draw an estimated 16 percent of its imports from OEEC coun
tries compared with 22 percent pre-war and 9percentin1947, whereas 
Latin Amedca would draw an estimated 25 percent from.-OEEC coun- , 
tries in fiscal year 1949/50 compared with 46 percent pre-war and 15 
percent in 1947. On the basis of these estimates there seems little 
doubt that OWH countries could absorb the exports projeeted by 
OEEC countries in 1949/50 if the goods are competitively priced 
and suited to the market. 

However, prices of exports may be too high and the composition 
o:f the program may not be adjusted to Western Hemisphere mar
kets. Indications are that mal!y European export prices are higher 
than ppces· of comparable U. S. merchandise. As was noted in the 
preceding section, the ECA projection allows for some decline on the 
_average in prices of products that OEEC countries import from OWH 

TABLE 3. 
Source of Imports by Canada and Latin America 

1938, 1947, 1948, and Fiscal Year 1949/50 
(In percentages) , 

1938 1947 1S48 t"lscal Year 
1949/50 

Imports of Canada: 
22 Fram OEEC Countries a •••••••• ••••••••••••• 63 From U.S.A .................. ················ 15 From All Other Sources . ................... . 

Total.................................... 100 

Imports of La.tin America. 
From OEEC Countries 11 • • • • • • • • •••••••••• , 4-6 
From U.S.A ••...•...•.•••. ,.................. 35 
From All Other Sources..................... 19 

TotBl. ••••..• , •. , ..• ,, ..........•..•. ,.... 100 

Imports of Canada. and Lati!l Antetica 
From OEEC countries "'. . . . . . . . . . . . . . . . . . . . . 38 
From U.S.A.. • • • • • . • • . • • . • • • • • • • • • • • • • • • • • • • • 44 
From All Other Sources..................... 18 

Total...................... . • . . . • . • • . • . . • lOO 

•All Participants 1n Europe, Including Swit.zerla.nd. 

9 
77 
14 

100 

15 
63 
22 

100 

13 
67 
20 

100 

14 
69 
17 

100 

19 
57 
24 

100 

17 
61 
22 

100 

16 
69 
15 

100 

25 
52 
23 

100 

22 
58 
20 

100 

countries. While some allowance has also been made in the ECA 
program for a corresponding reduction in prices of exports to OWH 
countries by the OEEC countries, this adjustment is very small in 
relation to the total value of OEEC exports in question. Further
more, Europe's export program, while likely to be realized in Canada, 
may not be properly tailored to markets in Latin America. . 

The important expansions .of exports to Canada between 1947 and 
1948/49, as roay be seen in Table 2, are in Textiles, Machinery, and 
equipment, and the category for "Other Goods" (among which chem
icals, pottery, glass, and apparel are important). The increase in textile 
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exports, $73.2 million, accollnts :for nearly hall the total inereaS!l. 
The further increase in textiles in 1949/50 is modest and seems likely 
to be realized. The principal source of gain in 1949/50 is largely in 
"Other Goods" and cannot be evaluated. On the whole the 11 percent 
increase in total value of exports to Canada between fiscal years 1948/ 49 
and 1949/50 appears feasible, and Canada might even. offer a market 
for larger exports than planned by OEEC countries. By contrast the 
projected expansion of exports to Latin America seems optimistic. 

Exports of Machinery and Equipment (including transport equip
ment), Ores and Metals which includes semi-manufactures of iron and 
steel and non-ferrous metals), and "Other Goods" contribute most to 
t:Qe $320 million total increase between 1947 and 1948/49 in exports to 
Latin America shown in Table 2. Among "Other Goods'', cellulose, 
pulp, and· paper, chemicals and related products, metal manufactures, 
and glass are particularly important. Textile exports shown in Table 
2 increase only slightly ($3 millions) between 1947 and 1948/49. Ag
ricultural products (largely fish, fruits, and beverages) increase nearly 
$20 millions or 46 percent over 1947. 

For 1949/50 OEEC countries are counting on a continued large 
increase in exports of machinery and equipment ( $84 millions or 23 
percent), a large increase in exports of textiles ($66.7 millions or 51 
percent) a further increase in exports of agricultural products ($8.2 
millions or 14 percent), and a large increase in exports of "Other 
Goods" $120.7 millions or 33 percent). The national development 
programs of Latin .American governments lead them to place a high 
priority on imports of machinery, equipment, and capital goods gen
-erally and to discourage imports of soft consumer goods which they 
consider less essential. The expanded exports of textiles and agri
cultural products projected by OEEC countries do not appear likely to 
be realiz~d and exports in Table 1 for that reason may be overstated. 

However, export targets of machinery, equipment, and capital 
goods have probably been set by OEEC countries rather 
with reference to the likely available supply of such items than 
with regard to limitations of market demand. It may be that failure 
to achieve targets for exports of soft goods can be remedied by an 
expansion of exports of machinery and equipment, and like items. 
Western Germany in particular could increase exports of these goods 
and would have little difficulty finding ready acceptance for them in 
Latin America. The export program of Bizone contributes about $50 
million to the $1360 million of exports progra=ed by OEEC coun
tries for Latin .America in fiscal year 1949/50 . 

• Expansion of exports of machinery, equipment, and capital goods 
beyond present targets would help offset the prospects that 
high prices and the character of- available European exports may 
defeat the export program. The continued inability of Latin Ameri
can countries to earn enough dollars from Europe and other areas 
to satisfy demand for dollar imports is -a further circumstance 
favoring restoration of Europe's pre-war participation in Latin 
Ameriean markets. It tends increasingly to make Latin .American 
governments favor soft currency imports even though these may 
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be high-priced or less essential articles. Latin American govern· 
ments are also prompted by a shortage of dollars to enter into 
commercial and finaneial agreements to expand trade with European 
countries on a reciprocal basis. Numerous agreements of this eharaeter 
were concluded in 1948, and it may be anticipated that the dollar 
shortage will favor th!l further conclusion of such agreements. 

Too great reliance appears to be placed in the projected export 
program of OEEC oountries on getting baek pre-war markets for 
exports and on selling them at the high prices prevailing late in 1948. 
However, the possibility of adjusting the composition o:f European 
exp<Jrts to market demands and the e:ffeets of the dollar shortage 
may enable Europe to realize the exports allowed for in Table 1. 
OEEO countries should make a greater effort to shape export pro
grams to the needs of the Western Remfaphere market, increasing 
capital goods e:s:ports and diverting European resources from producing 
exports of soft eonsumables. 

3. Financing by Other \Vestern Hemisphere Countries. 

The ability and willingness of OWR countries to extend financial 
assistance to participating countries may be expected to fall if the 
prices of their principal exports fall or if their ability to earn dollars 
from net exports to Europe :falls. Repayment :from OEEC countries 
on assistance previously a.-.;:tended tends to offset these adverse effects. 
It is the view of the ECA that OWR countries receiving such repay
ment should be able to furnish new assistance at least in that measure: 

In the :fiscal year 1949/50· O\VR countries are expected to provide 
dollar and non-dollar :financing in the amount of about $160 million to 
participating countries aud to receive at least $35 million of dollar and 
non-dollar repayment on past assistance. In comparison, it is estimated 
that during the fiscal year 1948/49 such financing by OWR countries 
will total $375 million, and repayments will be $75 million. This 
includes sterling financing from the sale of British assets in Argentine 
under the Ao.des agreement, but it does not include the value of assis
tarn~e which Canada extended the United Kingdom through supplying 
wheat at prices lower than those in this country. The value oil this 
latter assistance may be about $50 million in the fiscal year 1948/49. 

The reduced allowance for OWR financing and assistance must be 
eonaidered in relation to the precipitous decline in the export sur
plus of OWR countries with DEEC countries shown in Table 1 above, 
from $2025 million in 1947 to $890 million in 1949/50, the deeline 
in gold and dollar rE'serves of important Latin American countries, 
and the deterioration (from the point of view of the OWR eountries) 
in prices of their exports relative to prices of goods they import. 
Countries losing foreign e:s:ehange reserves and suffering declin
ing export pi•foes are correspondingly less able than heretofore to 
e:i;;tend new credits, but Europe is able to receive a greater return on its 
exports. 
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M. INTRA-EUROPEAN TRADE AND PAYMENTS. 

1. Tµe Significance of Intra-European Trade. 
A summary treatment of intra-European trade and the Intra.

European Payments Plan is contained in Chapter II-0 above. A fuller 
analysis is set :forth in the present section. 

A :few data on trade among the participating eountries reveal the 
importanee to European recovery of this trade. The table given below 
shows that trajle among the partfoipati:ng eountries has amounted in 
the post-war period to between 45 and 48 pereent of their total eJ>:ports 
and to between 29 and 31 pereent of their imports. Before the war, 
imports of participating eountries from each other were almost four 
times as large as their purchases from the United States. With the 
striking inerease in importance of the United States as a European 
supplier, imports of American origin almost equalled intra-European 
trade in 1947. During the first six months of 1948, however, the ERP /' 
area outranked the United States as a source of supply for the individual 
ERP eountries by approximately 50 percent. 

Trade Among ERP Countries in Relation to Their Total Imp.arts and 
Exports and to Imports from the United States 

(2} 
(~) 

(4) 
(5) (6) Tata.I Exports Total Im .. 

to Pnrtiot- As Percentage ports from As Pel:Centnge As :Percentage 
(lj patlng coun- O! Tote.I Part1ci,r.atlng of Total of Import• a! 

tries 1 ~ores of Coun rles.\. Imports or Paro1awat1ng 
(In mllllons P !olpa.tlng (In millions) Partlc!~atlng coun r1es 

• Of $) Countries 0($) Ooun rles From the "O' S ~ 

USS 4,591 51 4936 39 381 

1946 4,238 48 4,682 31 129 

lll41 5,854 46 6,400 29 108 

1948 • 3t3S2 45 3,62.7 31 163 

• First six months. 
1 .All exports are on t.o.b. basts; all imports on a,U bas!s. 
•Imports from U.S. compiled from U.S. export date. with lo percent n<:!ded !or ship

ping costs to importer. 

source: Department of Commerce (na.t!onal stat!stlcs) except, In 1948, for El.zone 
(OMG Stat!.st!cal Annex #17) and Greece (US Cousult>r D!Sllatcb #165 from AtheJJS) ' 

In qualitative terms, trade among the European countries is likewise 
of oonsiderable importance. This trade traditionally includes the flow 
to other participating countries of coal from the Ruhr and the United 
Kingdom, of steel :from Belgiu:m, of potash and iron ore from France, 
of woodpulp and iron ore :from Sweden, of fruits· and vegetables :from 
Italy, as well as an active interchange of textiles, machinery, vehicles, 
and a wide range of specialized manufactures. If the overseas depend
encies of European counh·ies are included, the range of key commodities 
traded within the area is widened considerably and includes phos
phates and iron. ore (French North Africa), copper (Belgian Congo 
and Rhodesia), and foods and raw materials from Malaya, French 
West Afriea, French Indo-China, and Indonesia. 
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2. Post-war Development of Inl:ra-Europea.n Trade. 
The revival of mutual trade after the war presented the European 

countries with a serious problem. The pre-war pattern of trade in 
Europe has beeD. destroyed through the partial elimination of Germany 
and of Eastern Europe as customers and as sources of supply. Price 
systems were distorted by wartime subsidies, controla of varying 
efficiency, and black markets. Exchange rates wexe often artificial 

• and, at best, untested. Reserves of gold aIJ.d hard currency had to be 
husbanded carefully in order to pay for the hnge requirement.a for 
essential imports available only from the dollar areas. JYiany countries 
were slow in returning :foreign trade to private channels. Under these 
conditions:, it was natural that European countries should resort to 
trade and payments agreements which were bilateral in character. This 
course followed th& pattern developed during the 'BO's when the tradi
tional forms of dealing and of eommereial :financing had broken down 
in varying degrees. The following paragraphs from a recent report 
(.A. Survey of the Economic Situation and Prospects of Europe, United 

'Nations, Economic Commission for Europe, Geneva 1948, p. 98) de
scribe the main features of the typical bilateral agreement negotiated 
in the post-war period: 

"While the terms of the trade agreements concluded among 
European countries show considerable variety, they tend to have 
the following principal features in common: the contracting Gov
ernments agree to two lists of commodities, each of which repre
sents one country's exports and the other country's imports, and 
they- further undertalrn to issue the necessary export or import 
permits up to the limits of quantities or values specified in the 
lists. The agreement is thus essentially permissive in character 
and does not necessarily emmre that delivery of the products 
named will actually be effected, except in so far as exporters and 
importers in the respective eountries may negotiate deals in these 
commodities or in so far as the Governments themselves may enter 
into defurite contracts. Provision is also usually made for the 
appointment of a mixed commission to watch over the operation of 
the agreement and to modify commodity lists when necessary. 

"To minimize the demand for gold or dollars, bilateral trade 
agreements are usually accompanied by bilateral payments 
agreements stipulating that settlements are to be made in the 
currency of one or both of the contracting parties, funds for this 
purpose being ordinarily :provided through mutual credit facilities 
established between the central banks of the two countries. Such 
reeiproeal credits eliminate the necessity for day-to-day bnlancing 
of·aeeounts, and may, in faet, permit the building up of substantial 
creditor and debtor positions over a period of time. Limits, which 
are sometimes wide, are customarily set to the amount of these 
reciprocal eredits, and provision may be made :for ultimate settle
ment of creditor or debtor positions in gold or by other means, 
unless the period covered by the agreement is subsequ,r;:nt1y ex-
tended." -
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In addition to the factors listed, an important reason for the adoption 
of the bilateral payments agreement was the attempt on the part of all 
European Governments to obtain specific goods to relieve specific 
shortages. In order to obtain essential imports, a country generally 
had to be prepared to export some essentials of its own; and, to sell 
non-essentials, a country had to stand ready to relieve its trading 
partners of part of ·their surplus of luxury goods. Finally, a country 
with a su1·plus of goods in urgent demand could impose upon its trading 
partners "tie-in" sales which required that a certain percentage of 
non-essential items be purchased as well. 

All these problems necessarily imply the quantitative and qualitative 
regulation of trade on a bilateral basis. But certain consequences of 
the adoption of bilateral methods were soon apparent. Normal trade 
patterns were distorted. Loss of markets for primary production 
restricted the supply of the by-products of that production. Loss of 
markets for by-products made the primary product more costly. In 
spite of these difficulties, trade revived rapidly in 1945 and 1946. The 
reciprocal credit margins provided in most payments agreements per
mitted trade to expand without rigid bilateral balancing until such 
time as the credit margins themselves were exceeded and settlement of 
the overdraft had to be made in gold or dollars. 

In the early part of 1947 definite strains in the bilateral payments 
arrangement became visible. Practically no progress in the e:;pan
sion of intra-European trade was made in the course of 1947 beyond 
the level reached during the last quarter of 1946. The reasons 
for this stagnation were the increased payments difficulties that were 
encountered throughout 1947. In many crucial payments relation
ships, bilateral balance was not achieved and credit lines became 
exhaustea. At the same time, praetically all European countries were 
more· and more hard pressed to find gold or dollars for finaneing their 
essential purehases from the Western Hemisphere. The intra-European 
debtors were therefore increasingly unwilling to transfer gold or dollars 
in settlement of their debts to other European countries. The European 
creditors became equally unwilling to extend new credits to the debtors, 
because of the poor prospects of eventual repayment and because of 
their concern over the internal inflationary pressures created by a 
surplus 0£ exports over imports. This latter situation, which for 
hundreds of years had seemed so desirable that it was termed a 
"favorable" balance of trade, was now renamed "unrequited exports" 
and was eonsidered highly undesirable. 

Many European countries had high hopes that payments difficulties 
would be mitigated by the British attempt to restore convertibility of 
currently accruing sterling into dollars in the summer of 1947. A 
number of European-countries thought that as a consequence of such 
convertibility and of the arrangements they had entered into with the 
United Kingdom in anticipation of it, they would be· able to transfer 
their intra~European surpluses into dollars. But the very acuteness of 
the dollar shortage in 1947 made a scheme providing for conversion of 
any European currency into 9-ollars both dangerous and unworkable. 
Moreover, the temporary convertibility of sterling actually encouraged 
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the restriction by some continental countries of imports from the 
Sterling Area in order that they might be able to retain or acquire 
sterling :for conversion into dollal'S. This aggravated rather than 
alleviated the intra-European payment diffieulties and such pressure 
on ~terling was partly responsible for the short-lived convertibility of 
that currency. 

In the meantime, the difficulties of carrying on intra-European trade 
along established lines became more and mo1•e pronounced. The multi
ple exchange rate systema which were introduced in Italy and France 
led to retaliatory actions on the part of other countries and made the 
establishment of new controls necessary. Several debto:r countries were 
forced to abandon the clearing system described above and adopt the 

• clumsy process of individual barter with different exchange rates 
governing or implicit in each transaction. Early in.1948, trade between 
France and Belgium and between France and Switzerland came to a 
standstill for several weeks as a result of the overdrawing by France 
of its credit facilities and of its creditors' unwillingness to extend 
further credit. Increasing difficulties were also caused by the situation 
of the Bi.zone as virtually a part of the dollar area. 

The framework of bilateralism which had at first been instrumental 
in restoring trade after the war became, after a while, a brake on 
further progress. The higher the level of trade between two coun
tries, the less likely it is that trade between them ean be e:ii:panded 
further in both directions with advantage to both. The effort to achieve 
bilaterally balanced trade will often prevent full utilization of actual 
or potenti!).l exporting capacities. Ae the volume of trade grows, 
thei·efore, it becomes increasingly important to provide facilities for 
offsetting a country's trading deficit with one partner by its credit 
surplus with another. In the absence of a mechanism which insures 
such multilateral offsetting, trade will either stop growing or its growth 
will result in the accumulation of burdensome deficits which soon become 
in themselves a cheek on further eJc'})ansion. To clear these debit 
balances it is necessary :for the debtor country to use its hard currency 
reserves. 

In the post-war period, therefore, trade among the Western European 
countries has shown increasing tendency to be conducted in dollars as 
credit facilities were exhausted and bilateral balancing proved more 
difficult. These circurm;tances caused the limited dollar resomces of 
the pa~ieipating countries to be rised to finance European trade when 
in fact these reserves \Vere already inadequate to finance trade with 
the dollar areas. 

In spite o:f these obvious deficiencies, it can easily be understood why 
the European countries have dung for so long to the pattern of 
bilateralism. In the :first place, no tested alternative was readily • 
available. Secondly, the flexibility :necessary for multilateral trade 
mea!lll that advance planning can be done only in aggregate terms, i:f 
at all, and countries have felt that if they did not plan in detail they 
risked further losses of.gold and dollars. Thirdly, the return from 
bilatcralism to a limited gystem of multilateral payments requires a 
simultaneous and conscious decision on tile part of all countries intend-
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ing to participate in the system. Bilateralism, on the contrary, spreads 
easily and without deliberate intent from one pair of countries to the 
other. Finally, the system of bilateralism provides every oountry 
p_articipating in it with the pleasant illusion that it will be able to 

· utilize to the full its bargaining power and its skill in commercial 
negotiations. Although this obviously cannot be true for all countries 
at the same time, each may well believe that it will be able to stall off 
its creditors while collecting :from its debtors. Short-run considerations 
of this kind have been among the most important obstacles' standing in 
the way of a more rational system of trade and payments among 
European countries. 

3. Objectives. 
The potential oontribution of effectively organized and substantial 

intra-European trade to European recovery is threefold: 

a. Contribution to Recovery. 
A free expansion of trade among the participating countries should 

mean a better utilization of their respective resources and thereby 
greatly help the :recovery effort. An increased specialization by the 
participating countries :is desirable in order to reduee costs and make 
European goods more competitive in world markets. Such increased ' 
specialization will lead not only to increasing exports from the ERP 
area to the outside world, but also to an increase in intra-European 
trade as well. 

b. Contribution to the Reduction of the Dollar Deficit. 

Intra-European trade can make an important contribution to the 
goal of independence from extraordinary outside assistance. By 
importing from each other commodities which are now supplied by the 
Western Hemisphere, the participating countries could substantially 
reduce their dollar deficits. At the same time, emphasis should not be 
placed exclusively on the expansion of intra-European trade; there are 
opportunities for diverting exports from other European countries to 
the Western Hemisphere. 

:Sy contributing in this fasfilon to the reduetion of the dollar deficit 
of the participating nations as a group, intra-European trade may 
become more unbalanced in the ehort run. . Thus, if an exportable 
surplus of steel appears in one European country, the other partici
pating countries ought to take immediate advantage of this situation 
by shifting their purchases from the W estem Hemisphere to this new 
source of supply without waiting to develop e:x:ports or other means of 
payment for the steel. 

This recommendation follows :from the general judgment that 
Europe's dollar deficit with the Western Hemisphere is fundamentally 
more recalcitrant than any unbalance in the payments relations among 
European countries. Several complete reversals from debtor to creditor 
position in intra-European trade have actually taken place during the 
post-war years. Thi.1s, Franee accumulated sterling during 1947 and 
exhausted its balances rapidly during 1948. Italy was i11 an all-around 
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debtor position in early 1947 and became an all-around creditor in the 
course of 1948. While it would not necessarily be correct, under any 
a.:ud all circumstances, for a participating country to substitute a 
decrease in its dollar deficit for an. increase in its intra-European defieit, 
the closeness, flexibility and multiplicity of trade ties in European 
countries are good reasons for accepting the general preimmption that 
such shifts are desirable and conducive to eventual equilibrinm. 

i::. Contribution to Improved Ba.la.nee in Intra-European Payments. 

Although an increase in the unbalance in intra-European trade may 
thus be desirable under certain circumstances, the present pattern of 
intra-European payments reveals a number of countries with unduly 
large net intra-European. suipluse.!! or deficits. (In a multilateral 
system no problem is presented by a country which has large surpluses 
with some of its trading partners in Europe, _while rm:i.ning equally 
large deficits in. other directions.) 

It is not necessary to aim at an intra-European paymenm pattern 
aftei: 1952, in which every country is in per.Eect balance with the rest 
of the ERP area as a whole. Presumably some countries may best 
approach balance in their external accounts by developing or inain
tainin.g a:n intra-European surplus, while decreasing their deficits with 
other areas, ineludir!g the Western H~here, Other countries should 
be able to earn some dollars on current account, with which they might 
settle their European deficits. There is no reason to believe that the 
participating countries will all acliieve independence from extraordi
nary United States llBSistance at the same time, nor should balanned 
payments relations with the dollar area be considered as a barrier 
beyond which it is impossible to move. 

It is clear, however, that no country should count on being able to 
earn substantial amounts of dollars by reason of its credit position 
with respect to other participating countries. None of the continental 
Western European countries was a substantial dollar earner in the pre
war years. In fact, European dollar purchases depended heavily on 
British ability to convert sterling into dollars and on a large deficit in 
Briti$h trade with continental Europe. Present British plans do not 
envisage the recreation o.f such a situation by the end of the ERP 
period. Consequently, even sterling convertibility would not assure 
Western Europe of this pre-war source of dollars. Similarly, it would 
be over-optimistic for any of the participating countries to expect a 
large surplus on its cur.rent account with the dollar area for the settling 
o:f continuing deficits with Europe. In the course of the European 
Recovery Program it will therefore be necessary for those countries 
with particularly large intra-European net surpluses or deficits, such 
as Belgium, France, the Bizon.e, and the Sterling Area, to work roward 
greate1· equilibrium in. their intra-European accounts.. 

To summarize, a mechanism must be :found: 
(1) To permit an expansion of mutually advantageous trade 

ill. Europe; · 
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(2) To make possible temporary deficits in bilateral intra-Euro
pean trade relationships in the :interest of reducing Western Hemi
sphere dollar deficits; and · 

(3) To assist in the elimination of large net·surpluses or deficits 
in intra-European relations whiuh cannot be !lllstained in the 
long run. 

These objectives may conflict with ona another in specifia situatiom. 
But it is important to keep all of them in mind when dealing with 
specifi6 policy issues, and to test against them any attempt at dealing 
generally with the :intra-European payments problem. 

4. Chronology of the Payment Scheme. 
The problem of intra-European payments was first raised by the 

Benelux delegation to the Paris Conference of the Committee of 
European Economic Cooperation (CEEC) of July-September 1947. 
The desirability of putting the e:xisting payments on a multilateral 
basis and of obtaining dollar aid for the settling of balances was 
recognized in the CEEO Report. Following the Paris Conference of 
the Committee of European Eoonomic Cooperation, monthly meetings 
were held by a Committee on Payments Agreements and on November 
18 the First Agreement for Multilateral Monetary Compensation was 
signed in Paris by Belgium (acting also for Luxemburg1, The Nether
lands, France, and Italy. 

'fhe signatory governments, together with representatives o:f Denmark, 
Norway, Sweden, the United Kingdom, Switzerland, and Greece, agreed 
to carry out multilateral compensations monthly. A simplified example 
of the way sueh compensations worked follows: Suppose that during 
one month Italy develops a debt to France of $5 million, France develops 
a debt to the United Kingdom of $5 million, and the United Kingdom 
develops a debt of $5 million to Italy; a multilateral clearing would 
wipe out.these debts without the ti:anafer of funds. Acciording to this 
first Agreement, such possible compep.sations were to be suggested by 
the Bank for International Settlements; which was designated as the 
central administrative agency. Authority to make actual offsets was 
to be communicated by the countries to the BIS. In subsequent months 
Denmark, Greece, Norway, Sweden, the United Kingdom, and the 
French and Anglo-American zones of Germany adhered to the agree
ment as oooasional members, i.e. reserving the right to decline any 
individual coll).pensation operation proposed by the BIS. . 

In order to facilitate the movement of goods in intra-European.
trade, the ECA during the second and third quarter of 1948 made 
available a limited amount of dollars for purC!hases in participating 
countries. In the third quarter of 1948, these funds were given in the 
form o:f ~ppleme.utary allotments to the buying country. The distin-. 
guishing feature of these supplementary allotments was that eventually 
they were not to be charged in the distribution of ECA funds as dollars 
allotted to the importing cotintry but rather as dollars allotted to the 
expo~g country, since they provided the latter with dollars needed 
for Western Hemisphere pm:ehases. 
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These supplementary allotments, therefore, were :first used by the 
debtor country to finance the pnrehase of goods in intra-European 
trade and second, to :finance a part of the Western Hemisphere pur
chases of the exporting country . 

. This method of :financing intra-European trade was not considered 
more than a temporary device. In Paris, the OEEC countries mean
while were considering plallil for stimulating trade among the partici
pating countriea. In the plan whieh was :finally agreed upon, the OEEC 
and the EGA adopted the "conditional grant" method rather than the 
"offshore purchase" method to assist in the financing of European 
trade .. Under this plan, the dollars are given directly to the creditor 
cou~tcy on the condition that it :finances the bilateral surpluses with its 
debtor countries in it<> own currency. In addition the plan broadens 
the scope of the clearing agreement of November 1947 by providing 
for the membership of all participating countries and for the automatie 
clearing of debts (fh::~t-category compensations) on a-multilateral basis 
of the_ countries reeeiving United States aid. The Agreement for Intra
European Payments and Compensations whieh embodies this plan was 
signed by the participating countries in Paris on October 16, 1948. 

5. Apprais;l of the Agreement for Intra-European Payments and 
Compensations. 

The Agreement for Intra-European Payments and Compensations, 
is designed to overcome some of the difficulties :ip; intra-European 
trade desc:ribed in the foregoing pages. While it was realized by all 
parties concerned that European recovery would eventually require a 
mueh freer flow of trade and a multilateral system of payments on 
current account, it was also recognized that development in that 
direction could take place only gradually and liad to go hand in hand 
with the progress of domestic recovery and the achievement of internal 
monetary•stability. 

The plan itself is not and does not pretend to be the full answer to 
the European trade and payments problem. In subscribing to it, 
however, the participating countries have taken some important first 
,steps in providing additional elasticity to Em:opean trade and in freeing 
commerce from its post-war shackles. The ultimate succeS"S of the plan 
will depend upon the speed with which further steps in that direction 
vill he taken and the eX:tent to whleh the European countries cooperate 
in making it effective. 

a. Contribution of the Agreement to Intra-European Trade. 

The intra-European payments agreement provides two partial answers 
to the difficulties whieh threatened to l.'educe intra-European trade 
even below the modest levels attained since the end of the war. It 
provides a means of :financing a large part of European trade deficits 
and it enables the participating aountries to settle part of their defieits 
on current aeoonnt on a multilateral basis. In addition, it starts the 
individual European countries thinking in terms of their trade and 
payments with the participating area as a whole, provides a great 
amount of useful information on the subject, and thereby prepares the 
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ground for further progress. The extent to whfoh the payments agree
ment encourages intra-European trade can be seen from the estimate 
that net drawing rights of $565 million will finance a trade to the value 
of $810 million. 

The threatened exhauation of European credit facilities and the 
inability of the European debtor countries to settle their current trade 
deficits by the payment of dollars or the shipment of gold to each other 
made it necessary that some action be taken to ke<lp goods moving in 
intra-European trade.. The payments plan, therefore, provides that 
the creditor countries shall finance their estimated payments surplus 
with the European debtor countries for the fiscal year 1948/ 49 by giving 
the latter grant.'3 (drawing rights) in the currenciy of the creditor 
country. Debtor countries may use the drawing rights for the pur
chase of goods from the creditor country. Out of the total EC.A. dollar 
aid extended io the creditor countries, an amount equivalent to these 
drawing rights is set aside as conditional aid, which will only be firmly 
allotted by the EC.A. when the drawing rights have been utilized by 
the debtor country. The payments surplus is estimated bilaterally 
between the creditor and each of its debtors and conditional aid 
corresponds to the gross amount o:f these surpluses rather than to 
the net surplus of the creditor with the rest of the ERP area. 

The plan does away with the necessity of achieving equality of · 
imports and exports between pairs of countries and also permits the 
individual participating countries to finance a large part of their net 
deficits or net surpluses with the ERP area as a whole. It should thus 
permit a greater volume of trade than would otherwise be possible and 
also provide some room for the reduction of dollar deficits by temporary 
increases in intra-European deficits. 

It should be emphasized that this result is achieved without any 
additional eost to the United States. In providing the dollars necessary 
to cover essential dollar imports from the W ester.ll Hemisphere; a 
fraction of the dollars allotted to each country is made conditional upon 
that country's extension of drawing rights to its prospective European 
debtors on current account. The fact that a participating country 
makes a net contribution to other European economies does not neces-

- sarily lead to an increase in its total dollar allotment of EC.A. funds. 
If it should, a redistribution of total EC.A. dollar aid among European 
cquntries would be necessary; other countries would obtain fewer 
dollars to :finance Western Hemisphere purchases than originally 
calculated as they would receive larger net contributions of goods and 
services from their European trading partners. In this fashion, it is 
possible to combine the aid extended by the United States with the 
effort at mutual help and cooperation undertaken by the participating 
countries. 

The seeond feature of the plan provides that the participating 
countries shall be able to clear their monthly debit.'3 and credits with 
one another "multilaterally" if by doing so debit and credit balances 
of the countries involved are reduced equally. The previous consent 
of the participating countries receiving United States aid is not 
required. In this way, credit margins will be re-established to some 
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extent; e-0untries will be enabled within limits to pay for their imports 
from one country by_ exports to another country; and their drawing 
rights will go farther. This part of the agreement represents an 
extension to all the participating countries of the limited compensation 
agreement concluded between France, Italy, and the Benelux countries 
in November 1947, described above. 

b. Limitations of the Payments Plan. 

The progress marked by the present plan should not conceal its 
inherent limitations. On the contrary, a full understanding of these 
limitations is essential for considering and appraising the problelllll 
involved in taking the next steps for expanding European trade and 
achieving a truly multilateral system of trade and payments. The<!e 
limitations can be conveniently grouped under three headings: 

(1) The essentially bilateral character of the trade on which 
the plan is based; 

(2) The limitations of the present eompensation agreement; and 
(3) The lack of incentive to achieve a more balanced position. 

The Buateral Balfis of the P'lan. As mentioned above, estimates of 
bilateral deficiits are used as the basis for establishing the drawing 
rights of the European debtor countries. In arriving at these estimates, 
the views of the creditor and debtor countries as to the probable 
magnitude .'of their respeotive exports and imports to and from one 
another had to be reeonciled. This procedure involved bilateral bargain
ing, the result of whieh may or may not eoincide with the probable or 
desirable pattern of trade among the two eountries. 

In view of this method for arriving at an estimate of drawing rights, 
and because of the considerable difficulties involy!Jd in forecasting 
bilateral net balances among sixteen eountries, it would not be suxpris
ing if the aetual pattern of trade dive1·ged signifieantly from the initial 
estimates. 

Programming of bilateral trade balances among European countries 
is more subjeet to error than the forecasting of Europe's Western 
Hemisphere deficit, :first, beeause the balances are a much smaller 
percentage of total trade turnover and, second, beeause the intra
European trade structure is muclh more pliable than Europe's· trade 
with the-Western Hemisphere. Furthermore, one of the most :impor
tant objectives of any European payments mechanism should be to 
enable the participating eountries to take immediate advantage of any 
newly emerging supply availabilities within the ERP area. It might, 
therefore, have been desirable to provide much more :flexibility in the 
plan by making it possible for all countries to become debtors up to a 
eertain amount and to use drawing rights interehangeably for net 
imports from the other participants. However, the desire of European 
countries to know in advance the amount of dollars that would be at 
their disposal and the restrictions imposed by existing bilateral pay
ments agreements, particularly the provision for covering defiaits above 
a certain amount in hard currencies, made it :impossible for such a 
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method to :find acceptance at the present time. A limited transferability 
of drawing rights has been provided for-in the present plan. 

The present plan is still fundamentally bilateral, for the essence of 
bilateralism is not the equality of imports and exports but the advance 
determination of imports and exports in order to achieve a given rela-
tionship between each pair of conntries. Under the present plan, the 
European countries still have to forecast their imports and exports on 
a bilateral basis and are, therefore, unable in many <lases to take full 
advantage of new market situations. The advance determination of 
the current account balances also forces a certain amount of trade in 
goods which, under present conditions, might be considered by the 
debtor countries as less essential for their immediate recovery. These 
goods, howeyer, have to be aacepted in order to obtain the desi:ced 
quantity of more essential commodities. 

The inherent rigidities of the plan make it all the more necessazy 
that it be administered with a maximum of flexibility. Important · 
differences between the forecast and actual balances will result in the 
prematu~:r:e e:x:haustion or the under-utilization of drawing rights, and· 

.--may give rise to a desire to transfer drawing rights from one country 
· to another. Such developments will have to be considered individually 

and in the light of the actual performanee of the countries involved. 
Limitation$ of the Oompl.l11$(1,tioi• Agreenumt. .As indiooted above, 

the previous agreement on compensations, now incorporated in the 
payments plan, is only the first step in the direirtion of a multilateral 
system of clearing cuneut accounts. Only a compensation which will 
reduce the outstanding debit and credit balances of all the participants 
involved equally (so-called first-category compensations) ean be per
formed by the Bank for International Settlements, acting as agent, 
without the previous consent of these countries. 

A more eomprehemrlve clearing involves the increase in existing 
credit and debit balances or the creation of new ones (seeond-eategor.y 
compensations), and requires the previous consent of the participants. 
For example, Denmark may be in debt to Belgium and have no Belgian 
francs with which to pay, but it may have sterling. For a "second
category compensation" to occur under these circumstanees, Belgium 
must be willing to accept the sterling in discharge of the Danish debt 
and the United Kingdom must also give its consent to such use of 
sterling. 

For a first-category clearing mechanism to work effectively it is 
necessary that the participating eountries be in fairly close over-all 
balance. This means that debits toward some countries should be more 
or less oft'set by surpluses with other countries. Under these conditiom, 
a first-category compensation could achieve a general and significant 
reduetion of ball!Jlces. However, this is not the situation whfoh con
front.a Europe today. The trade pattern emerging after the war 
indicated that there would be a few creditor eountries in Europe w.hose 
goods were in great demand and a number of debtor countries whfoh 
were unable to balance their imports with exports to any country. A 
third group of countries was somewhere -in between these two positions. 
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To achieve a coDBiderable amount of clearing under these circum
stances would imply that the credit and debit balances should be 
concentrated in the larger creditor and debtor countries respectively. 
However, to bring about such a result through antomatic compensations 
has been objectionable to both creditors and debtors. The creditor 
countries object to a concentration of their assets in a few debtor coun
tries whose weak economic condition and low level of exports made it 
unlikely that they would be able to pay off their debts withili a reason
able period of time. The inconvertibility of the currency of the debtor 
countries makes it impossible for the creditors to use these assets to pay 
for imports from third countries. Eventually, the creditor country 
may have to accept imports of very low priority in order to receive 
payment at all from the debtors. 

The debtor countries in turn object to the concentration of their 
currency in the hands of a few creditors since many bilateral payment 
agreements provided for an upper limit to such holdings beyond which 
any.balances would have to be settled in dollars or gold. Furthermore, 
they feel that their bargaining position would be stronger if their debts 
were more widely distributed. ·· 

Thus, the limitations of the present payment plan reflect the current·--- '. 
unbalanced trading situation in Em:ope and the varying degrees of 
recovery achieved by the participating countries. Only as these diffi
culties are eliminated or modified will it be possible to make further 
progress in the direction of an automatic multilateral clearing. 

Lack of Incentives to Achieve Balanced Position. A third limitation 
of the present plan is the lack of any built-in incentive for the larger 
intra-European debtors and creditors to achieve a better balance in 
their transactions with the participating area as a· whole. If a Euro
pean debtor country does better than expected, in its relations with 
other European countries it will only result in the accumulation of 
unutilized drawing rights. The same lack of incentive to reach a more 
balanced position exists with respect to creditor countries. A decrease 
in the forecast bilateral credit balances may expose the creditor to the 
loss of conditional aid. The development of a larger than expected 
debit balance in those bilateral relations where an over-all creditor is 
scheduled to be a debtor with respect to particular countries might 
equally expose it to the loss of gold and dollars through the operation 
of payments agreements. 

A distinetion should be made between the effect of the plan on the 
estimates of anticipated creditor and debtor positions by the govern
ments of the participating countries and the actual development of 
trade once ECA aid and drawing rights have been determined. 

During the period preceding the establishment of drawing rights, 
there is an incentive for the debtor countries to overestimate their 
debtor position in order to increase their total aid (direct dollar aid 
plus net drawing rights received). 

Once drawing rights have been established domestic fiscal and control 
policies and export and impo]i; control policies have a more important 
influence on the actual flow of trade. The import and export decisions 
of iJ!e individual traders will be influenced by policies such as these 
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rather than by the original estimate of their country's government as·to 
its export or import surplus. 

On the governmental level, however, the main incentive ·to achieve 
greater balance oit a multilateral basis lies at present in the lmowledge 
that net drawing rights are likely to be reduced from year to year-at 
least insofar as the largest European debtors and creditors are con
cerned. But it would seem desirable to find ways and means by which 
such an incentive could be made more operative during a given year 
than is likely under the present arrangement. 

6. Conditions of Success of Any Payments Mechanism. 

No intra-European payments plan, however perfect, can by itself 
achieve ERP objectives. The most essential prerequisites for the 
successful operation of any payments plan appear to be the following: 

(1) Internal monetary and financial stability; 
( 2) Realistici exchange rates; and 
(3) Compliance with certain principles of commercial policy. 

a. Domestic Monetary and Financial Stability. 

Foreign trade becomes distorted when a country is subject to violent 
internal inflationary (or deflationary) pressures. The e:o:change rate 
can be adjusted to the rising internal prices, but even if the rate were 
moved freely and promptly, it might be inadequate to offset fully the 
effects of the inflation on foreign trade. Under these conditions exports 
are hampered and imports encouraged. ·Inflationary pressure arises 
from a demand for goods greater than the supply at current priees. 
Ih some cases, these demands are so insistent and so ineompressible 
that the process is a eontinuing one, and adjustment of the e:o:ehange 
rate will provide little relief to the balance of payments. The remedy 
muat lie in more basic action to remove the inflationary pressures by 
curtailing the internal demand. 

b. Realistic Exchange Rates. 

After reasonable domestie stability is achieved, or where it has never 
been lost, a proper alignment of exchange rates is, of course, a necessary 
ciondition of balance in the foreign accounts. .A& was e:i;:plained above, 
any intra-European payments mechanism ought to make possible an 
increase in intra-European deficits if, in the process, the dollar deficits 
can be reduced. But for the trade of the participating couutries 
actually to take advantage o:f such institutional arrangements it is 
necessary that exchange rates give the proper incentives toward 
expanding exports to the Western Hemisphere and shifting import 
sources from the Western Hemisphere to the participating areas. 

The intra-European payments plan in turn makes an important 
contribution to the establishment of an orderly pattern of exchange 
rates. The requirement that trade be balanced bilaterally will often 
lead to the temptation to reinforce quantitive regulation of trade by 
resorting to differential exchange rates in dealing with various countries, 
in response to specii:fic bilateral pi-ice and trade relationships. By 
doing away with the requirements for bilateral balance, the present 
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payments plan considerably diminishes the temp'tation to adopt multiple 
currency practices. 

c. Principles of Commercial Policy. 

The member countries of _the Organization for European Economic 
Cooperation have agreed to follow certain principles of commercial 
policy without which the plan could not achieve its objectives of 
expanding trade and of contributing to ultimate balance of payments 
equilibrium. The general sense of these principles is that all countries
net creditors and net debtors and countries that are in approximate 
balance-should collaborate in making possible a gradual reduction in 
the total imbalance of intra-European trade. This reduction should be 
achieved by an increase rather than by a decrease in mutual trade. 

The effectiveness of the paymentS plan could be undermined by 
monopolistic price policies on the part of the creditoi;-s or del;>tors. 
Thus, an attempt to raise artificially the price of commodities which 
are bought by the debtors through their drawing rights would be 
equivalent to cancelling part of these rights. 

d. Other Considerations. 

In addition to the above prerequisites for the successful functioning 
of the payments plan, there are a number of possible developments 
which, while not absolutely essential, could immeasurably strengthen it. 

Thus, the establishment of customs or economic unions might encour
age the expansion of mutual trade among the participating countries. 
The pooling of foreign exchange reserves among two or more countries 
would be the most practical way of reducing the volume of gold and 
foreign exchange transfers among European countries. Effective 
coordination of national investment policies would lead to a flow of 
capital from some participating countries to others and would thus 
ease the difficult task of bringing all countries into approximate equi
librium 'with the rest of the ERP area by the end of the program. 

7. Special Problems. 
Some features of the European aid program have been modified as 

a result of the payments plan and some problems related to the utiliza
tion of drawing rights have 'become apparent after two months of 
operation. One modification of the aid program has already been 
discussed. As a result of linking the payments plan with the European 
aid program, the dollar allotment has been divided into a basic allot
ment of grants, loans, or both, on the one-hand, and a conditional · 

· allotment O)l the other hand. The latter is conditional upon the estab
lishment of drawing rights by the recipient cormtry in its own currency 
and their utilization by its debtors in intra-European trade. 

Another modification relates to the deposit of the local currency 
counterpart. 

a. Counterpart Funds and the Payments Scheme. 

Under Section 115(b) (6) of the Foreign .Assistance Act, the.recipient 
country of United States grant aid is required to deposit in a special 
account the local currency equivalent of the dollar aid received. With 
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regru:d to the Mndition.a.l allotment made available to European ereditor 
eountriea under the Intra-European Payments Agreement, the Admin
istrator has determined that this aid is not to be considered as a grant 
but as "other terms of payment" under Section lll(c) (1). The terill.ll 
of payment in the ease of conditional aid are the e:'ttension of drawing 
rights to a debtor country, and the debtor coUD.try :is considered as the 
ultimate beneficiary of an equivalent amount o~ ECA aid. 

The countries reeeiving drawing rights (with three exceptions dis
cussed below) ha-ve agreed to deposit focal eurreney in the special 
aneount in an amount eqnivalent to the drawing rights they utilize. 
The creditol" countries which in turn receive the conditional dollar 
allotment do not deposit local currency within the meaning of Seation 
115 (b) ( 6) but extend drawing l"ights. In total, therefore, local currency 
is deposited for each dollar of aid extended in the form of grants or 
conditional dollar allotment. 

Conditional aid advanced by the ECA to cover the drawing rights 
is generaJIY determined on a gross basis, i.e. equivalent to the total 
dravling rights established by each country for all other partieipants. 
Only in the cases of Belgium, Sweden, and Turkey, (the special prob
lem of Turkey is ·discussed below) are eonditional dollar allotments 
given on a net basis, i.e. eqhal to total drawing rights e;x:tended less 
total drawing rights received. While these three countries are receiv
ing relatively small loan amounts, there.fore, they are contributing 
credits in intra"Eu:r:opean trade which a:r:e paralleled by conditional 

. grants only on a net basis. 
Because the conditional dollar allotments to these three countries are 

limited to the net amount of the draw.in.g rights that they make 
available, the drawing rights they receive from other countries 
are coilJlidered part of their conditional allotment, whiah is .in.tended 
to matah t~e difference between the net and gross drawing rights. 
Consequently, these three countries are not required to put the loeal 
cl1.rrency equivalent o:f. the drawing rights they exercise into a 
special account but are expected to make it available to other countries 
in the form of drawing i·ights. 

b. Trade Problems. 

The plan has only been in operation for three months. Certain 0£ 
the expected difficulties are already becoming visible. For the rest, it 
is too early to judge. Although some payments appear to be moving 
in a different dirootion from that which was anticipated, the estimates 
appear to have been not unreasonable on the average. In three montha 
$198.4 million drawing rights have been utilized ($67.1 million in 
October, $56.8 million in Nqvember, and $74.5 million in December}, 
which amount to 24.6 percent, or very nearly ooe-quarter, of the am:mal 
total of $810.4 million drawing rights which were established. This 
general average, howevel', is not muah more than a coincidence. .As 
far !L\I the individual bilateral balances are concerned, some bilateral 
drawing rights have beel). used to the limit (according to,the agreement 
not more than 75 percent of each bilateral drawing right may be 
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utilized before March 31, 1949), while a large number (Bl) of bilateral 
drawing rights have not been. utilized at all. 

The reasons fox the failu1-e to utilize di:aw:ing rights differ between 
pairs of countries. In some instances, the delay is due to the fact that 
the existing resources of the debtor countries in creditor countries have 
to b!3 utilized for financing monthly deficit-; before drawing right.s can 
be exercised. In other instances, no payments agreements have as yet 
been concluded which would permit the setting up of the accounts 
required for the operation of the Payments Plan. Turkey, for instanee, 
has not yet accepted the estimates of drawing rights which it is ex: 
peeted to extend to or 1•eaeive from other oountries and consequently 
nine drawing rights are so far excluded for monthly compensations. 
In part, however, it re:lleet.s disagreements between the creditor and 
debtor countries as to the type of goods which should be included in 
their trade and payments agreement, and, in particular, as to the type 
of imports to be financed by di:awing rights. In other instances, the 
non-utlli2ation of drawing rights is due to the faet that the a(ltual 
balance of trade is moving in a direction opposite to the one whicll. 
was assumed when the drawing rights were set up. The latter is true 
particularly in the case of the Bizone's trade relations with the United 
Kingdom and Norway. 

Among the more important drawing rights which have so far 
remained entirely unutilized are those of Austiia, Italy, and the Bizone 
on the United Kingdom, those of France on the Bizone and the French 
Zone of Germany, and those of Greece and the Bizone on Turkey. 
Greece, Sweden, Turkey, and the Bizone have not di:awn at all on the 
Belgian francs which are available to them. 

The most important drawing right that has been used up to 75 percent 
is that of the United Kingdom on Belgium ($30 million). Other 
drawing rights which have been exhausted (up to 75 percent) or are 
close to being exhausted are those of Denmark on Belgium, on the 
Bi.zone, and on the French Zone of Germany, those of Sweden on Italy, 
and of Norway on The Netherlands. 

The general impression gained from the first two monthl! of operation 
of the Payments Plan is that most countries were more successful in 
forecasting their aggregate position with respect to the other partici
pants as a group than in mapping out in detail the patte1'Il of their 
bilateral trade relations. The actual development of bilateral trade, 
furthermore, requires that early attention be given by the Organization 
for European Economic Cooperation and the Economic Cooperation 
Administration to possible steps which should be considered in the case 
of exhaustion or non-utilization of drawing rights. 

N. EAST-WEST TRADE 
Eastern Eu1·ope traditionally has been a major supplier 0£ certain 

commodities-notably foodstuffs, coal, and timber-needed by the 
countries of Western Europe. rn developing plans for aid to '\V estern 
Europe, the Congress, as well as the Harriman Committee a.nd the 
Select Committee of the House, assumed a substantial amount of trade 
between Easteru and Western Europe. The Executive Branch of the 
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Government estimated that during the fifteen-month period from April 
1, 1948 to June 30, 1949, the value of imported foodstu:ff's from Eastern 
Europe would amount to nearly $500 million, coal imports to $240 
million and timber and timber products to $230 million. The value 
of total ahlpments for this period from Eastern Europe to Western 
Europe will probably amount to more than $1.2 billion, 

The pre-war figure for export'l- from Eastern Europe to the ERP 
countries was approximately $1.3 billion a year. If computed at post
wal' prices, the figure would be considerably higher. Although East. 
IV' est trade immediately after the war had slowed to a virtual standstill, 
it has recovered rapidly. I£ present East-West trade developments 
continue, and particularly if the recove:ry plans for the Bizone are 
sucaessful, imports from the East may exceed by 1952 the pre-war 
volume of imports. 

According to present estimates, total imports from the East in 1952 
will amount to approximately 10 percent of aggregate Western imports, 
while exports from the West to the East will amount to approxitnately 
65 percent o:f aggregate Eastern imports. Certain Eastern commodi
ties, including coal, timber and timber produets, grains, and potash, 
are very important to the Western economies. The United States and 
other sources, in a time o:f erisis, could probably provide the greate1· 
proportion of these raw materials. Failure to maintain East-"\Vest 
trade, however, would impose on the oountries of Western Em:ope the 
difficult task of finding alternative sources outside Eastern Europe for 
about $1.5 billion of commodities a year a:nd would substantially in
crease the cost o:f ERP to the United States. 

The economies of Eastern Europe are now directed according to 
Soviet-patterned two-year, three-year, and five-year plans. 'l'hese plans 
emphasize the industrialization and mechanization o:f the Eastern econ
omies. Since it is estimated that the Soviet economy will not be able for 
several years to export the necessary quantities of machinery, steel and 
other indru;trial products required by the Eastern European economic 
programs, it is apparent that the Eastern European governments mwrt 
continue to depend, at least for the next few years, on their traditional 
Western sources. Sinee the rate of industrialization in the Eastern 
economies is, in the short :run, dependent to a great degree on imports 
from the West, the Eastem eountries are not likely to restrict the 
westward flow o:f essential raw materials. 

'One of the primary problems which Western Europe seeks to solve 
in order w achieve recovery is the rednetion o:f its dollar defieit. Part 
of the solution of the problem lies in shifting to imports from sources 
of supply other than the dollar areas. Thus, even though the magni
tude of imports into Western Europe from Eastern Europe is smnll in 
percentage terms, these imports have substantifil importanee beeause 
th!'Y do not require payment in dollars, but can be obtained i:n exchange 
for products of the participating countries which are in high demand in 
Eastern Europe. Moreover, several ERP countries have a traditional 
pattern of trade with Eastern Europe, which provides an essential 
market outlet. 
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ECA dollar authorizations have been made for purchases of Polish 
coal, Yugos!av non-ferrous metals, and Eastern German potash. Pur
chases w.lth ECA funds are not authorized in Eastern Europe when 
there is a possibility of an alternative means of payment sueh as ex
ehange of goods, extension of credit, or payment in some European 
currency. The ECA requires fnll justification of any dollar anthoriza. 
tions for procm:ement in Eastern. Europe and· prefers that goods be 
obtained from Eame:rn Europe through direet trading. 

Section 117(d) of the Eeonomic Cooperation Act of 1948 :requires 
the .Administrator to refuse delivery to partieipating countries of com
moditieB wlµeh would go into the produetioii. of any co=odity for 
delivery to Eastern Europe if the United States would have refused an 
export license for sueh an item to Eastern Eyrope in the interest of 
national seen:rity. Therefore, the Administrator has supported East
\Vest trade within the limits of national security. 

A statistical breakdown further demonstrates the signijieance of 
trade between the ERP eoua.tries and Eastern Europe in particular 
commodities and for particular countries. 

1. Over-all Trade Pattern. 

In 1947 the participating countries imported 4.2 · percent of their 
total imports from Eastern Europe and exported 5.8 percent of their 
total exports to Eastern Europe. .Austria and Denmark obtained more 
than 10 percent of their total imports from Eastern Europe (16 per
cent and 12.7 percent). Austria, Denmark, Iceland and Norway ex
ported more than 10 percent 'of their total exports to Eastern Europe 
(19.8 percent, 19 percent, 26.4 percent, 13.4 percent). 

Because the Eastern European component of the aggregate trade of 
the ERP countries is small, relatively small variations in the estimates 
of the rates of growth of the national :incom~ of participating countlies 
could result in substantial variations in the Eastern European com
ponent of their trade. 

One limiting factor, however, may be notea. Since Eastern Euro
pean countries trade principally with other European countries and 
the increase in the national income of Eastern Europe in the next few 
years will be modest in absolute terms (even if rapidly increasing in 
percentage terms), potential export &t'paeity oonld not increase to an 
extent that would signijicantly affect the estimates of -the rates of 
growth of East-West trade. Less significant increases in export avail
abilities to the West could oceur if some trade were shifted from the 
Eastern areas to W estem Europe. 

Tables l ·!llld 2 show the exports and imports of the participating 
countries in their trade with Eastern Europe :for the years 1938, 1947 
and 1948, !llld show ECA estimates for 1949/50 and the estimates for 
1952/53 contained in the individual country submissions to OEEC of 
the long-term programs. 

In generf!l, the 1952/53 estimates submitted to the OEEC by the 
participating countries correspond with the development of trade which 
is to be expected. As the rates of growth of national production de
cline and as trade with the East increases in volume, the ratea of 
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inerease of trade will tend to decline. This general tendency is :found 
in all but a few of the estimates. 

The extraordinary increase of pro"jeeted export.'! from the Bi.zone 
(1949/50, $50 million; 1952/53, $530.l million, :including exports to 
the Soviet Zone of Germany) is a reflection of the anticipated return 
of Germany to the ranks of the major European producers. .Although 
the magnitude of the 1952/53 estimate cannot be strictly evaluated, 
it appears too high. It is not, however, inconsistent with the key posi
tion Germany held in the pre-war trade of Eastern Europe. In 1938, 
16.8 percent of Germany's imports originated :in Eastern Europe and 
17.2 percent of her exports went to Eastern Europe. The Sllrplus of 
British commodity imports over exports :in trade with Eastern Europe 
is compensated to some extent by estimated net :invisible exports to that 
area of $54 million. In the light of its trade commitments unqer the 
bilateral agreements, the Benelux estimate appears be be too low. 

TABLE 1. 
Commodity Trade of Participating Countries and Eastern Europe 1. , 

Exports 
(million dollars) 

. I II 

t 
m IV v 

1952/53 
lllCA Estlma tes 1n 

Estimates Countr)r 
1936 1947 1948• tor 19!19/50 Submissions 

. 
Austria .••••••.••• , 'ro.1 16.7 31.3 60 103.l 
Benelll.X .•..• •.•..• 89 8 lOB.8 153.0 ~30 311.0 
Blzot;e. - ......... • i3.4 3 6 18.7 no 530.1 
Denmark ........... 91.7 79.6 100 lll2 0 
E'Tanee ..•.••••• ~· • 50.2 48.3 43.3 no 

ii'.i Clreeea •••.•••..... 125 53 . ii.3 3 
Iceland •••••••••• •· .l 11.S 7 ........ 
Ireland ••..•••••••• .1 ~-!£ .$ . 
Italy ..•.•••• •·•• .. 508 488 53.7 "ioii 1829 
Norway •••••••••• • 120 489 52.0 75 63.9 
Portugal ••• •• .••• • 1.4 1.3 

"i51; .. ., . 
Sweden ••.... ,, .•.. ~3.0 85.6 881 . .... 
Switzerland .•• 33.7 65.6 66.'I 141) . ~ .. 
Brltisll·US zone 

ot Trieste .•.•... i.4.6 . -. ~ iio:ii .79 
Turkey .•••••.••••• 19.7 20 
United Kingdom .. 135 8 177.7 169.6 340 365.0 

545.5* 732 6 788.l 1490 

1 Eastern Europe lnelude.s: AU.u·s.nia, Bulgaria. Czechoslovak!a.,. Flnla.ncl, Hungary. 
Poland, Rumania.., the U.S..S.B.. and Yugoslav.in.. Column V Lucludes SovI-et Zone or 
Germany. · 

:i Bnsed on trade for Janun.ry-J"une 1948. Uncouected for seasonal va.rlatloDS. 
•Total exports. Including Gernuw,y, we:re 908.7. 

No speeilfo estimates of anticipated trade with. Eastern Europe were 
submitted by the participating countries with respect to 1949/50. They 
were incorporated in the estimates of trade with other non-participating 

,t countries. The ECA estimates of trade between East and West for 
1949/50 were made on the basis of the latest available trade statistics, 
the commitments to, trade under current bilateral agreements between 
the participating countries and the Eastern eoUJltries, and the aggre
gate estimates submitted to the OEEC in the country submissions for 
1949/50. Since the bilateral estimates usually exceed the actual trade 
moving between the trading partners aud trade patterns change :from 
year to year, the accuracy of the estimates can scarcely be ascertained 
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TABLE 2. 
Commodity Trade of Participating ·Countries and Eastern Europe 

' . . 
Imports 

(million dollars) 
. 

. I ll ;m 1V v 

ECA 
!M'l/53 

Estlme.tes 1n 
l!lstlmates Oountcy 

1008 1947 1948 !orl.949/50 Sulmtisslons 

Austrla ....•• .. . ... 109.'l' 203 70.S 80 110.9 
Bm$IUX. - - . - .. - . ... -...... l;)Q,l) 155.9 203.2 sao 320.4 
Bloone .. ~··· . . . . . ~ ......... 19.7 15.4 60 ~58.4 
Denmark ... ........ ~ .. ' ... 22 5 81.7 103.9 110 116.9 
France . . . . . . . ' .... ' .... 633 55.3 78.1 120 

ii'.i Greece ....................... 30.0 7.1 • '5.5 3 
Iceland .•..... .. ........... .2 e.5 7 . ... 
rtclat1d •••.... 7,7 n.e 6.0 Yio Italy........ . :::::.".".".'.':.'.' 759 72.8 613 182.9 
Norway._ ..... ............. 20.ll 43.8 84.l ao 80.1 
Portugal. ................. 2.3 

125:0 
l,S . -.. Sweden ...... .. . .... .. .. 46.7 140.1 160 . .... 

Switzerland. - . . . . . . ..... CJ! 101.3 829 160 ·2·.2s Brit.i.sll-US Zone or Trieste 
15.2 5.0 

Turkey ................. ~., .... 15.2 17.e 20 ... -
Unjted E!ng<iom ........... 364.2 194.5 288.3 380 ~10.3 

931.3* 919.7 1163.S 1680 

Sourc.es:-
I, ll and m-Derlved irom Commoroo Department table, Dl3tri0uticm Of Foreign 

Trade Of ERP Countries. 
IV-Based on estimates derlved from country submlsslons for 1949/50~ l:o.test ava.lla.ble 

trade statistics~ a.nd CQmm.1tments to trade under <:urrt'llt bilateral agreements between 
the l'JM"tlcipating coi.1ntr1es and Enstern Europa~ 

V-Estlmates 1n :oortlolpatl:rlg ccrunt:ry submlEs!ODS for 1952/53. 
•Tota.I imports, 1nc?uding Germany. were 1299,0. 

within narrow limits. .Although it is not possible to determine the 
precise volume of eommodity imports and exports, it is assumed that 
the tendency for Eastern European countries to have an excess of com~ 
modity exports in trade w:ith the participating countries will persist. 

The 1952/53 estimates of the participating countries include an 
excess of imports from Eastern Europe, except in the case of Italy, 
whose trade :is estimated to be balanced. In. the first half of 1948, every 
Eastern European country except Finland had an excess of commodity 
exports over imports in trade with the partieipating eonntries. The 
aggregate excess of exports amounted to $177.8 million., All partici
pating countries except Ireland, Italy and Switzerland increased the 
share of Eastern intports in their total import.s. 

The percentage share of the Eastern countries in the total exportA 
of the participating countries generally declined. In ,only two cases 
(Italy, Iceland) did this percentage decline reflect a decline in abSQlute 
export values. · 

2. Commodities of Special Importance. 

Of the less than 10 pereent of aggregate pre-war imports of the 
participating countries from Eastern Europe, four commodities made 
up over 50 percent of the trade. These eo=odities-coal, timber, 
gi·ain and potash-are considered of auflfoient importance to the .':lUC

eess of ERP to be diseUSS"ed separately. 

222. 

, 



a. Coal. 
W est!lrn Europe was a net exporter of ·coal before the war. However, 

without n decided increase in production in the United Kingdom and 
the Bizone, there is little chance of reaching the pre-war figure by 1952. 
The level of coal production in the United Kingdom is now 15 million 
tons less than pre-war and the rate .of export is 30 million tons below 
pre-war, owing to the fact that Britain's internal reqniremeI!ts have 
increased by some 15 million tons. 

During 1948/49 hard coal production in the Bizone was at the rate 
of 76 percent of the 1938 production and was 30 million tons short of 
the pre-war .level despite increased employment. Production is im
proving, however, and increased from 70 percent of pre-war in June 
to 80 percent in December. The end of dependence on American coal 
by 1952/53 depends on increasing production in participating coun
tries and' on the availability of export supplies from Poland. Though 
most participating countries probably cannot use much more eoal in 
the next few years than they are using at the present time, the Bizone 
will require at least an additional 22 millions tons. Estimated require
ments for OEEC countries by 1952 are 485 million tons while the high
est estimated production is 458 million tons. The gap for import would 
be 27 million tons, or about 6 million tons lower than the present gap 
of 33 million tons. It is expected· that by 1952 Poland might produce 
83 million tons of- coal of which 40 might be exported. Of the exports 
about 25 million tons might be available to OEEC countries, as com
pared with 13 million in 1948 and 16 million in 1949/50. The Polish 
coal fields always supplied part of the import requirements of the 
present OEEC countries owing to the fact that Poland enjoys fairly 
favorable transportation routes to the Scandinavian countries and to 
Austria. For this reason, the OEEC countries will continue importing 
Polish coal in increasing quantities as'it becomes available. 

TABLE 3. 

Polish Exports of Solid Fuels to OEEC Countries. 
1946 through August 1948. 

(In metric tons) 

country 

Austrla . .................. - ........ . 
Belgium ............................ . 
Denmark .......................... . 
France . ........... - ....... - ....... . 
Xc:eland ... ......................... . 
rtaly .............................. . 
Netherlonds . ...................... . 
l\7orwa.y ..... .•...•.•.....•.....•..•. 
Portugal •••••...•...........•••••••. 
Sv-1eden .•.....•..•........•..•...... 
Switzerland ...... .......... , ...... . 
U.K .••••...•.•••••••••••.•.......... 

1946 

1£0,011 

• "i:i:i.574 
595,741 

. ....... . 
60,697 

. ":frii.:i94 . ...... . 
2.179,551 

255,472 

4,362.340 

1947 

658,000 
433,000 

1.041,0DO 
536,000 
44.000 

425,000 
294,000 
637.000 

a.ooo 
2.508.000 

680,000 
116,000 

7.575.000 

Ja.n .... Aug. 
1946 

859,998 
256,395 

1.405,383 
1,278,405 

4,000 
400,522 
185,583 
677,110 -. -..... 

2,366,429 
198,429 
51,626 

In addition to Poland, a small amount of coal and coke is obtained 
from Czechoslovakia by the countries indicated. Production devel
opment in Czechoslovakia is not e:s:pected to permit important export 
increases. 
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TABLE 4. 

Czech Exports of Coal to OEEC Countries. 
Januar)' to June 1948. 

Country 

Austria -------------·-----··-···----
Francie~ 
Germany {East and West) __ 
Italy ·------
Switzerland-· -·---·--· -·-·--
Trieste --------·--·-----____ .. --·-· --- ....... 

b. Timber. 

In thousands of 
metrie tons 

381,.8 
11.2 

497.6 
79.4 
81.4 

1.0 

1,052.4 

Together with coal and steel, timber is. one of the most essential 
commodities needed for the reconstruction and e:x:pansion. of the pro- ·· 
ductive capacity of Western Eu.rope. Timber :is needed for coal mines, 
pulp and cellulose, railroads, and the building industry. Inadequate 
supplies of timber jeopardize the construction. of industrial buildings 
and workers' dwellings and adversely affect the production and diil
tribution. of coal. 

Timber is currently in very short supply. The seriousness of the situa
tion is evident from the figures given in the :following table, prepared 
by the Timber Committee of the Eeonomie Commission for Europe, 
which sets forth data concerning exports and imports of sawn softwood 
in 1937 and 1947 and gives the estimates of the Committee for 1948 and 
i949. It is to be noteq that the USSR, which in pre-wur years was a 
major exporter of sawn softwoods, now supplies little to :Western Europe 
and that the exports of the other coillltries are substantially below pre
war levels. Whereas in pre-war years the Western European countries 
customarily imported 4% million standards of sawn softwoods annually, 
the total which they can import now, at a time when needs for recon
struction purposes are exceptionally large, is in the neighborhood of 
only 2% million standards. Although the effective demand (that is, 
what the countrielj! are able and willing _to purchase of the supplies 
available at the terlllS offered) for sawn•softwood in Western Europe 
in 1948 was equal to 3 million standards, the export prospects from 
Eastern. Europe were. in the neighborhood of 2% million standards. 
When allowance is made for the fact that European imports from the 
:Western Hemisphere were reduced below the level of actual timber 
needs and below Western Hemisphere availabilities because of dollar 
shortages, the gap betmien effective Western European import demand 
and the export availabilities for 1948 was about 25 percent of demand. 

Effective demand for 1949 :is estimated at 3.2 million standards and 
"normal" export availabilities at 2.2 million standards, leaving a gap 
of 1 million standards. -
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.Although country-by-country estimates are not yet available for 
1950, the situation may be even more eritfoal than in 1949. The Bizone, 
whose exports will decline in 1949, plans to decrease exports even more 
sharply iD. 1950. The timb~r needs of the principal importing eo~tries 
are expected to continue to increase as a result of increasing eeonomie 
activity and reconstruction efforts under ERP. 

TABLE 5. 
Present and Prospective Sawn Softwood Situation in Europe 1 

(thauoaud o! staud•rds) 
. 

Export :erospect,, 

l'rlno!pal El:J><>rtlllg 
El!llort•d . 

Oountrlea 1941! 1949 

1Q37 lll42 Normal Maxl:mum N<>rmal MW<lmutn 

Austrla. ••••.....•.•••..•• 317 31 64 68 64 ilO 
o~echOsiovaiaa •••....••. 176 126 65 SD ·25 4S 
Flnlalld ................. 1.045 474 515 515 350 420 
Pols.nd .•••• , ............ 334 - 48 60 50 60 
Yugoslavia ............... 197 <iS (Jlj 80 60 160 
Sweden .................. 820 409 530 530 375 450 
USSR ................... 1,362. - 100 150 100 250 
U S.A. &; CaDada • ••••• 618 873 600 700 800 aoo 
<lermany ••••••••.••••••• (-'131 ) 616 356 300 225 230 - -- - - -- - . 
Total !or all timber ex- . . 

portlng countries ••.••• 4,542 2,641 2.508 2,744 2,185 2,731 
. 

Imported Elreot! va Pam and Essential Needs 
l'<!nci&al J:mportU:\g. 

auntrles 
1937 1947 1943 1Mil 1949 

. 
United Klng<!O!lL ••••••• 2,366 1,41~ 1,140 1,200 1,700 
Netherlands .••.••.•••••• 374 214 250 300 325 
Prance ........ ,. .. ~~ ............ ,. 745• 154 145 20() 275 
Belgium ............... " ........ 275• 115 210 21() 250 
Denmark~.'" .••.....•.• ~. 1'11 112 150 2l)Q 250 
Italkoy .......... ., ••••• 312 74 257 145 42S 
Tm ~ .................... 5 - 00 90 llll -- -- -- - -Total !or all European 

QountrJ.es~, ••••.••. ~ ••• 4,575 2,294 3.044 3,187 4,328 

l Source: Timber Committee o! EOE. 
• ECA Washlngt-011, esttmaees that maltlm"m exports to western Europe In 19'"3 could 

have rell<lhed 1.2 million •tl>wiards and that t~ some level can pr-0bably be e.ttatned 
1n 1949. -

• 1918 to 1932 average. 

A World Bank loan, now under consideration, to provide additional 
timbe:i: equipment for Fiuland, Yugoslavia, Austria, Czechoslovakia, 

·and possibly Poland, would .i:uc:rease export availabilities :f;rom these 
countries in 1949/50 by some 300,000 standards or about $60 million 
of additional timber per year. This amount, which is over 50 percent 
o:f the expected exports of these countries in the absence of the equip
ment covered by the foan in question, would serve to increase world 
export availabilities by over 10 percent and to eliminate about 30 per
oent of the estimated 1949 gap between availabilities and effective 
demand. The United States Governinent has given support to the loan, 
and it is expected that loan contracts will be drawn with the exporting 
countries in the near future. The OEEC countries benefiting fr?m this 
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added timber availability will be the United Kingdom, Italy, France, 
Denmark, The Netherlands, and Belgium. The United Kingdom will 
be the principal importer, with Italy next. 

' 
c. Grain. 
The position of Eastern Europe as a source of grain for Western 

Europe ehanged markedly after World War II. Before the war 
(1934-38) Eastern Europe supplied about 6,000,000 ·tons of grain 
annually to the OEEC eountries, or 25 pereent of their net imports 
of 24,000,000 tons. Since the war shipments to the West have varied 
from less than 100,000 tons in 1946/47 to somewhat under 900,000 tons 
estimated for 1947/48. Table 6 shows net imports of the OEEC area 
and imports from Eastern Europe for pre-war and post-war years and 
es~imated imports for the years 19413 through 1952. 

The grain imports scheduled from Eastern Europe under the bi
lateral agreements (chiefly for the years 1947/48 and calendar 1948) 
amounted to 1,631,000 tons.. In addition, Italy and France were to 
receive an unspecified quantity of grain from the East. Table 7 shows 
imports from Eastern Europe in 1937 and projecited 1949/50 imports. 
In the post-war period the USSR has supplanted the Soviet orbit 
countries as the prinelipal supplier of grain from Eastern Europe. ' 

Even if grain imports from the East should rise by 1951/52 to the 
projected 2.9 million-ton level, they would constitute less than half of 
the pre-war supplies from that area. As a result far greater dependence 
than before the war is being, and will be, placed on the United States 
as a source of supply, with a corresponding pressure on dollar resources. 
Before the war the United States provided about 8 percent of OEEC 
country imports of bread grains, while it provided about 52 percent 
in 1947 /48 and is expected to provide 55 percent in 1948/49. 

TABLE6. 

OEEC Countries Imports of Grain a from Eastern Europe: Post-war 1946/47 
and 1948 through 1952. 

Year 

!bl (annual average) 
1934-1933 ........................... . 
1946/1947 ......................... .. 
1947/1943- ........................... " 
1948/1949 .......................... . 
1949/1950 ...................... .. 
1951/1952 .. . .. . . • .............. . 

(a.) .All grains. exeludl.Dg rice. 
(b) Includes Western Germany. 
(c) Latest ECA estimates. 
(d) Early unrevised estimates 

Net Imports 
All Sources 

Imports from 
Eastern. Europe 

(Mlll!on Metric Tons) 

23.7 
17.1 
19.4 
24 (c) 
23.7 (c) 
22.4 (d) 

60 
0.09 
0.9 
20< 
2.6.:: 
29• 

Imports from 
Eastern Europe 
(Percentage or 
Net Imports) 

25.3 
.5 

4.6 
8.5 

11.0 
12.9 

The degree of dependence of the OEEC area on Eastern European 
grain before the war was relatively small, net imports amounting to 
7 percent of total consumption. Allowing for 2 million tons of imports 
from the East in 1948/49 and 2.9 million tons in 1951/52, the propor-
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tion that these imports constitute of projected consumption would be 
2 percent and 3 percent respectively. If supplies in 1951/52 were cur
tailed to the extent of the total projected import from the East, per 
capita supply would be reduced from 355 kg. to 322 kg., or ;from 93 
percent to 91 percent of the pre-war average. Information available 
in bilateral agreements, however, indicates that Easte1'l1 European 
som·ces are of considerable importance in relation to total imports for 
those countries for which such information :is available, and in absolute 
quantity al'e especially important for the United Kingdom. Table 7 
shows Western Germany as espooially dependent on Eastern Europe 
(Eastern Germany) for grain before the war, with Austria, Belgium
Luxemburg, and the United Kingdom each receiving more tha:n 400,000 
tons from the East. 

TABLE 7. 

OEEC Countdes Grain Imports from Eastern Europe: 1937 and Estimated 
1949/50. 

Country 

\ 
Austria .. ..... . .. . .. •. . .. . .. • . .. . 
~~J~urg!···· .................................... . 
Denmark . . . . . . . . . . . . . ~ . , . . . . . . . . ~ ...... _ 
Franoe ... .............................. . . .. ... . 
Greece ...... --~·-··· .. ···•+·••······ ........... . 
Iceland .••. . . . ... . . . • • • ............. . 
Ireland .. • • . •.•••.•• : • . . . • . .. . . .. .. • . . . • 
Italy •• • • . . . .. . . . .. .. . .. . . . .. . . . . . • . .. . • ... 
Netherlands . . . . . . . . . . . . . . . . . . . . . . . . . - . . . . . . 
Norway ..... • • . . . . . . .. . . • .. 
l'Ortul!tll • • • .. . • • • .. .. .. • • • ,. ., •. ,. • • • • . • • • . 
Sweden ·~··. .... . .. ~- . . . . . . . .. . . . 
SW1tzerland .. • • .. .. .. • . . . .. .. . .. . . . .. .. • . . .. 
United Kingdom . .. . • • . . .. .. 
Bizone ....•................ ........ ... ~ ·· .. ······ 
Frenoh zone . . .. . . . . .. .. . .. . . . • . .. .. ... . 
8""" ......... ........... ......... ..... • • " ........ .. 

COUNTRY TOTAL: . • • .. • .. .. .. .. • • .. .. • . . • ........ . 

1937 

8063 
461.l 

360.6 
193.8 
238.3 

357.0 
2a3.8 

17.7 
4.() 

24.3 
247.6 
413.l 

3,199.0 

6,556.9 

1949/50 
(a) 

52.0 
2'1ll.Q 

1150 
750 

o.o 
o.o 
o.o 

205.0 
34-0.(l 
1950 

55.0 

1.0720 
250.0 

0.0 

2,51ll!.O 

(nl Estimate for ONPC, which coincides appxoxlmately here with Elll<t<rrn I!Urope. 

d. Potash. 

The net imports of OEEC countries of potash prior to the war con
stituted about 177 thousand tons, or 14 percent of total eomumption 
for the area. Of the quantity imported, 70 percent came from the 
Eastern Zone of Germany and the balance fl'om Spain and minor non
participant producers. Potash eonsumption in Western Europe declined 
substantia.lly after the war, but production dee.lined more rapidly, 
increasing the import-eonsumption ratio to 25 percent with about one
hal:f of imports· originating in. the Soviet sphere, partienlarly the 
Eastern Zone of Germany. 

Potash consumption in Western Europe in 1948/49 will probably 
rise to a level of 50 percent. above pl'e-wal' and to 80 percent above 
pre-war in 1951/52. Net imports were estimated at 600 thousand tons 
for the :first three years of the ERP (about 30 percent of total require
ments), falling to 509 thousand tons in 1951/52 (or about 22 percent 
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of total :requirement.s). Since imports from Spain probably will not 
exceed !OO thousand tons annually, and f:rom Palestine, 40-50 thousand 
tons, about 450 ·thousand· tons in each of the first three years and 350 
thoUlland tons in 1951/52 would have to come from the Soviet Zone of 
Germany, the only other major exporting area. 

In the event of a short-fall f:rom Eastern Europe, it would be diflieult 
to fill Western Europe's potash requirement. Western German output 
eonld be increased if added investment were made in new equipment 
and repairs, as well as coal, electric power and transportation. 

TABLE 8. 
OEEC Area Potash Consumption and Imports from Eastern Europe 

1948/49 (Estimates) 

A.usti;l~ •••••••• ••••••••••••••••••••••••• .Belgium-Luxemburg ••••••••••••.•••••••• 
llenxna:rk ··~*~~·························· 
FTanoe ·····~······· ............. ~··········· Greece ~ ......................................... . 
Iceland ········~~····~··················· Ireland ~~ ..................................... . 
Italy ...................................... . 
Netherlands • .. • •• • • • • • • .. • • • • • • • • • ••••• 
Norway .................................... . 
P-0rtugal .,. ... , . . . ... .. . .. • .... .,. ••• - - . - ... ,. .•• 
SW.eden ·~·····························~·· 
Switzerland ., .... ~····"··~··-·-·-········· 'l"llrkey .••• ,.. .... , ••• 4 ...... ••••••• " ............. . 

U'.E:. ·········••+••·~······ ................ . 
Blzone .............................. ~··--··~ 
F.rencl> Zone .••••••••••••••••••••••••••• 

OOn.sumpt1on 

32 
117 5 
61.7 
~00 

5 
0.7 

12. 
25 

150 
42 

5 
4(1 

oas 
200 
470 
55 

ONPO I '.E'ortlclpantll 

(Ill thOusnnds ot metric toDS) 
32 
:;o 67.5 
55 5.7 

(b) (b) 

9.7 (c) 
6 

s 
6 

8 15 
70 Ell 
28 14 
5 

30 10 

!).88 
125 75 -20 (e) 

Total .. • . •• • .. • • • •• • • • • • • • • • • • • • . . • • 1,81?.8 
.t 

411.6 (d) 415 

f
a) Other J:lOn-pmlclpatlng count:des, .tnClucllug Spain, POJ.estlne and Eastern Europe. 
b) Net exporter. 
cl From CauMa Md Newroundland. 

(<1) Not over 100 tllousand t<>Illil from Spaln and 30-411 thousand tons from :E'nlestlne 
Included !n ONPC 

( e) No source breakdown. 

TABLE9. 

Expected ·Exports from Eastern Europe under Agreements as Percent of 
Total Net Imports by Country, 1948/1949 

Oountry 

Ftance 
13:'1Jli-uni··:::::::::::::::::::::::::: 
Ne erlan<ls • • • • .................. 
~orway ........................ ~ .• ,. ,. •. 
SWecleu .......................... 
Denmark ......................... 
Swlt-land ....................... 

:ruitrl& ............................ 
[taly .............................. 
Greece ···•"'""""···~·,.~··~·· ........... 
Iceland -~~~········-···~···· .. ••·•·· Unlte<I, E.'.lugdotn .................. 

• Not exported. 
•Not included: 
~ s.. Not available. 

1 COOJ. I Grain I Tlmber jwoo<IJ;lulpl Pots.sh 
. 

7.4 n.a. 4.4 12.7 • a.o 2a 416 185 1161 
M n.e. 11.0 a.s 19.4 

40.4 286 " • 32.2 
579 31.l 1 •• nn. 276 20.4 2't3 303 117.7 :w.a l9.4 27.7 33.3 n.a. 230 02 i 1 • 12.6 n.a. 10.7 - • na. • • 19.2 :a.a. • 'l'T.l • 26 • • 1 11.9 150 22.5 • 
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0. STRATEGIC MATERIALS. 
In accol'dance with the provisions of the Ecqnomic Cooperation Act 

concerning materials in which United States resources are deficient or 
potentially deficient, the objectives o:f the. ECA in this .field have been: 
to promote an increase in. the production of materials through explora
tion and development; to .further the transfer of materials to tlie United 
States by purchase or otherwise; and to obtain. for the United Statoo 
schedules of future availabilities and ·increased production as well as 
equal rights of access to the development of such materials. 

1. Factors Affecting Supplies from Participating Countries. 

In spite e>f its utmost efforts to accomplish these objectives, the EC.A. 
. is not satisfied with the progress made by the end of 1948. The prin

cipal reasons for UI1J>atisfaeto:ry results, it is believed, have been: (a) 
the lack of adequate and long-term purchasing power in any United 
States Government agency; (b) limited number of materials in. which 
ERP areas as a whole have net surpluses, actual or potential; (e) la!lk 
of inventories on hand in participating countries available for pure1lase; 
{ d) time required to work out development projects; and ( e) reluctance 
of producers, both American and foreign, to contribute to a large 
supply of materials that may overhang their :future markets. 

Despite these d:iffteulties, :four purchase . agreements were exeCll.ted 
priOl' to the end . of 1948. .All were purehases with local currency 
counterpart funds, in a total amount equivalent to $21,600,000. There 
were in addition a n~ber of transactions pending, involving explora
tion and development as well as purchases, which wer~ .in varying 
stages of progress at the end of 1948. 

The Bureau of Federal Supply (BFS) of the Treasury Department 
is designated by the Strategic and Critical Materials Stoek-Piling .Act 
o:f July 23, 1946, as the govel'lllll.ent agency to purchase strategic 
materials, and a limited .amount of dollar funds have been approp:ciated 
for use by it for that purpose. The EOA has worked elosely with and 
assisted the BFS in locating materials and arranging for their purchase. 
In some transactions, payment will he made partly with BFS dollars 
and partly with EOA !Wunterpart funds. While ECA dollars are 
not availabl~ for straight purchase transaetiOWJ, the use of ECA dol
lars is contemplated for exploration and development of production, 
witli repayment in materials to be delivered to the BFS out of future 
production. 

EC.A. activities in the strategic materials field are legally eon.fined to 
the participating countries and their dependencies and China. This 
excludes sucl!. important souxces as the British Dominions, Burma, 
and independent countries in Latin .America and the Middle East. 
Southem Rhodesia has not yet acceded to the United Kingdom bi
lateral agreement. 

Moreover, strategic materials possibilities in participating colllltries 
and their dependencies have distinct limits. These areas have actual 
or potential net surpluselil 0£ tropical and semi-tropical vegetable prod
ucts, limited for praetieal purposes only by eXJJectane:y o:f market 
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requirements. In the mineral field, however; where because of depletion 
the strategic interests of the United States aJ:e most vital, these areas 
as a group have net surpluses, based on lmown facts, o:nly of tin, cobalt, 
diamonds, Hake graphite, tungsten, meJ:cury, antimony, bau."tlte, phlo
gopite, and possibly columbite, ·tantalite and corundum. In non
atockpile items tliere are also :fiuorspar and potash. As a group the 
participating oountries and their dependencies do not have net surpllllles 
of petroleum, copper, lead, iron, zinc, nickel, vanadium, strategic 
muscovite mica, asbestos, beryl, bismuth, cadmium, zircon, barite, molyb
denum, platinum, k:yanite, ehl'omite, and manganese. Iu the laSt tlu·ee 
items there is a normal flow to the United States from dependent areas 
but this is due to geography and does not represent a net surplus for 
the group. In coDJi!onance with the spirit of the Eeonomic Cooperation 
A.ct, it has been. necessary to harmonize United States interests in 
strategfo materials with the basfo aims of the Aet. It would not be 
sound, for example, to take for stockpiling purposes materials which 
are urgently needed by the participating countries for recovery, thereby 
forcing them to dip into outside areas for their needs. In addition to 
inereasing net transportation costs, such a course would only redistribute· 
the trade patterns in sea:rce materials without necessarily adding to the 
total United States share of world supplies. 

With respect to use of the :five percent portion of the counterpart 
funds for ex:'.Ploration, development, and purchase, there is an important 
limiting factor. Any substantial transfer of materials by a participat
ing country to the United States without payment in dollars would 
neee&sitate a recalculation of the country's requirements and additional 
aid to compensate for its decreased dollar earnings. Moreover, five 
percent counterpart funds are available in .sizeable amounts in o:nly 
three of the significant sources of materials within the ERP group of 
countries, namely, the overseas dependencies of the United Kingdom, 
Franoo and The Netherlands. The amount of counterpart funds in 
Belgium ia very limited ancf none are available in Portugal and Turkey 
because these countries have received no grant assistance. 

Iu order to stimulate interest on the part of American companies in 
exploration and development operations, the ECA has expressed a 
willingness to make loans of five percent counterpart funds, to be 
repaid in. produetion if gained. · 

In the opinion of the ECA it is indispensable for an effeetive program 
to increase the supply o:f strategic materials to the United States that 
there be adequate purchasing power vested in an agency authorized to 
place, anywhere in the world, procuxement contracts continuing over a 
period of time sufficient at least to permit producers to amortize their 
investments at reasonable rates. ' 

2. ECA Operations. 

The Aat calls for the negotiation of "future schedules of mfoimum 
availabilities" from ERP countries, of materials in which the United 
States is deficie1,1t or potentially deficient, "either in pereentages of 
produation or in absolute quantities." The ECA, working with other 
government agencies, has been unable thus far to determine what sueh 
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schedule.'! should be in the ease of various materials produced within 
a pm:ticipating country or its dependent territories. In order to pro
ceed with negotiations for the purchase of deliveries of material out of 
incr\)ased production, it is necessary to establillh quantitative goals. 
At the ECA's request, interdepartmental investigations are being oon
dueted, under the auspices of the National Security Resources Board, 
seeking to determine future United States stockpile requirements and 
the quantities that should be requested from participating countries. 
"'\.Vhen this information :is received, negotiations for the schedules of 
minimum availabilities can be started. 

In order to learn the problems at first hand, to achieve some early 
results, and to review policies and objectives with the EOA. missions, 
a temporary mission t-0 Europe was organized by the EOA. in mid
.A.ugu11t 1948 eo:nfilsting of the Director of the Strategic Materials Divi
sion, the Director of the Bureau of Federal Supply, a mining consultant, 
a transportation consultant and a member of the legal staff. This mis
sion visited the Office of the Special Representative in· Paris and the 
ECA missions in London, Paris and The Hague. In eaeh oose, an 
investigation was made into various procurement and development pos
sibilities· in eaeh country, iu consultation with both government oflieials 
and private producers. Purchases of rubber and sisal were arranged 
iYJ. the United Kingdom, and negotiations initiated toward ex:pausion of 
Gold Coast manganese production. In '!'he Netherlands grounrlwork was 
laid for subsequent purchases of bauxite and quinidine. In France 
negotiation was begun toward the production and procurement of a 
substantial quantity o:f Madagascar flake graphite. Also, initial steps 
were taken in procuring an inventory of lead concentrate :for the United 
States stockpile and expanding North African manganese produotion. 
With the coGperation of the United Kingdom Government and other 
governments concerned, arrangements were made for the purchase of 
chrysotile and amosite in non-ERP territory. Opportunities for Ameri
can capital participation were disalosed in French North Mriean lead 
mining, French Cameroon tin-mining, French Congo lead-zinc mining, 
New Caledoniau nickel development, :nickel development in Celebes, 
and in aluminum production in Sumatra, 

In certain instances attempts to develop strategic materials are only 
practi<lal ti accompanied by necessary preliminary or oorollary steps, 
such as mapping and geologi<lal study in new areas. The ECA, together 
with the British Government, is considering projects to furnish a num
ber of American geologists, geodetic surveyom, and disease control 
specialists to supplement British colonial surveys, and a project to 
provide a transportation and economic survey in British East Africa. 
It is likely that similar assistance may be extended to· other partici
pating governments. 

Because direct development of most strategic material;i is uneconomic 
without transportation being available, certain tran1Jport bottlenecks 
to strategic material developments are being studied with a view to 
financing. the costs of improvement of the trlll!Sport facilities. For 
example, the port of Beira, Mozambique, and the Beira railway are 
bottlenecks to the strategic material output of Northern and Southern 
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Rhodesia. Transport systems in the Belgian Congo and across French 
West Africa are also under stridy. Growing attention is being paid 
to .Airica because of the potentiality of this eontinent as a buttress 
to the European economy. 

3. -Review of Possible Sources of Strategic Materials. 

Al"lbminum. There :is no SU11llus production of aluminum ingots in 
Norway at the present time. All Norwegian present production :is 
allocated, and plans are under way to increase this production. 

A:ntimony. Standing offers of as much as 2,000· tons of Chinese 
antimony have had to be refused for lack of available Bureau of Federal 
Supply (BFS) dollars. I:f the Co=unist advance in China does not 
overrun the antimony area, expansion of production can be accom
plished, but nothing can be done wi:thout long-term purcl:tase funds to 
justify expansion. Meanwhile, the EGA is trying to interest private 
purchasers in these offers. 

Asbestos. There a1·e no important deposits of asbestos within the 
areas controlled by the pal'ticipating countries. However, with the 
assistance of tbe United Kingdom G-Ove:rnment, arrangements were 
made by the ECA and tbe BFS for future delivery of Sontll.ern Rho
desian ehrySQlite and South Mxican amosite to the BFS. 

Bau;i;ite. This material is produced in the Netherlands East Indies, 
Gold· Coast, Italy, France, British Guiana, and Surinam. There are 
undeveloped deposits in Malaya, Jamaica, Nyasaland and on. islands 
off the coast of French Guinea. Nevertheless, tbe Eui·opean material is 
not suitable for American plants as presently constituted. The ECA 
is arxa:nging £or deliveries to the BFS, to "be :financed with 5 percent 
counterpart funds from the NE! and Sw:inam. Projects for develop
ment of the Jamaica and Frencli. Gufuea deposits are under considera
fuln. A proposal to dredge a channel for ocean-going ships to reach 
some of the :British Guiana deposits is being studied. The production 
from British Guiana and Surinam goes principally to the United St.ates 
and Canada; ho1vever, a large portion of the Canadian metal flows to 

- the United States. 
Oadmi:u.m. This metal is produced entirely as a by-product, cl:tiefiy 

from zine smelting. (See Zin6) 
Ch.romite. Turlrey, New Caledonia, Greece, and Sierra Leone are 

producers of this mineral. The ECA is seeking to expand Turkish 
production. An expansion program is in view :for Sierra Leone pro
duction. This deposit is state.d to be of limited capacity. Southern 
Rhodesia is an important producer, but has not chosen to commit itself 
to tbe European Recovery Program. 

Ooou.Zt. Cobalt is produced in the Belgian Congo, Northern Rho
desia, Morocco, and Norway, the last being a minor source. The Congo 
producer, accounting for 60 percent of world supply, has contracted 
for deliveries to the BFS beginning in 1949 and is willing to expand 
capacity substantially whenever assurance of a market is provided. 
An expansion of Northern Rhodesian production is contemplated. The 
A-foroccan producer could double bis output, but tbe product cannot 
be exported.at current world prices. An undeveloped deposit, ·associated 
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with copper but remote from transportation, is being explored in 
_ Uganda. 

Coconut Oil. Negotiations are.proceeding to obtain coconut oil from 
the NEI, probably with 5 percent counterpart funds. 

Oolumbite. The only important source in ERP areas is Nigeria. 
Although this has been the world's most important source :in. recent 
years, produotion has oome principally from retreatment of tin tailings, 
and this supply is near exhaustion. Future supplies will be reduced 
to a rate keyed to tin production, plus small contributions from virgin 
ground. Possible sources :in the Belgian Congo, Uganda, Mozambique, 
and French Cameroons are being investigated by the ECA.. 

Copper. Although Northern Rhodesia and the Belgian Congo are 
among the world's more important copper areas, their total supply is 
required for European needs. There is a ~elatively small deposit in 
Turkey, and discovery is reported in Uganda with cobalt associated 
with the copper. The last is said to be large but of low grade and 
remote from transportation facilities. Expansion programs are con
templated in Northern Rhodesia and the Congo. The ECA is trying to 
advance the Rhodesian project into the 1949 program of the United 
Kingdom, and with Commerce Department cooperation has expedited 
delivery of necessary equipment to the Congo producer. 

Oorundmn. Negotiations are being conduoted by ECA. and BFS to 
purchase-oorundum from the Frenoh Cameroons and to investigate the 
possibility of expanding produotion. Marginal deposits axe known in 
Mozambique and Nyasaland which- will be investigated. 

Oryolite. This is Denmark's only strategic material, and the only 
commercial source in the world is a single deposit in Greenland. How
ever, because it is also made synthetically, its strategic importance is 
not great. The BFS is willing to accept deliveries at New York. The 
ECA. is :investigating the possibility of purchase and shipment with 
5 percent counterpart funds. 

Diamonds. The largest producer of bort is in the Belgian Congo. 
A quantity of industrial stones and bort was purchased in London 
with counterpart funds. Bort production in Angola is being :investi
gated. .A quantity of industrial stones from French Equatorial Africa 
was offered, but because of uncertainty as to availability of dollars, 
investigation is -being made of the acceptability of counterpart funds. 
Diamondiferous gravels occur from Sierra Leone 'to the Congo and 
the ECA will seek to foster development if adequate buying interest 
develops. 

Flum·spar. The Bizone was a large producer before the war, and 
productive possibilities are now being investigated by the EC.A.. 

Germanimll!. A.n offering of germanium has been made from Belgium 
Congo sources, but pending further research by the iifunitions Board, 
this is not a stockpile item. 

< 

Graphite. A.n agreement has been entered into.with the government 
of France and the negotiation of specific contracts is near CJompletion to 
fulfill stockpile goals of Madagascar graphite out of expanded produc
tion, at the rate of approximately one-third of present world produc
tion. Investigation is being made of the acceptability of Austrian 
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graphite and of the commercial possibilities of deposits in Tanganyika 
and Kenya. 

Iron. Some high-grade iron ore is now being exported from Sweden 
and .Algeria to the United States. The North .African high-grade 
deposit is small. Lateritic iron ore carrying approximately 50 percent 
iron is available in Celebes and New Caledonia, but no market has 
beCJn found in the United States. Norway has a large low-grade iron 
deposit from which an exportable surplus of high-grade concentrates 
can be produced. 

Kyamite. ECA dollar funds are being made available through the : 
United Kingdom Government to an American operator in Kenya for 
.the purpose of expanding production, sufficient to fulfill United States 
stockpile requirements in three years. Delivery will be made under the 
contract to the BFS. 

Lead. Lead is mined in Morocco, Northern Rhodesia, Italy, Greece, 
Turkey, France, the French Congo, the Bizone, Austria, Sweden, and 
Norway. Production, however, is not equivalent to European require
ments. A recent discovery in Tanganyika is being developed, and a dis
covery has• been reported in Greenland but the Greenland -deposit is 
ice-bound until next summer. Attempts are now being made to·expand 

,production in Italy, Greece, Turkey, Bizone, France, Morocco, and 
Aust1·ia. An expansion is programmed for Northern Rhodesia. A coun
terpart loan is being negotiated by the EC.A. to explore a promising 
deposit in Algeria. 

Manganese. The most important source of manganese in ERP terri
tory is in thCJ Gold Coast. Other production exists in Morocco and the 
Belgian Congo. Undeveloped deposits occur in Tm·key. Gold Coast 
production, of which the United States normally receives about 40 
percent, is being maintained to the full capacity of the existent plant 
under current labor conditions. The Gold Coast producer has offered 
200,000 tons of intermediate grade material which although not ac
ceptable for stockpile purposes can be utilized by United States indus
try. The ECA together with other interested government agencies is 
'itndying the feasibility and desirability of financing construction of 
additionl4 plant facilities in the Gold Coast. Efforts are being made t(l 
expand Morocco production and to investigate the Turkish deposits. 
The EC.A is also ~nvestigating-the Belgian Congo deposit. 

Mercury. Italy is one of the world's two largest producers. There 
is substantial stock on hand in Italy and a considerable expansion of 
production is possible. However, the United States stockpile position 
is comfortable enough to make the BFS unwilling to pay even oeean 
freight. The EC.A. is currently negotiating to purchase and ship a 
large quantity with counterpart _funds if a satisfactory price can be 
reached. · 

Mica. A considerable quantity of strategic muscovite mica, princi
·pally from India, is available from the British Board of Trade, and 
a portion may be purchased with sterling countCJrpart funds. Phlogo
pito is produced in Madagascar and the EC.A. is pursuing the possi
bility of p_urchase, and production expansion if appropriate. 
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Nickel. Large nickel deposits oeeur in New Caledonia, and a large un
developed deposit is known in Cele bes. The ECA has relieved the bottle
neck in New Caledm.rlan production il:om shortages o:f Australian eoal 
by axranging for shipment of ooal from the United States. The pro
posals of the-principal producer for finances to expand production are 
being given favoranfo eonsideratiaq, and in cooperation with the pro
dmier, the_ECA is seeking to interest private American. capital par
ticipation. The ECA is doing likewise with refere11ce to the Celebes 
deposit, where the co11eession owner is also willing to take an .American 
partner. The New Caledonfa producer is also willing to ship sintered 
ore to the United States. 

Palm. Oil. Large areas within ERP territory are susceptible to palm 
oil production, given adequate assurance of ma;:kets. The two areas now 
p;:odncing a surplus are the Belgian Congo and the Netherlauds East 
Indies. This material is unde;: international allocation. A purchase fa 
being made of a large quantity of NEI palm oil allocated to the United 
States with counterpart funds. Arrangements are also being made for 
purchase of a substantial tonnage each month in 1949 with eonnterpart 
funds. 

PeppM·. Negotiations are now in progress in The Hague to secure 
a qua11tity of pepper for the BFS. This is difficult without disturbing 
world prices because pepper is in such.short supply. 

Petroleitm. ERP areas are petroleum-deficient. The only important 
produaing area is Indonesia. A petroleum geological consultant has pre
pared a report making recomme11datiolli:I as to what ERP areas merit 
attention. The use of EC.A loan funds is also being considered for the 
expansion of British-controlled production in non-ERP territory. 

Pwti111wni. No :important p,roduction is known in ERP areas. An 
offer to sell a part of its inventory was made by the British Board of 
Trade, but the BFS was unwilling to sanction payment of then <1urrent 
market prices. An undeveloped platinum deposit is known in Northern 
Rhodesia. 

Pyi·ethrum. Kenya is a large producer, but the BFS is not at present 
interested in pyrethrum pm·chases. 

Qual"tz 01-ystal. Undeveloped deposits are reported in Angola (Por
tuguese) aJJ.d Mozambique (also Portuguese), but the BFS has no aetive 
interest in acquisition with its dollars at present. 

Qwiwidine. .A. substantial purchase from the Dutch has been 
arranged, using 5 percent counterpart funds. The Duteh have also 
indicated a willingness to sell a large quantity of quinine, convertible 
into quinidine, or to ship cinchona bark. 

Rapeseed. Thls is produced in ERP areas and is available, but tile 
item is being stricken from the stoelrpile list. 

Rubber. Large quantities of rubber are available. A purchase of 
26,000 tons was made with 5 percent counterpart funds from the British 
Board of Trade. The Dutch have indicated a willingness to ship a 
considerable tonnage every month to the BFS during 1949 and to 
aceept payment in counterpart funds. Natural rubber production is 
greatly expansible, but uncertainty over what level of synthetic pro
duction will be maintained by the United States as a ~rategie pre-
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caution is deterring investment, both in plantation rehabilitation and 
new development. 

Sisal. Twelve thousand tons have been purchased from the British 
.Board of Trade with counterpart funds, and more is available for 1949 
delivery. Sisal production, like other tropical vegetable materials, can 
be built up in various dependencies to any level for whfoh a market is 
indicated. 

Talc. A strategic grade of block talc comes from Sardinia, but this 
is being made available to the BFS in satisfactory quantities through 
commercial channels. Samples of Austrian and Bizone tale are being 
shipped for testing as to acceptability. . 

Tantalite. This material can be obtained from the Belgian Congo 
whenever the BFS desires to make a long-term purchase agreement. 

Tin. The bulk of the world's tin comes from Malaya, the Nether
lands East Indies, Belgian Congo, and Nigeria. A high level produc
tion is being obtained in the Belgian Congo and Nigeria. Investment 
in new production in Malaya is not at a r.!lte sufficient to satisfy United 
States objectives. The area has been affected by banditry and the 
producers arc fearful that increased production might well result in 
overproduction when stockpile requirements have been met. Tin has 
be~n the subject of. consideration by the International Tin Study 
Group, which has been discussing an international agreement. The 
agreement will proba"Qly call for producers to expand production to 
the levels sought and for consumers to guarantee a sufficient market 
to safeguard necessary investments. The ECA intends to request the 
United Kingdom and The Netherlands to present programs for ex
panded production. The. ECA and the RFC have developed a speeial 
purchasing arrangement to expand the production of Chinese tin con
centrates and have them delivered to the Government-owned smelter 
at Texas City. 

Tungsten. China, Korea, Malaya, and Portugal are producing areas. 
Inventories are available from China, and Chinese and Korean pro
duction ean be expanded, whenever adequate dollar funds are availa
ble as there are no 5 percent counterpart funds in these countries. 

Vanadium. Vanadium is produced in Northern Rhodesia, but other 
ERP areas are deficient. An expansion program is contemp,lated. 

Zin(;. Zinc ore is produced in Northern Rhodesia, Morocco, the Bi
zone, Austria, Italy, France, Portugal, the Belgian Congo, Sweden, and 
Nl?rway. Ho'!ever, none of this is produced in surplus over European 
needs. Zinc smelting is done :in Belgium, United Kingdom, France, 
Bizone, Italy, and Norway, the ore coming from Australia, Newfound
land, and Latin America, chiefly Mexico. Some surplus of metal occa
sionally comes to the United States from Belgium and Norway. The 
ECA is studying possibilities of production expansion of zinc ore in 
Austria, Bizone, and Italy. Expansion programs axe projected by the 
producer in Northern Rhodesia and the Belgian Congo. 
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P. GERMAN REPARATIONS. 

The .Administrator .for Economic Cooperation has certain responsi
bilities in conne11tion with German reparations that are set forth in 
Section 115(f) of the Eeonomie Cooperation. .Act, which provides: 

"The Administrator will request the Secretary of State to ob
tain the agreement of those countries concerned that such capital 
equipment as is scheduled for remov:al as reparations from the 
three western zones of Germany be retained in Germany if such 
retention will most effectively serve the purposes o:f the European 
recovery program." 

L Bai;kground. 
Initial developments in 'the subject of German reparations may be 

summarized as follows: 
At Yii.Ita (February 1945) it was agreed that "Germany should be 

obliged to make compensation for damage in. kind to the greatest extent 
possible.'' 

At the Potsdam Conference (August 1945) it ~as agreed that Ger
many should be left enough :resources to subsist without external assist
ance, but that production eapacity not needed for production for the 
German peacetime eoonomy should be removed or destroyed; and that 
as the principal standards for .measuring Germany's peaeetime needs, 
German average living standards during the period of occupation 
should not c:l>'.eeed the average standards of living of all European 
countries excluding the United Kingdom and USSR. 

In Deoomber 1945 the Department of State issued a statement mak
ing elear tbe American conception of the meaning of the provisions 
of Potsdam on reparations. In the opinion of this Government, excess 
capacity having war potential should be removed from Germany or 
destroyed,. but there should be no punitive destruction of capital 
equipment of value to the German peacetime economy. Germany should 
be allowed to produee enough so that she could export enough to pay 
for her essential imports. There should be no permanent ceiling on 
German peacetime production. -

Pu:rsua:nt to the understanding reached at Potsdam, the :four military 
governors agreed in March 1946 on a plan for reparations setting 
:forth the levels of industry which would determine the amount of 
equipment to be made available as reparations. Permitted steel pro
duction was set at 5.8 million tons a year, and the production capacity 
to be left in Germany at 7 .5 million tons. 

By reason of the inability o:f the Control Council to make a:ny 
progress on the subject of economic unity, General Clay aDDouneed 
in May 1946 that the United Stt:tes would not participate further in 
the allocation of reparations by the .Allied Control Authority. There 
were no further allocations by The Control Authority, except for 
subsequent , modification with respeet to general. purpose equipment 
from war plants. . · 

In September 1946, Secretary Byrnes at Stuttgart stated that there 
would have to be ehanges fu the agreed level of industry if Germany 
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were trot to be administered as an economic unit, and pointed out that 
there was no room for reparations from current produetion. 

In .August 1947, the United States and United Kingdom Military 
Governors published a revised level of industry plan· for the Bizone 
area, which was based upon the retention of sufficient capacity to 
approximate the level of production prevailing in Germany in 1936. 
In view of the substantially increased population of the Bizone, this 
meant production per person at the rate of approximately 75 percent of 
.the 1936 level. The permitted level for steel production of the Bizone 
on this basis was fixed at '10.7 million tons of ingots and sufficient 
capacity was to be retained to produce that tonnage. 

In October 1947, the United States and United Kingdom ilfil.itary 
Government authorities published a list of 682 plants to be removed 
from the Bizone, and soon thereafter the French published a list of 
233 plants: to be removed from the French Zone of oecupation. The term 
"plant" in this context means "equipment," which may vary from 
a single machine to the entire equipment of an operating concern; it 
does not, however, ordinarily include the buildings or drawings, pat
terns, jigs, tools, dies, etc. 

Meantime, in January 1946, the machinery for allocation of these 
plants had been established by the execution of the Paris Reparation 
Agreement. The agreement established the Inter-Allied Reparation 
Agency (I.ARA) with the function of sub-allocating among the 18 
signatory states 75 percent of the equipment allocated by the Control 
Council for removal from the Western Zones· (the other 25 percent 

. being allocated by the Control Council to the USSR anq Poland). The 
IARA states were: 

Albania Greece 
Australia India 
Belgium Luxembourg 
Canada Netherlands 
Denmark Norway 
Egypt New Zealand 
United States Czechoslovakia 
France Union of South .Africa 
United Kingdom Yugoslavia 

(A year and a half ago the divfaion of India into two autonomous states 
added a nineteenth country, Pakistan, to the IARA. membership). 

The only allocations made by the Control Council out of the 915 
plants (682 from the Bizone and 233 from the French Zone) listed 
for removal in the three "\V estern Zones of Germany consisted of cer
tain advance transfers and general purpose equipment from war 
plants, ail before the end of 1947. In June 1948, after the breakdown 
of the Control Council, additional plants were made available to I.ARA 
by action of the respective Western Zone Commanders. No plants were 
made available to the Soviet Union, but it was announced that the 
matter 'vould be considered further when the blockade of Berlin was 
lifted: 

Early in 1948, the various interested agencies .of the United States 
Government, with, French and British cooperation, began a review o:{ 
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plants listed for removal :from the Western Zones, to determine 
whether their removal would be consistent with plans for European 
economic recovery. The ECA was not an active participant in this 
work, but was represented by an observer, who attended meetings of 
established working groups, and studied all relevant documents. The 
Administrator's purpose in designating such an observer was .to 
familiarize himself with the reparations problem in general and to 
have the benefit of all prior reviews of this problem u:ndertaken by the 
Government. 

2. ECA Actions and Recommendations. 

On August 24, 1948, the ECA .Administrator appointed an Indus
trial Advisory Committee consisting of Mr. George Jl:f. Humphrey, 
president of M . .A. Hanna Company, as Chairman; Mr. Fr11derie V. 
Geier, president of Cincinnati Milling Machine Company; Mr. John 
L. MeCaffrey, president of International Harvester Company; Mr. 
Gwilym .A. Price, p:i::esident of Westinghouse Electric & Manufacturing 
Company; and Mr. Charles E. Wilson, president of General lfotors 
Corporation. The ECA .Administrator felt that the ability of these 
men was of sunh an order that their views as to which plants shouJd 
be allowed to remain to produce in Germany would constitute the best 
judgment which couJd be brought to bear on the problem. · 

.At the first meeting of this Committee, the Administrator invited 
members of the staffs of the Congressional Committees most inter
ested: the Senate Foreign Relations Committee, the IIolllle Foreign Af
fairs Committee, b<?th Senate and House .$.ppropriationa Committees, 
and the Joint Committee on Foreign Economic Cooperation. Alter this 
meeting he w:rote to the Chai:i::man of those Congressional Committees 
:i:equesting that they furnish him with the names of any plant or plants, 
currently scheduled for reparations, which, in the opinion of the Con
gressional Committees, should be investigated by llfr. Humphrey's Com
mittee for possible retention. As a resuJt, he received from the staffs 
of the Congressional Committees concerned the des~gnation of some 
50 plants which he added to a list of plants already reserved for 

' further consideration. These plants were not officially recommended 
by the Congressional Committees themselves, but the Administrator 
felt nonetheless they must be given careful consideration. On August 
31, 1948, he had prepared a list of these plants, together with all 
plants which were being considered for retention as a result of the 
studies made by other United States Government agencies . 

.At the recommendation of the Committee, the services of Il1:r. 
George Wolf, president of U. S. Steel Export Company, and of four 
leading industrial engineering firms-Coverdale & Colpitt.s, F. H. 
McGraw & Company, Sanderson & Porter, Stone & Webster Engineer
ing COl·poration-were seaured in order to obtain a survey of each 
plant under consideration. Mr. '\Volf, who had made during the sum
mer a study of the steel situation in the Bizone llllder the au.spices of 
the Joint Congressional Committee, the Army and the ECA, inspected 
the steel plants on the list, and the engineering :firms inspeL>ted all 
other plants. The Committee procooded to Europe at the beginning of 
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Deoomber 1948. It considered the reports o1 Mr. Wolf and the 
engineering :lirill!l, and its members visited plants in Germany. The 
.Administrator joined them on December 6 in London, where meetings 
were held with British and French representati".es, with Assistant 
Secretary of State Saltzman present and with Ambassador Douglas 
acting as Chairman. The principal purpose of holding these meetings 
in London wa.s to afford the Committee an opportunity to hear aiul 
exchange views with representatives of t)le occupying powers of the 
other two zones in Western Germany. 

The :recommendations of the Committee have now been transmitted to 
the Administrator, and he has requested: the Secretary of State to 
obtain the agreement of the countries coneer.ned to the retention in 
Germany of the plants recommended by the Committee in the interests 
of the European Reoovery Program. Since the re~ommendations are 
now the subject of intergovermnental negotiations, it has been agreed 
with the Department of State that they will not be made public at this 
time. 

Q. SHIPPING. 
1. BCA's Transportation Functions. 

The EC.A. is not a shipper; it routes no cargoes, hires no forwarders 
or brokers, makes no bookings, eharters no vessels, and handles no ship
ping arrangements. Since available ocean shipping and United Stl],tes 
rail :facilities have been able to handle the movement of recovery pro
gram eargoes without undue strain, these matters have been left to 
the channels of private trade in aaeordance with the provisions of Sec
tion 112(h) of the Economic Cooperation .A.ct. 

The function,s of the ECA in the transportation field are of two 
sorts. In the :first place, it is responsible for supervising the expendi
ture of EOA funds for the payment of ocean freight, implementing 
requests of the participating nations for procurement authorizations 
for freight purposes, and estalilishlng regulations defining the circum
stances under which the participating nations may secu:re EC.A. reim
bursement for dollar port charges. 

Secondly, it administel:!l certain other provisions o:f the Act, the 
most important of which is Section 111 (a) (2), the so-called .A.merfoan
Flag Rule, relating to the participation of .American-flag vessels in 
the shipment of cargoes plll'chased with ECA funds and shipped from 

. the United States. 

2. Cargo and Tonnage Position a~d Prospects. 
To understand the transportation problems involved· in administer

ing the EC.A. program of United States aid, it should be realized that 
world fleets are expanding at a rather rapid rate while world cargo 
req~rements are stationary or declU:-ing. 

a. The World Position. 

Before the war the maritime nations of Europe traditionally 
depended upon shipping for a significant portion of their foreign e::i:
change earnings. During the war these nations suff'ered severe declines 
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:in their merchant marines, as a result of heavy war casualties, while 
the United States expanded its dry-ca1•go and tanker tonnage through 
a remarkaole construction program which left the United States, at 
the end of the wax, \Vith a fleet five times as large as it had in the 
beginning. Since the end of the war, foreign natfons have bee:n. expand
ing their merchant marines again, partly by purchalle from the United 
States (this phase ended prior to the commencement of the ERP) and 
partly by construction, while the United States has been contracting its 

·operating fleet fiy selling vessels abroad, by laying them up, and by 
SCll'apping them. 

At the present time, the shipyards of Europe, except Italy, are 
operating at full capacity. It is reported that over eight million tons 
of shipping are undi>r construction or on order in foreign yards, a 
major part being in the United Kingdom and Sweden. This construe.. 
tion will result in a continued increase in foreign-flag ton:nage of 
several million tons annually. 

With regard to world cargo requirements, there are conflicting trends. 
On the one hand, the economic recovery of Europe should lead to an 
expanded world trade and a corre.spondingly incxeased movement of 
!iner cargo. On the other hand, the vollllJle of bulk-eargo shipments, 
which was unprecedentedly large and abnoi'lllal immediately after the 
war, largely for relief pm:poses, has now fallen off sharply. In 1947, 
41 million tons of coal and grain wer~ carried from the United States 
to Europe alone. In normal times, no significant amounts of eoal 
move from the United States to Europe and only compal·atively small 
tonnages of grain. The revival of European coal and grain production 
has caused a sharp decline in the coal and grain movement. This par
ticular traffic, which is now ru:n.ning at about 17'2 million tons per 
month, may be expected to fall off still further in the near future and 
ultimately to dwindle to a few hundred thousand tons at most. 

Broadly speaking, therefore, there is likely to be a continuing sur
plus of dry-cargo tonnage rather than a shortage. This conclusion has 
important consequences for ECA policy. 

b. United States Export Prospects. 
Exports :from the United States are, of course, ·Only a part of the 

world cargo movement and ECA-fi.nanced exports to the participating 
nations are, in turn, only a part of the total United States exports. 
Shipping, however, is a world commodity and, apart from temporary 
fluctuations and local shortages, the conditions :in the tonnage market 
in any particular trade; such as that from the United States to Europe, 
may he expeeted to refteet world~wide Mnditiorui. 

'l'he dry-cargo movement must be divided into two categories, the 
berth or liner service and bulk or tramp service. For the past few 
months, the total liner cargo moving :from the United States to the 
participating nations (ineluding Germany) has been numing at a 
level of seven or eight hundred thousand tons per month. Of this total, 
about two hundred thousand tons per month have been ECA-fi.nanced. 
The prospects are that approximately this rate of movement will be 
continued for some months to oome. There may be some small increase 
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in the EC.A.-:tinaneed liner cargo if the participating countries reduce 
their takings of grain and coal and increase their purchases of manu
factured commodities. It is most unlikely, however, that there wm 
be any significant increase in the gxoss tonnage of cargo moving on the 
berth services. 

The bulk movement, whfoh was l'Ulllling,at a rate of nearly 2 million 
tons a month in the summer of 1948, had dropped, by late fall, to little 
over a million. The French coal strike led to an unexpeeted demand 
for several million more tons of United States aoal for France which 
temporarily interrupted the decline in bulk exports. This emergeney 
movement will be completed, however, in a matter of a few months, 
after whieh the bulk requirements may be expected to drop again to 
a million tons per month and ultimately to a much lower level. 

It is essential to bear in mind, in considering EC.A transportation 
policy, both the importance of this· bulk traffic in the level of exports 
of the past two years, and its inevitable d~cline as European coal and 
grain production reeover. 

c. The United States Fleet. 

Finally, the position and character of the United States merchant 
fleet must be kept in mind. Before the war, it was part of United 
States poliey, as laid down in the Merchant Marine Aet of 1936, to 
establish and maintain a fleet capable of carrying a "substantial por
tion" of this country's foreign trade. At that time, bulk tiargoes were 
not a major element in .American exports and no provision was made 
in that legislation for governmental assistance to American tramp ves
sels. The oosts of operating .American vessels in the bulk trades are 
so mueh higher than foreign vessels costs that it was quite impossible 
for .American operators to compete for bulk cargo and no attempt was 
made to do, so. Since the war, the enormollll demand for tollllage to 
move coal and grain and the shortage of available foreign-flag tonnage 
for this purpose made it necessary for the United States to enter the 
tramp trades very heavily. Since, with few exceptions, American ship 
owners were unwilling to acquire substantial numbers of vessels on a 
permanent basis for tramp operation, the Ship Sales Act of 1946 pro
vided that the Government could Charter government-owned tonnage to 
private operators for this purpose. A natural tlonsequenee of the 
decline in bulk-cargo traffic, coupled with the increased availability of 
foreign-flag vessels, has been the gradual withdrawal of this largo 
chartered fleet from service. Last July there were 545 vessels in opera
tion under charter from the Jl!Iaritime Commission, but the number had 
shrunk by January 1 of this year to 326. Of these, about 100 are 
available for non-military overseas tramp operations. There are about 
95 privately owned vessels in addition. suitable for sucb trades. Because 
of the higher costs of .A.meriean tramp operatiom;, the inevitable further 
decline in the demand for tramp tonnage would lead to the extinction 
of the U.S.-:llag tramp fleet in the absence of special measures or funda
mental maritime legislation providing financial assistance to tramp 
operatol'!l. 



3. Financing Ocean Transport. 
For the :first year of the ERP the total tollllage from all sources may 

'amount to approximately 34 million long tons, of which the tonnage 
from the United States may come to about 18,420,000 long tons. It has 
been estimated that the total ocean freight involved would amount to 
$693,400,000, including non-dollar and other freight charges not 
.financed by ECA. Of this total, $430,000,000 have been programmed 
as payable from ECA funds. 

Payments of ocean transportation are limited to those inst!lll.ces where 
U.S.:ftag vessels are employed for dollars or where dollar payments are 
required in accordance with the custom of the trade. Where the 11ar
ticipating ERP country employs its own vessel for carriage of ECA 
cargoes to its own country, no dollar payments are made, regardless of 
the custom of the trade. 

4. American-Flag Rule. 
a. The Statute. 

The following provision of the Economic Cooperation Act has become 
known as the "Amerioan-Flag Rule": 

". . . The Administrator shall, in providing for the procurement 
of commodities under authority of this title, take such steps as may 
be necessary to assure, as far as is praeticable, that at least 50 
perccntum of the gross tonnage of commodities, procured within 
the United States out of funds made available under this title and 
transported abroad on ocean vessels, is so transported on United 
States flag vessels to the extent such ve.'lSels are available at market 
rates." (Sec. 111 (a) (2)) 

When this section is examined in the context of other portions of the 
Act and in the light of the Congressional debates on the section itself, 
the following policies seem reasonably clearly revealed: 

(1) Fifty percent of ECA-£naneed tonnage shipped from the 
United States must be carried in United States-flag vessels, if 
such '1.iess1ils are availaole -at mal'ket rates. Ii the rates fur U.S.
flag vessels exceed foreign-flag rates, 50 percent carriage in United 
States bottoms is not required by the statute. 
(2) Nevertheless, even when foreign-flag rates -are lower than those 
on U.S.-flag vessels, Congress intended the Administrator tJJ en
courage carriage in U.S.-flag vessels to tlw extent practicable in the 
light of his basic responsibilities for fostering European recovery. 

b. Administrative Procedures. 
From the beginning oi the program, the EC.A. has :made every effort 

to secure compliance with the Ameriean-Flag Rule through the coop
eration of the partfoipating nations and to avoid, insofar as possible, 
any complex system of detailed rules and regulations. The general 
policy of administering the .A.et appeared to require this approach. 

In the first place, the Administrator is charged by Seetion 112 (h) of 
the Aet with utilizing private ehannels of trade to the maximum extent 
consistent with the accomplishment of the basic purposes of the law. 
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l'he le.ying down of any detailed system of policing in order to in.sure 
the adequate use of Amerioan tonnage would inevitably interfere to 
some extent with the normal operations of the private market for ship
ping services. 

Seoon.d, any suoh detailed administrative regulation of individual 
shipments would involve a substantial burden of administrative expense 
both for the United States Government and for the private shippei'S 
and shipping companies subje(lt to.snob. regulation. 

Third, one of the basic purposes of the Economie Cooperation Act, 
as expressed in Section 102 {b), ia to fw:nish asaistance to the partici
pating countries "in such a manner as to aid them through thek own 
individual and concerted efforts to become independent of extraordinary 
outside economic assistance ... " The reeovery of the foreign shipping 
industry, to the extent it is consistent with oui· own merchant marine 
policy as expressed in the Merohant Marine Act of 1936 and in Section 
111 \a) (2) of the Economic Cooperation Act, is therefore desirable . 

.Accordingly, the EC.A advised the Organization for European Eco
nomfo (looperation that the European nations should· recognize the 
:respollllibility that they had for insuring compliance with the .American.
Flag Rule. The OEEC has been informed on frequent occas.ions that 
as long as their cooperative activities ·appear to be effective in producing 
the required division of cargo, no rigid controls would be :imposed. On 
the other hand, the ECA has made clear its basfo responsibility to the 
Congress to see to it that Section 111 (a) (2) WM complied with and, 
if voluntary eooperation appeared to be inadequate, that a more rigid 
and mechanical system of control would have to be applied. The OEEC 
was requested: 

(1) To make monthly :reports of movements of EGA cargo from 
the United States to the participating nations by flag of vessel,.; 
(2) To submit estimates of probable future movements of suoh 
CaFEO for th:ree month periods; 
(3) To formulate a plan by means of which the participating na
tions could themselves insure compliance with the .American-Flag 
Rule. • 

The ]\ifarit:im.e T:ra.ru;port Committee of the OEEC has on numerons 
occasions demollStrated its desire to cooperate and has developed a 
reporting procedure for carrying out the undei'taking of the OEEC 
under (1) and (2) above. The Conunjttee has taken the view, up to 
this point, that no formal plan for a system of enforcement of the 
Ameri\?lln-Flag Rule was necessary but that by joint and individual 
action, the member nations would see to it that this rule was complied 
with. 

The ECA has followed the progress of shipments and has negotiated 
on frequent occasions with participating countries for the correction of 
short-falls in the use of .American tonnage. 

The voluntary method has produced satisfactory over-all results up 
to this point, although occasional complaints have ·been made by .Amer
ican operators. There are, however, probleIDB of a special,nature which 
have a:risen in each of the three fields of bulk-cargo movements, berth
eargo movements and tanker movements. 
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c. The Rule· in Operation. 

The difficulties in the bulk-cargo field arise largely becalise of the 
difference in costs in the operation of U.S.-flag and foreign-flag tramp 
vessels. As long as tonnage to move bulk co=odities was in heavy 
demand, the market rate for such tonnage, which is competitively de-. 
ter:mined, remained well above American costs of operation. With the 
decline in the bulk-cargo movement which occurred during 1948, how
ever, a tonnage surplus developed which drove foreign-flag rates well 
below the level which American operators could accept. 

This development had two consequences-one related to the dollar 
costs to EOA of the recovery program, and the other related to the 

·effects on the European economy of a high delivery price of coal. 
Requiring 50 percent carriage in U.S.-flag vessels meant that the. EOA 
was financing cargo movements at a level several dollars per ton above 
that at which foreign vessels could be secured. A serious doubt arose 

. whether, if there were umple foreign :flag tonnage available to carry 
more than 50 percent of the bulk cargo at rates so far below the Amer-
1can-flag rate, the .Administrator was justified in spending the addi
tional EOA funds required in using the American ships, in view of the 
provisions of Section 111 (a) (2) that the American-flag provision need 
be enforced only insofar as American vessels were available at market 
rates. 

As long as the discrepancy between the American and foreign rates 
remained ·small and shipping shortages continued, payment of the dif
ferences was justified on the gronnd that the withdrawal of some Amer
ican tonnage would create a shortage of ships which would drive rates 
back up above previous American-flag level. During the fall of 1948, 
however, the Administrator became convinced that the rate discrepancy 
was growing too great to be justified on this basis. Accordingly, on 
December 3, he wrote the Joint Congressional Co=ittee on Foreign 
Economic Cooperation that it was his intention, after Ja;nuary 1, not 
to require the use of more U.S.-flag ships than were needed by the 
foreign nations unless such ships were available at competitive rates. 
He had previously written the United States Maritime Commission on 
October 7 requesting consideration of the rate-spread problem. 

The losses caused by the French coal strike have resulted in an 
unexpected need for continued large .American coal exports, a sustained 
demand for bulk cargo carriers and a decrease in the rate differential· 
There has hence been no occasion to put into effect the decision an
nounced on December 3, and this state of affairs seems likely to con
tinue at least until April 1, 1949. 

There has been much misunderstanding of the meaning of the Ad
ministrator's announcement and of the reasons lying behind it. It does 
not imply that after the terminal date no United States vessels may be 
used in the bulk trade, or that, if he deemed it necessary in case of a 
shortage of ships, he would hot continue to pay a premium for United 
States vessels. It merely implies that unless United States vessels are 
available at what may reasonably be construed as world market rates, 
the ECA will not require the use of sucli. vessels. ' 
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For the period April 3-December 31, 1948, the difference between 
the freight payments actually made on ECA-:financed coal and grain 
cargoes and those that would have been made if exclusively foreign-flag 
tonnage had been used at the prevailing foreign-flag rate, is estimated 
at-about $10 million. In the :fiscal year 1949 /50, should the clifl'erential 
between the .American and foreign rate average $3 per ton over the 
year, the corresponding figure might be as much as $20 to $25 million 
on the volume of bulk cargo estimated to move. 

The additional cost of $10 ;:ruilion for using .American-flag vessels 
instead of foreign-flag vessels exaggerates the net cost of this operation 
to the United States Government as a whole. If .American-flag vessels 
disappear from the market, rates for transportation on foreign-flag 
vessels may be expected to rise. .Although the net cost to the United 
States Government of using .American vessels would be reduced to the 
extent that the operators were required to pay charter ~ire to· the 
Maritime Commission at an approximate rate of $8,000 per vessel per 
month, nevertheless the gross figures given above would represent the 
actual charges against ECA funds otherwise available for European 
R€covery. _ 

Additional effects of the higher U.S.-flag freight rate, which are per
haps more serious, are the influence upon European coal prices and 
indirectly on the organization of industry in Europe and generally on 
the European economy. It is reported that the British and Polish 
export prices of coal are currently set at a level just below the price 
of .American coal delivered in .Am.erican ships. In the case of Britain 
and probably of other sources, these export prices are several dollars 
above the domestic price and clearly a good deal above domestic costs. 
Should it be possible to transport the bulk of the United States coal 
destined for Europe at a freight rate several dollars below the present 
U.S.-flag rate, this in all probability would result in reductions in the 
price to importing countries of coal purchased from within Europe. A 
reducti:"on in the internal price of coal within the importing countries 
would also lessen the inflationary pressures caused by high prices for 
coal used both in i!1dustry and for household purposes. 

Moreover, the competitive relations between coal-producing and coal
importing countries are seriously disturbed by t'he maintenance of an 
artificially high price for the export coal and this distortion may have,
in some cases, important effects inhibiting recovery in the coal-:im.port
ing countries. Since the promotion of recovery throughout Europe is 
the basic purpose of the Economic Cooperation Act, this is a considera
tion which the Administrator must take account in con~igering how 
much of a departure from competitive world freight rates he can 
justifiably permit before relaxing his insistence that at least 50 percent 
of .Am.eriean-flag vessels must be used. 

In the liner trades, no corresponding rate problem exists. In these 
trades uniform rates are established by conferences participated in 
jointly by American and foreign shipping companies and sanctioned by 
law in the Shipping Act of 1916. ECA records indicate that approxi
mately 60.3 percent o'f liner cargoes were carried in United States-flag 
vessels up to December 31, 1948. 
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The problem with respect to tankers :is entirely different. The pro
portion of .American-flag participation :in the United States export 
traffia has been well below 50 percent. But this is simply becaUlle the 
b11lk of the available American-flag tankers have been, apart from 
temporary periods, almost continually employed in the off-shore trade. 
In view of this fact, to demand that existing tanker charter arrange
ments be shifted merely to return American flag tankers from the off
shore trades to the United States export trades seemed neither neces
sary nor practicable. 

d. Division of Cargoes to Date. 

In the early stages of the program much ECA :financing was by way 
of reimbursement for past transactions. Hence, many cargoes could 
not be identified as ECA-:financed until some time after they had ac
tually moved, and it was impossible to compile accurate estimates of 
the proportion of ECA shipments made on U.S.-flag vessels. A large 
part of this backlog has now been cleaned up and it is possible to com
pile information which is fairly reliable. Until reimbursement has 
been requested for all shipments made during 1948, however, it will be 
impossible to compile final figures on the division of cargoes. 

There are three sources of information. The OEEC Maritime Trans
port Committee in Paris makes monthly reports, the ECA compiles 
data from its own records, and information is available from the Bureau 
of the Census on the division by flag-of-vessel of all exports from the 
United States. This last set of :figures does not, of course, show ECA
:financed cargo separately and it therefore cannot be used to test com
pliance with the American-Flag Rule. It does, however, give some 
indication of the way in-which the American-Flag Rule is affecting 
the position of the American Merchant l}farine :in the total export 
picture. 

The participating nationB taken as a group had substantially com
plied with the American-Flag Rule on all cargoes for which ECA reim
bursement had been sought through December, 1948. For bulk ship
ments, ECA records show 50.1 percent carried in U.S.-flag vessels, for 
berth shipments 60.3 percent, for tanker shipments 23.4 percent, and 
for all types of shipment taken together 48.4 percent. Information 
supplied by the Maritime Transport Committee of the OEEC is in 
substantial agreement with the above ECA reaords when due allowance 
is made for diffiaulties in statistical concepts and methods of compiling 
the data. In :interpreting the :figures, it should be remembered that 
they do not include shipments to the Far East, of which over 90 percent 
is carried in American vessels. 

e. Problems for the Future. 

During the coming year there is every reason to believe that it Will 
become more difficult rather than easier to require 50 percent carriage 
of cargoes in U.S.-flag ships. The reasons for this are the following: 

In the first place, the total volume of cargo to move is not likely to 
increase above present levels and in the bulk category, as indicated 
above, will almost certainly decrease somewhat after the middle of 
the year. 
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Seeond, the dollar shortage of the European nations will continue 
to be acute. This means that they will have very strong incentives to 
economize on the use of dollars by avoiding American-flag vessels and 
using soft-currency vessels whenever possible, and to attempt to earn 
dollars by offering their own vessels for employment in the United 
States export trade at lmv rates. 

Third, the net effect of the two factors just described is likely to be a 
renewed widening of the gap between U.S.-fiag and foreign-flag freight 
rates on bulk shipments. .As pointed out above, this gap has narrowed 
in recent weeks, partly as a normal seasonal result of winter weather 
and partly as a consequence of the abnormal French demand for eoal 
resulting from the French coal strike. .As the effect of both of these 
factors wears off, with the coming of spring, it is to be expected that 
foreign-flag clJ.arter rates will fall back toward the levels of early fall 
1948. To the foreign e..>:change incentive to avoid the use of American
:tlag ve$Sels this adds a further direct cost incentive for exporters in this 
country who wish to maintain their competitive position in European 
markets. 

In the tanker field. these pressures are not likely to be important. 
The balance of ships and cargo will require that U.S.-:tlag tankers be 
fully used, and :ii dollars must be paid for tanker freights in order to 
secure the movement o:f the cargo, it m a matter of small interest to the 
foreign countries whether such tankers are employed in the small 
United States export trade or in the larger movements from offshore 
are!lS. Furthermore, tanker rates are set in a world-wide maxket and 
there are no such discrepancies between U.SA:!ag and foreign-flag rate.<; 
as appear in the dry-cargo tramp market. 

In the liner areas, it is expected that there will continue to be pressure 
for use of foreign-flag vessels. This will be of two sorts. In the :first 
place, the same dollar considerations which apply to tramp movements 
.apply to the liner traffic. Even where American vessels are able to 
offer the same or better serviee at identical rates, foreign nations wish
ing to conserve their dollar position will have a strong ineentive to use 
non-dollar ships. Second, whereas the conference machinery has so far 
been successful in maintaining a fairly stable standard rate structure 
applying equally to:vesscls of all flags in the berth services, such a rate 
structure will be menaeed by, the development of a world shipping sur
plus. In the presence of such a surplus the amount of space offering at 
eut rates below conference levels may become significant. American 
vessel costs prevent American operators from participating in this kind 
of a rate war, thus 'adding additional incentives to shippers to use 
foreign-flag tonnage. 

Two things should be kept in mind in appraising the significance of 
the American-Flag Rule for the American Merchant Marine. In the 
first place, the total volume of bulk cargoes to be shipped from the · 
United States to Europe is almost certain to fall in the long run to 
levels considerably below thos~ now prevailing. The American-Flag 

. Rule cannot be expected, therefore, to maintain the employment of 
vessels and seamen at their present levels. 
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In the second place, it is the aim and object of the recovery program 
to render the European nations independent of continued aid. Insofar 
as this aim is successful, therefore, the proportion of our total exports 
futanced by the EC.A. mechanism will decline and the support which the 
.American-Flag ·Rule gives to the Merchant Marine will, therefore, 
become smaller and smaller as time goes on. 

R. PRICE REVIEW 
In accordance with the mandate in the Economic Cooperation .A.ct 

private channels of trade are used to the greatest extent practicable in 
EC.A-financed transactions. The supervision of the prices involved in 
private transaetions, negotiated in accordance with normal commercial 
practices by private sellers and importers, presents complex admiriistra
tive problems. After studying various alternatives, the EC.A. decided 
that the only feasible procedure was to require a price certifieation by 
the supplier, and to buttress such certification. with EC.A. audits of 
eompleted transactions and the retention by the EC.A. of the right to 
require reimbursement from the participating country for transactions 
at excessive prices. The first EC.A. procurement regulation, issued 
May 15, 194'8, therefore required that the supplier certify that his price 
did not exceed the established or market price for the commodities or 
the price paid him for similar commodities by other customers similarly 
situated. 

1. Techniques of Price Supervision. 

Section 202 of the Foreign .Aid .Appropriation Act provided that ·no 
funds appropriated by the Act ''shall be used for the purchase in bulk 
of any commodities * " " at prices higher than the market price 
prevailing in the United States at the time of the purchase adjusted 
for differences in the cost of transportation to destination, quality, 
and terms of payment "' " • ". 

The EC.A amended its procurement regulations to ineorporate, with 
the previously developed administrative price limitations, measures 
insuring compliance with the requirements of Section 202. The revised 
procedure, which is presently in effect, retained the use of a supplier's 
eertificate and the right to seek reimbursement from the participating 
eountry as basic aspects of ECA priee administration. The certificate 
required from each supplier, which must be submitted to the EC.A as 
one of the standard documents required for reimbursement by the EC.A, 
ineludes provisiorui that the purchase price satisfies Section 202, that 
the contract price is no higher than the price charged by the supplier 
to customers similarly situated, that he has allowed all discountS for 
quantity purchases and prompt payment customarily allowed other 
customers similarly situated, that he has not given or received any 
side payments or "kiek backs", that payment under the contract is not 
based on cost-plus-a-percentage-of-cost, and that in the event of any 
breach by him of the terms of the eertificate, he will make appropriate 
reimbursement to the ECA. 

All Procurement .Authorizations issued to participating countries 
incorporate both a general provision .that the country will promptly 
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repay to the ECA oli demand any ilisbursements wh~eh the A.d~i.stra
tor determines were improperly made and a specific provision that, 
with respect to purchases in violation of Section 202, the EOA will not 
make payments direetly to a participating eountry, and will seek 
reimblll'Sement from such oountry for payments maae under letters 
of commitment. 

These procedures were adopted by the EC.A. as the only practical 
method, short of evolving a complete system of pre-transaction priee 
controls, of assuring compliance with the law and of maintaining 
reasonable price levels for EC.A.-finaneed procurement. In addition to 
the supplier's certificate and the :right to seek reimbursement for 
improper transactions, the ECA naturally relies to a eorisiderable degree f 
on competitive market forces as an important factor in securing proper 
prices. The great mass of ECA-:tlnanced procurement is accomplished 
through arm's-length transactions in whiah the importer is trying to 
secure the best value he can in making bis purchase. The coupling of 
these competitive forces with the requirement that the supplier musL 
<lertify his price as being a legal one and the reviewing by ECA of 
completed transaetions, results in :firm, if indireet, oontrol of the prices 
paid for EC.A. com.i:riodities. 

A system involving the fi:.rlng of all prices in advance of transa1,'1:io11S _ 
was rejected by the ECA, not only beaanse of the mensive personnel 
demanded by such a system, but also because the prices so fixed would 
tend to become the :B.oor to which sellers would raise their prices. 
Jl.foreover, the volume of ECA-financed purchases of some commodities 
is so substantial that pre-det:;rmination of prices by the ,EOA would 
intl.uence and possibly distort the market prioo .strueture. 

In keeping with its policy of generally avoiding the fixing of prices 
in advance of transactions, t~e EOA does not elear in advance the price 
provisions in eontra<lts for ElCA transaetiollll, but requires that buyel'S 
and sellers negotiate contract terms in accordance with customary trade 
practices. In many cases, however, involving commodities which are 
in short supply within the United States, the priees which foreign 
purchasers are willing to pay may be considerably higher than prevail
ing prfoes for.such products charged in United States domestic sales. 
A substantial number of proposed transactions involving short-supply 
items have been referred to- the EC.A. where it was believed the prices 
might be excessive. Among the transactions rejected by the ECA have 
been individual bigh-priee sales of reconditioned tractors, steel farm 
maahinery, and crude oil. · ' 

2. Review of Prices. 
The price review is one aspect of the general post-audit made of all 

E\)A-financed transaetiol1!!. In conducting sueh post-audit prfoe cheeks, 
the EC.A. makes a <lomplete review of prices paid for key commodities, 
such ai> petroleum, coal, steel, maahinery, cotton, non-ferrous metals, 
and fertilizer, and reviews on a sampling basis the prices of other 
commodities. This system will result in examination of the prices of 
eommodities constituting at least 75 percent or the volume o-f ECA
financed purchases. 
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The normal price check involves an analysis and review of contract 
terms, prices, and quality. Comparison is made with similar transac
tions to determine out-of-line prices, and prices are also considered in 
reference to all available market-price information. In facilitating 
the review relating to like transactions, a number of price comparison 
studies of important co=odities have been made. 

Information concerning price levels of co=odities traded on com
modity exchanges is of litUe value unless interpreted while all the 
known factors affecting the market are fresh in mind. The ECA 
therefore requires private exporters of commodities traded on such 
exchanges to submit copies of purchase orders for ECA-financed 
transactions immediately upon their execution. ECA commodity 
experts then make a finding on price in the light of all factors affecting 
the current market. Such price-finding is subjected to further review 
in the post-audit price review. 

Spot checks are made by the ECA of the cost of co=odities procured 
for participating countries by United States Government agencies. 
The prices of co=odities procured by the Bureau of Federal Supply 
and the Department of the Navy and Army have been determined by 
competitive bids; bread grains and coarse grains, procured by the 
Department of Agriculture, are priced at the cost of acquisition. 

In addition to the various price studies undertaken in connection 
with the post-audit price reviews, the ECA has made continuing study 
and re-examination of its over-all price policies. The Administrator 
has appointed an advisory Price Policy Committee, composed of 
individuals with considerable experience in business, economics, and 
governmental price control operations, which subjects ECA price 
policies to careful scrutiny. 

3. Prorurement Policy and Elimination of Unnecessary Dollar Pay- . 
men ts. 

Closely related to the price review is the examination of procurement 
policies and practices followed by the participating countries in making 
ECA-financed purchases. The ECA, in its review of completed trans
actions, makes a detailed examination of procurement policies, with 
respect to such matters as proper detailing of specifications and quality 
schedules, elimination of frills and unnecessary extras for export pack
aging, proper scheduling of purchases, and the placing of orders with 
low-priced sellers. 

Similarly, the ECA carefully scrutinizes all transactions in light of 
the policy of limiting ECA-financing, wherever practicable, to the 
actual dollar acquisition cost, and to exclude from ECA-financing any 
service rendered or value added to the commodity in the country Qf 
destination. Examples of additional costs incurred in Europe which 
have been excluded from the amount approved for ECA-financing are 
the costs of assembling and reshipping automotive parts shipped to 
Europe, the costs of blending and packaging lubricants shipped to 
Europe in bulk, and various costs of distribution and servicing per
formed in participating countries. 
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The EC.A. has also adopted, in accordance-with the cm=on govern
ment practice of acting as a self-insuxer, the policy that EC.A. funds 
shall not be used for the payment of marine insurance on shipments of 
EGA-financed commodities. EC.A. funds "which would otherwise be 
required to pay insurance premiums are thus made available for 
procurement of .additional aid. The policy places no risk on the_ 
supplier, who will continue to be paid upon delivery of the commodities 
to shipside. The importer may insure in his local currency or by use 
of non-EC.A. dollars. 

4. Quality and Weight Controls. 
Quality and weight controls are an important factor in good price 

administration. The interest of the importer can normally be relied 
upon to insure that quality and weight specifications on purchase 
contracts will be met by the seller. The EC.A. receives ciopies of cer
tificates of quality and quantity furnished in accordance with normal 
trade practices. In addition, the EC.A. makes spot..check BJ(aminations 
of quality and weight commodity shipments as they arrive in Europe. 
These r£lports are used in the post-audit of EC.A. transactions. 

Experience has shown that, in the case of certain commodities, addi
tional safeguards against the risk of EC.A. payment for off-quality and 
short weights are required. Ip_ these cases, the ECA. has imposed 
additional quality and quantity checks. Quality controls were recently 
imposed with respect to cotton, based on the 1inding that the quality 
descriptions employed in ECA.-:financed puxchases of co~ton did not 
always conform with the quality descriptions normally employed, in 
domestic cotton sales. These controls call for the sampling and classi
fication of ECA.-:financed cotton by the Department of Agriculture. On 
the basis of the results of such sampling, the ECA. is able to determine 
whether there are any deficiencies in the quality of the cotton shipped 
and to check whether appropriate claims for refund were filed by the 
buyer and proper settlement reached by the buyer and seller. 

EC.A. regulations require that the amount of settlement of claims for 
quality or quantity, or other failure by the selle~ to perform, shall be 
reported and refunded to the EC.A., thus avoiding the 'danger of estab
lishing uncontrolled private dollar balances in favor of foreign 
:importers. 
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STATISTICAL 
ANNEX 

Tables Relating to Chapter IV. 

Table IV-1. Gross national expenditure for goo~ and services, 
1946-48. 

Table IV-2. Wholesale prices, export surplus, and foreign aid, 
1946-48. 

Table IV-3. The international transactions of the United States, 
1946-48. 

Table IV-4. United States merchandise exports, including re-exports, 
by areas, 1936-38 quarterly average, 1947, and 1948. 

Table IV-5. United States general merehandise imports, by areas, 
1936-38 quarterly average, 1947, iilld 1948. 

Table IV-6. United States' merchandise export smplus, by areas, 
1936-38 quarterly average, 1947, and 1948. 

Table IV-7. Production and exports of seleeted nonagricultural com
modities, 1939 and 1946 quarterly averages, 1947, and 
1948. 

Table IV-8. Distribution of selected food and· agricultural supplies 
moving into consumption ehannelS, 1936 and 1946-48. 

Table IV-9. ERP commodity prormrement authorizations in United 
States and. offshore, }ly eom.nl.odity groups, cumulative 
April 3 to December 31, 1948: 

Table IV-10. Supply and exports of steel mill products, 1987-39 and 
1946 quarterly averages-, 1941, and 1948. 

Table IV-11 .. Supply and exports of copper, lead, and zinc, 1939 and 
1946 quarterly averages, 1947, and 1948. 

Table IV-12. Supply and exports of petroleum. and its major liquid 
proauets,. 1939 and 1946 quarterly averages, 1947, and 
1948, 
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TABLE IV.-1. 
Gross National Expenditure -for Goods aad Services, 194648 

-- Domest.le expenditure . . 
• Govern-

l!xl'{lrl. Total f?ersonal ment 
gross ~ ii::< port con- Groos expend!· su.r,plus 

Period national surplWJ' sun:ip- i;>rlvate tw:e· "" ' expend!- 'l"'otal tion domestic exolud- perc:e.nt . tme expendf ... ,In.ve.St.... 1ng of total 
ture' m.ent :rorelgn. 

aid:t 
. 

Billions ot dollars; seasonally adju.ated annual rates 

1S4S-l'lrst quoxt;er, •• ,. 198.l G.9 189.3 l3ff.1 21.3 31.9 3.5 
· Second quarter . 202.S 9.1 193.7 142.1 25.1 26.5 4.5 

Third quarter .. 215.6 7.9 207.7 151.8 2B.l 27.!l 3.7 
Fourth 11uarter • 222.4 7.3 215.1 156.0 31.3 27.7 a.a 

11147-Flrst quw:ter ••••• 226.4 11.2 215.2 157.5 32.6 25.1 4.9 
See<Jnd quarter . 228.3 12.5 215.8 163,, 26.4 258 5.5 
Third quarter •• 227.9 10.9 217.0 1G5.0 258 26.3 4.8 
Fourth quartor • 2438 10.5 233.3 170.5 35.4 27.3 4.3 

1948-F!rl!t quarta:r .•..• 244.9 78 23'1.1 171.5 ·38.7 211.9 3.2 
~ Second quarter . 250.4. 6.5 243.9 175.9 37.6 30.3 2.6 

'l'hlrd q ual'ter .• 254.9 5.2 249.7 l"n.9 39.0 32.7 2.0 
Fourth quaxter • 260.7 6.6 254.l 179.4 40.0 34.7 ll.5 

1 The ex,port autp11is represents the dlfl'erence between ou.r· expo:r;ts and tmporm ot 
goods and servlccs, lllclmilng Income on. investments. G!tts and grants made by tlle 
pub:Ue and the Government have been dedueted from personal consumption Blld 
Government expendlture,. -

• Estimates based on Incomplete data. 
Note.-Detfl.ll will not nece&!arlly add to totai beCl!.lli!e Of rouni:tlng; 
source: Based on Department o! commerce aata. 

TABLE IV-2. 
Wholesale Prices, Export, Surplus, and Foreign. Aid, 1946-48 

""'Export ~lu.s o! goods aD.d services i. 

Index or Flnance<U:iy -
wholesale Gove:rmnent aid :nuanced 

Perlod . ~r!ee.s, Total by other . 19 6=l00, 
Toto.!.• I I Other• 

mea.ns o 
RaP 

- -- Blll1ons of dollars. sn.ntml rate 
. 

194&-Flrst quarter .....•... 1079 6.9 5.0 .. 5.0 1.9 
Secon<I qu.....ter ••••.•• 111.4 9.l 5.V .. 5.7 3.3 
Third qllllrter ......... 125.9 7.9 6.2 .. 6.2 1.8 
Fourth quarter • • • . . . 1382 7.3 33 .. 3.3 40 

1941....(l;'lrst quarter ......... 145.7 11.2 5.2 . . 5.Z 6.0 
Second quarter ....... 147.'7 12.5 8,0 . .. 80 4.5 
"I'h1rd Qua:rt er . ~ ........ 153.9 10.9 6.8 .. -6.!> 4.1 
Fourth nua<ter ....... loO.~ 10.S 2.9 .. 2.9 7.0 

194$,-Flrst quarter .......... l<lll.7 7.8 5.3 
ii.ii 53 ll.S 

· Seeorid quarter ••... , . IM.3 6.5 3.3 25 3.2 
Third quart..r ........ 168.9 5.2 4.3 2.3 2.0 .9 • 
Fourth quarter• " ...... 163.8 6.6 6.5 4.4 2.l .l 

•, 

1 Includes Income on investments. .. 
•Includes net grants and loans but excludes subsCJ:!ptlon to the lllterni>t1ona1 Blllll< 

and lllternntlon!I-\ lll!onet<;.ey Fund. 
•Includes net llquld.,tlon of foreign gold a.nd dollar assets, net <lolla.r dlsbw:semonts 

by the :rntornatlotu!l. Bank and tbe :rnternnt1ona1 Monetar.Y Pund, net investment of 
United States private .,,.plt!ll, net private gifts and remittances, and errors and 
omissl-ODS. 

• Estllnate.s l>l<•ed on· inoomPJete dat... 
No:t'lil.-Detall. wm not necessatily acid ta totals because or rounding. 
sow:ce: Department o! L~bor a.nd Department ot commerce, 
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TABLE IV-3. 
The International Transactions of the United States, 1946-48 

(M'.l.ll!ons of <lollars) 

Item 1947 
1946 

Total I Flrst !Second Total 1 
lllllf halt 

:&icporbs ot goods and servlces: 
Recorded goods 2 •••• ., ............. l0,188 15,339 
Other goods• ............... ••. ... 1,686 717 ----Total goods . . • .. • • • . .. .. .. • .. .. 11,874 16,056 
S"""lces • • • .. .. • .. .. . .. • • .. .. .. • • • 2,272 2,611 
Income on Investments • ~ • " .. ~ ... ~ 82.0 1,074 

TotaJ. exp-0rts .. .. • .. .. • • • • • .. • • • 14,966 
Imports o1 goods and services: 

Recorded goods ................... _ ~.90!J 
Other goods a • • • • • • • • • • • • • • • • • • • • • 260 

Total goods .................... 5'i6ii 
services ~-··········"· .............. 1

1
'183 

Income on U:lve.stments ... ~........ ~216 

-6,071 
2,165 

227 

Total Jml)o.tts .......... • • .. • .. • 7,167 8,463 
surplus of exports of ~oods 

and serv1ces; 
Recorded goods • • • • • • • • • .. .. • • • .. 5,200 9,606 
Other goods • • .. .. • • .. .. .. .. .. • • .. 1,426 379 

Total goads • • • .. • .. • • . • .. • .. .. . 6, 706 
services .. . .. . . . .. .. .. . . . • .. • .. . .. 489 

9~985 
446 
847 lnooma on ln.vestments ... , . .......... 604 

Total surplus of exports 
Means of fillaD.cing su:rplUJ! a! 

exports or gooda and services: 
Net llquJdatlon of gold and 

dollar assets by foreign 
countries ..................... .. 

Net dollar disbursements by: 
International Monef.;sry' Fund ••. 
International Bank ........... .. 

• Net U.S. pr1vste cap!tru out-
tlow to foreign countries ••• ~ ~ .• 

Net U..S~ Government loans ~ ~ •••. 
Net; U.S. Government uni-

lateral transters • a •••• a ~ •••• ~ ••• 

Net prlvata unllateral 
. transfer• ..................... .. 

---
7,7119 11,278 

1,968 4,514 

- ~ 464 
297 

335 7;J:I 
2,774 3,900 

2,279 l,812 

598 568 

7,961 
301 

S,262 
1,376 

455 ,_ 
10,093 

·2,861 
208 

3,069 
996 
106 

4,171 

5,100 
93 ,_ 

5,193 
380 
349 

2.341 

M 
92 

508 
2.392 

901 

264 

7,378 12,4!)5 
419 810 

9.64!1 

2,872 
130 

-
13,305 
2,189 
1,282 

19,'176 

6,902 
615 

7,517 
2,467 

269 ---
4,292 10,253 

4,506 5,593 
286 195 ,_____. 

4,792 
66 -5,356 

2,173 

408 
205 

219 
1,508 

911 

304 

5,788 
-'.078 
l,013 

6,523 

700 

179 
206 

925 
402 

4,464 

598 
-~ -~ ~~ I--- ~-

Tot• l means of financing .. • • .. • 7,954 12,232 6,oa4 5,728 7,474 
Errors and omissions .. • • .. .. • • • • • • -155 -1,004 -lla2 -372 -051 

i Estimates based OD IJ1complete data. 

1918 

First 16'l00Ild 
hal! half 1 

6,558 
489 -7,047 

l,032 
536 

-

5,937 • 
321 

6,258 
l,10'/ 

746 

8,111 

3,487 .3,415 
324 291 

5,087 

3,071 
165 -

S,236 
-ll2 
424 

3,5'/ll 

3,706 
1.303 

lo7 

5,,166 

2,522 
30 

2,552 
-196 

589 

920 -220 

154 
170 

448 
547 

l,602 

319 -
4.lfill 
-580 

25 
36 

479 
-14> 
2,862 

279 ,__ 
3,316 
-371 

•Figures for recoraect exporte at goods In 1948 an<! 1947 have been a<lJusted to In
clude goods shipped to United States axme<I 1orces abroad for d!Stlcibutlon to elvill"""' 
!n occupied 2reu Ill order to make them oamparable with figures tor 194!1. SUcb 
shipments are llloluded ID exports as recorded by the Bmecu of the Census In lll48 
but were not so illcluclecl In prior years. 

a Ina!U!'les goodH sold to or b<J1lght !ram oth<!l' countries that bave not lmm shipped 
from or Into the United States c1lstomo area. and other odJustments. 
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TABLE IV-4. 
United States Merchandise Exports, Including Re-exports, By Areas, 1936-38 Quarterly 

Average, 1947, and 1948 

Period 
Other ERP Other Total Canndn. western Aslfl:. 1 

hemisphere oountr!es 1 Europe 

, 
Mll11ons or dolln1·e 

-Quarterly a.vero..gc: 
1036-38 .................................. 742 113 138 282 31 122 
1947 ..................................... 3,835 519 1,027 1.323 118 562 
1948 •••••••••••••••••..••.•••••••••••••• 3,124 • ' ' • .. 

1947-First quarter. . .. , , ... , ........ , .... 3,775 471 1,006 1~368 133 550 
Second quarter . .................... 4,186 572 1,089 1;440 162 018 
ir"hird quarter •. , .........•......... 3,716 509 952 . 1,324 86 547 
Fourth quarter .................... 3,662 522 1,063 1,160 92 532 

1948-Flrst quarter .............. , ........ 3,319 425 giq 1,143 84 513 
Seco~d quarter ... .................. 3,238 ' 494 902 1,002 33 507 
Thlr quarter ..................... 2,937 484 736 908 38 486 
Fourth quarter li •••••••••••••••••• 3,000 ' ' ' ' • 

Percen t:e.g:e of total 
. 

Quorterly average: 
1036-38 ................................ '. 100 15.3 18 B 38.l 4.2 IM 
1947 ..................................... 100 13.5 20 8 34.5 3.1 14.7 

1947-Flrst quarter ................ ! ....... 100 12.5 26 6 36.2 3.5 14.6 
Second quarter ... .................. 100 13.7 26 0 34 4 3.9 14 8 

, Third quarter ...................... 100 13.7 25.6 35 6 2.3 14 7 
Ji'ourth quarter ' .................. " 100 14.3 29.0 31.7 2.5 14 5 

' 1048-li'lrst quarter ... , ............... ,.,,, 100 12.S 27.5 34.4 2.5 15.5 
second quarter .. .......... :. . . ..... , 100 15 2 27.8 32.8 10 15.7 
Third quD.rter ..................... 100 la.5 25.1 33.0 1,3 16.5 

A,ustrn.lia 
and Africa 

Oceania. 

23 32 
80 205 
' • 
fj4 183 
74 230 
97 202 
86 206 

42 197 
34 207 
30 195 • ' 

3.1 4.3 
2.1 5.4 

1.7 4.8 
1.8 5.5 
2.6 i 5.4 
23 5.6 -
1.3 5.0 
1.0 6.4 
1.0 66 

i Turkey is Included with ERP countries and excluded from Asia.. Exports to Germnny in the postwar period relate nlmost wholly to exports to 
the three Western zones. 

!! l!!stimo..te bnsed on incomplete do.ta. 
• Not available. 
Note.-Data Jn this table cover c.ll mercha.ndlse, 1nc111cting ;re-exports, shipped from the United States our.toms area to rore1gn countries Including, 

1n 1947 and 1948, goods destined to 'Onlted States arm~d forces abroad 1'or distribution ln occupied areo.6 o.s civilian supplies, 
Deto.11 Will not necesnrn-r add to totals because ot rounding. 
Sou;c~: Pepartnwnt ot Oommarca. 



TABLE IV-5. 
United States General Merchandise Imports, by Areas, 1936-38 Quarterly Average, 1947, and 1948. 

I I \ 

pther 

I ERP I Other I I Australia 
Perlod western Total On.nnde. hemi- coun- Europe Asla 1 and A!rlca 

sphere tries 1 ocen.ntn 
Millions Of dollars 

Quarterly average: 
1936-38 .................................. 622 86 145 152 30 1S3 10 17 
1947 ..................................... 1,433 274 571 174 45 246 39 82 
!MB• .................................... 1,726 • • • • • ' • 

1947-Flrst quarter ........................ 1,412 2~4 561 173 37 2si 47 69 
Second quarter . ..... ~, ............. 1,449 . 268 591 165 42 255 54 74 
Third quarter ....................... 1,323 269 527 160 56 202 25 83 
Fourth quarter . .... , ..... , ......... 1,549 314 606 197 47 254 30 IOI 

1948-'-Flrat quorter ........................ 1,794 328 700 230 45 326 48 116 
Secoud quarter . ........ , ........... 1,693 355 623 223 49 316 34 94 
i:r.hird quarter .... .. , . . . . . . . . . . . . . . . 1,715 410 577 228 49 296 48 107 
Fouxth. quEJ.rtar Iii ••••••••• , • , , •• , •• , • 1,700 • ' • ' • • ' 

Percentage of tot11l 

Quarterly average: 
1936-38 •• "· •••••••••••••••••••.•••••••••• 100 13.8 23,3 244 4.8 29.4 1.6 2.7 
1947 ••••••••••••.•••... •••.•..•...•..••.. 100 rn.1 39.8 12.1 3.1 17.3 2.7 5:7 

1047-Flrst quarter ....................... 100 17.3 39.7 12.3 2.6 19,9 3.3 4.9 
Second (juarter ..................... 100 18 5 40.8 11.4 2.9 17.6 3.7 5.1 
Third quarter ....................... 100 20.3 39.B 12.1 4.2 15.3 1.9 6,3 
Fourth quarter ...................... 100 20.3 39.1 12.7 30 18,4 1.9 • 6,5 

1948-First quarter ........................ 100 18.3 39.0 12.8 2.5 18.2 2.7 6.5 
Second quarter . .. . 1 • •••••••••••••••• 100 21:0 36.8 13.2 2.9 18.7 20 5.6 
Third quarter ....................... 100 23.9 33.6 13.3 2.9 17.3 2.8 6,2 

i Turkey ls included with ERP countr1es e.nd excluded :trom:. Asia.. lmports !ram Germany ,in the postwar perlod relate almost wholly to imports 
:l'rom ·the three Western zones, 

• Estlmate based on incotcplete data. 
a Not a.vnilnble. ' , 
Note.~Data 1n this to.ble 'cover oll merchandise recetved ln the United States customs area trom tore1g:n countries. Q-enera.l imports include mer .. 

chandisa entered immediately. upon BI"r1va.l into mercho:ndislng cha.nnels, plus entries lnto bpnd.ed. customs wa.rehouses. 
Detail will not necessa.r1ly add to totals beoa.use o! roundtng. 
Source: bepartment o! Oommerce. 
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Quarterly average: 
1936--38 •••••••••••••• * ...... ~············ 
1947. •, • o o •~••a•• o • • • ~ • • ~• • O •• ~ • ~ • ... , >• * 
1948 ~ •••••• ~. ~ ....... ~' •••••• ~ ·~ ......... 

1047-Flrat ~uarter ....................... 
Be con quarter~ ••.•••.•••.... ~ ••••• 
Third quarter ..•.••••••...••••.•••• 
Fourth quarter, ••• , ••• , ............. 

1948-Flrot quarter, .......... , ........... 
Second qua.rteL' •. , , •••••••••••••••.. 
Thlr<l quarter ...................... 
Fourth quarter. , ................... 

Qu!ll"terly average; 
193a .. aa ................................... 
1947 •••••••••••••••••• ~ .................... 

l947~First quarter ........................ 
Seeond qun.rter. ~ ••••••••• ~ ~ •..•.•.. 
Third quarter •••• ~······~·········· Fourth qullJ:te:r ....................... 

1048--Flrst quo.rte:r .•••••••••• , ••••••••••• 
Seoond qua.rtc:r •••••••••••.••••••••• 
Third quarter ••• , •••• , , , ••• ~ ••••..• 

Toto.I 

120 
2,402 
1,398 

2,363 
2,7fn 
2,:lll3 
2,113 

1,525 
1,545 
1,222 

TABLE IV-6. 

United States Merchandise Export Surplus 
1936-1938 Quarterly Average, 1947 and 1948 

' 
Oanadi> I Other western EIBP I Other 

beml$pbero count:tea 1 Etlropa 

MIU!oni; Of doll•r• 

27 -7 130 l 
245 456 1,149 73 • ' ' • 
227 445 1,195 96 
304 493 1,275 120 
240 425 1,184 30 
208 457 963 45 

97 214 913 39 
139 279 639 -16 
74 159 740 -11 

1,300' • , 3 ' 
PerGentntie o1 tote.I 

100 22.9 -59 110.2 .8 
100 10.2 19.0 47.8 3.0 

100 9.6 18.8 5Q.6 4.1 
100 11.1 18.2 468 4.4 
100 10.0 17.8 46 6 1.3 
100 9.8 21.6 45.6 2.1 

100 6.4 14.0 59 9 2.6 
100 9.0 lB.l 54.3 -1.0 
100 6.1 13.0 80,6 -.ll 

I Aslt> 1 I Austro.l!a I Africa. & ocea.ntn. 

-01 13 15 
314 ~ 123 • • • 
269 17 114 
363 20 150 
3411 72 119 
278 SB 105 

187 -6 81 
1~1 - 113 
190 -18 88 • • • 

-51.7 11.0 12.'t 
13.1 1.7 5.1 

11.4 .7 4.8 
lll.3 .7 5.'l 
14.4 3.0 5.0 
13.2 2.7 5.0 

12.3 -.4 5.3 
12.4 - 7.3 
15.5 -1.5 't.2 

1 Turkey Is Included with l!JRJ? countries and excluded trom Asia. Trode with Germany In the postwar period relates almost wholly to trade with the 
three Western zones. 

• Estlmate bosecl on lncomploto aata. 
8 Not available. 
Note: Deta.11 will not neces.rorlly add to totnls because ot round1n:ll 
Source: Bn.00 on ts.blt>S 1V·4 nnd IV-5, .. bOve. 



Production and Exports of Selected Non-Agricultural Commodities 
1939, 1946, 1947, and 1948 

Commodity and period 

Agricultural machinel'y nnd implements~ 
1939 ...................................... . 
19~ ..................................... . 
1947 ..................................... . 
1948 Jan.-Sept. annual rate .. ,, ........... . 

Chemicals Q.nd related products: :ii 
l.l:) 1939 ..................................... .. 
~ 1946 .................................... .. 
0 1947 ..................................... .. 

1948 Jo.n.-Sept. annual ro.te .... , ........ . 

Conl, bituminous: 
19W ...................................... . 
1946 ..................................... .. 
1947 ..................................... . 
1948 Ja.n.-Sept. annual rate .......... , ... . 

Cotton cloth, !ncludlng duck: 
1939• .................................... . 
194ti ••••••••••••••••••••••••••••••••••••••• 
1947 .................................... .. 
1948 Jan.-sept . .nnnun.1 l"ate ••..•••••..••.• 

Electrical mo.chinery anct appatatus: 
1939 ...................................... . 
19~ ...................................... . 
1947 .................................... .. 
1948 Jnn ... sept, .nnnua1 rate ... , .......... . 

Lumber, a:a.wmill products: 
1939 ..................................... .. 
1946 .................................... .. 
1947 .................................... .. 
1948 Ja.n.-Sept. annual ro.te .... , ...•...... 

Unit 

Mil. dol. 
.. u 

" u 
II U 

fl II 

II II 

u fl 

H II 

Mil. sh. tons 
" u .. 
11 II U 

u H Ir 

~!I· ~;t· Y~,s. 
II II U 

H II II 

Mil. dOI, 
U H 
<I II 

,.f II 

Mll.Bd.!t. 
u u fl 

u <I 11 

.. Fl 'I 

Total 

416 
993 1 

1,500 l 

3,298 
8,600 • 

395 
532 
{119 I 

579 

o,MS 
9,764 

10,495 
10,555 

1,788 
4,691 

•7.309 
6,288 

24,975 
34,932 
36,635 
37,332 

Production 

For 
domestic. 

use 

347 
835 

1,162 

3,123 
8,077 
• 

383 
491 
550 
531 

8~670 
9,024 
D,058 
9,671 

1,683 
4,393 
6,746 
7,789 

23,871 
34,283 
35,283 
36,631 

For 
export 

60 
158 
318 
380 

175 
523 
628 
791) 

12 
41 
69 
48 

367 
760 

1,437 
684 

105 
304 
563' 
499 

1,104 
649 

1,352 
701 

Exports ns 
percent 
of totnl 

pro
duction 

18.6 
15.9 
21.2 

5.3 
6 1 
• 

3.0 
7.7 

11.l 
8.3 

4.1 
7.8 

13.7 
8.4 

5.9 
6.5. 
7.7 
6.0 

4.4 
1.9 
3.7 
19 

• 



Motor trucks: ' 
1939 ................... ' ............. ' ...... 'I'hO\IS. 710 
1946 

.. 951 ................. " ..................... 
1947 ...................................... .. l,239 
rn4B Jnn.-Sept. annun! rote ............... .. 1,407 

Passenger onrs; G ...................... ' ....... 
1939 ................... ~ ........... ······· Thous. 2.667 
194-0 .. 2,194 ······································· 
1947 •••. ·································~ 3,558 
194S Jan -Sept. annunl mte ............... .. 3,711 

Portland cement: 
1939 ........................................ 'I'hous, bbls. 122,259 
1916 ....................................... " " 103,805. 

1947 ··~·····························~-····~ " .. 186,533 
1948 Jan.-Sept. annual, rnte ... ., ....... ., • " " 200,267 

• Sh!Pment.s. Production data not avo.lla.ble. 
' Do.fa. covers llaslo ehemlcnla and selected all!e<I nnd relo.ted products. 
•Not n.vMli>ble, 
' Oloth, duck nnd tire !a.bric. 

ssa 151 21.4 
76~ 187 19.7 
DBS 251 20.3 

1,200 207 14.1 

2,7(12 165 5.8 
2,050 144 6.6 
3297 261 7.3 
a:476 235 6.3 

121,113 1,146 .9 • 
158,642 5,163 3.2. 
179,762 6,771 3.G 0 

193,500 6,729 3.4. 

r. Factory s:nles are used to represent production, '.E!l'xports include completed ca.rs and parts for assembly a.br<1ad. 
~ 0 These percent.ages oversta.te expor~-production ratio -beenus.e export :fi~ures include some :Onlehing cements not included in the production tlguxes . 
.._. Source: DepQ.l'tment of commerce. • 



TABLE IV-8. 
Distribution of Selected Agricultw:al Products Moving into Consumption Channels, 1939 and 1946-48 

Dlstr1butlon ot suppl!Eo 
Per capita Eli:portll I'm! 

OommodLty a~ porlod olvllll'n ehlpments as a 
Total> E~rtsnnd Mm tag 01v1uan dletrlbutlon percent o! total 

sh pmenta 1 dlstrlbut on dletrlbutlon distribution 

Mil!lon .Ml!lion Ml!llon Mill Ion 
Food: 

pounds po units J)-OUnd.; pound• Pound.$ Percent 

Meat (carcass equlvalent}: 
'17'139 1930 .• ' .•.••.....•..••••..•• '.' ' ........ " •..... 246 .... 17,493 132.8 l.4 

1946 .................. 
······~·····~··········· 

23:469 1?215 887 21,367 l.li2.4 5.2 
1947 ·········~·· ····-···~· ..... '.' ····~~······ 23,252 366 641 22,242 155.0 1.B 
1940 2 ................................ •• ··~ •.•••• 21,102 166 3114 21,232 145 

' 
.a 

' Dnl:ey products (milk equivalent) : 
420 1939 ........................................... ~ 108,985 

i.593 
108,556 824 .4 

19'46 .•..••.••. ~ •••••....... ' ..•.•• ' •.. ' .. ' .••.. 121,612 6,353 112,666 809 5.2. 
1947 •••••••••••••••••••••••••••••••••••••••.••• 119,621 4~596 1,39r 113,644 702 3.8 
1948 2 •••••.......•••••••• ~ •••••••••••••..••.••. 116,073 2,756 1,5l2 112,295 768 2.4 

Food fats and oils, exoluding butter: t~t con• ' 
tont bnsls): -1939 .••. ~ ~ •.....••• ' •. ' .•.••... ' .........• 6. ~ •. 4,612 365 

w "4i. 4,247 32,2 7.9 
194() .••.••.•..••.•••••.•...•..........•..••.••. 5 06'1 669 4,357 31,3 13.2 
1947 ........................................... s:37a 617 60 4,600 32.S iu 
1948 :i- •••••• 4•••••••*••••···· •••••••.••.••...... 5,425 468 -52 4,905 33.6 8.6 

OBnned !rult, excluding !rult Juices (processed 
we~ht): · 

1938· o po.ck yoor ............................. 2,361 359 ··an 2,003 15.3 15;2 
11146 ............................................ 3,224 202 2,933 21.1 6.3 
1947 ....................... ~···················~ 3,032 244 77 2,111 18.9 M 
1948 '·· .......... ' ............................. 3,00'1 SS 110 2,a12 19.2 28 

Dried tru!t (p,,.,.,,sea weight) : ' 
19313·30 mBrketln~ year ........................ 1,186 478 

~·25 
708 S.4 4D a 

1!l45-46 morketlng year ........... , ............ 1,UO 288 791 5.9 25.9 
194<J..47 m[l.rketlng year ....................... , .. 954 299 14 6\11 4.5 31.3 
1941-48 marketing year, ...•. , ...•...... , ....... 1,159 4W 9 653 4.5 42,9 

1'resh :fruits (!nrm weight} : . 
1939 .......................................... 21,359 1,Z.7 

·49~ 
20,082 152.5' 6.0 

1946 .•..••. ·.~·······~··················· '. ··~· .. 21,203 1,167 19,552 146.4 5~ 
194'7 •••..••••••••• ~·····~········· ...•...•••••. 22,547 l,440 213 20,$89 145.0 M 
!MB ..................... , , .......... , , ....... 20,7~4 913 162 19,649 134.4 4.4 

• 
., 



l\:) 
O':> 
~ 

., .. .. 

' Oanned vegetables (processed wslgM) : 
4,163 57 4,106 31.3 1.4 193B·39 paok; year, •••••••••••• + •• * ~ ••••••••••• ' 'i5i 1946.-........................................... 6,048 361 M36 46.2 5,2 

1947 ................. ··•••••••••· •••••••• , •..••••. 6,242 = ~14 5,806 405 M 
1948

2 
••••••••• ~·····~~························· 6,020 100 345 5,575 38.1 1,7 

F'resh veget1>bles (f~nn welgllt) : 
32,153 134 32,019 243 .4 1939 ............................ ' ............... «47o 1946 •••••••• · ••••••••••••••••••••••. ········~··· 38,-00ll 4114 3'1,644 270 1.3 

1947 ........................................... 36,677 475 208 25,994 251 1,3 
194B ll ••••••••••••••••• ~····••••••••,, ·~·······• 37,417 175 250 '36,9ll2 253 .5 

.llffmon .i\rm!on Miiiion Mll!ion Number of 
E(lllS (fresh egg equivalent) : do.zen dozen dozen aozen •1111: 

1939 ........................... ' ........... ' ... 3.416 3 3,415 311' .1 
1946 •••• 1 

••••••••••• ~ •••••••••••• •,• ••••••••••••• 4,a4a 414 94 4.338 374 8.& 
1947 ...... , ............................... ' .... 4,850 229 79 4,S42 380 4.7 
194S 2~ ........................ , •• , ••••• : •••••••• 4,896 194 86 4,616 379 4.0 

Food and nonfoOd: '1nlllon M!llltm !t!flllon Mll!lOM Poum!3 
Wheat (grain equivalent):• lnu7••l• bush.el• bu•ll.•ls busll.els forut.use 

1931} •••• ········~·· •••••••••••••••••••••••••••• 782 93 . • ~ 4 689 218 11.9 
1946 •• ' ' •••••••• ' •• ' ' •••••.•• ' .••••• ' •• ' ........ l,198 357 832 209 29.9 

1947 ......................... ~~················· 1,210 494 7 709 2\a 41).8 
1948~ ................................. ~~·····••" li310 520 s 765 203 39.? 

com (grain equivalent): 
2,169 2,136 1939 ........................................... 33 62 1.5 

1046 •••••••.••..•...••••••... 2,658 24 2 2,632 65 .9 
1947 ....................... '.' .::::::::: ::: :::::: 2,795 l.30 l 2,4164 69 4.7 
ln411' ........................ ' •• ' .............. 2,343 27 l 2,315 SB 1.2 

Non!ood: :rliOusana '!'housanG M1llltm Thousam£ Pou nets 
Cotton: boles• baleu' :llO!ttllb bales" 

:i5.4 1938-39 crop year ......... , ... ~ ••• ~ .••.•• , , • , .• 10,264 3 629 "6,005 •24,8 
194.5-46 crop yea:r ••••• ~ ... , ••• ~ ~ •••.••.•• , .• , .• 12,798 4:205 • 8,591 '29,B 32~9 
1946 .. 47 orop year ....... , ...•••••••••••••.. , , .•• 13,592 4,597 G 8,9~5 '3o.7 338 
!947-4B crop year ............... ,. .............. 11,337 3,226 1$ 8~109 • :17,2 28.S 

1.mu011 Million Million 
Tobacco:• pounds """'""" pounds 

1938-39 or.op year ..•••.••• , •••••..•.••..•••• ~ .• , 1,520 'J' 540 • 900 • 7.5 35.5 
1945-46 crop year .............................. 2,02-0 '660 "1,360 • 9.6 32.7 
1946-47 orop year .............................. 2,100 '730 '1,270 ' 9.5 34.8 
1~7-48 crop y-e:.ar •••••• , ~ ~ ••••••••••••• , , " •••• ,. l,960 ?" 520 ts 1,440 ' 9.8 :Ml.5 

~Includes xnn1tar.v e1v1un.n reeding" programs in llbOro.ted a.nd ocouple d o.rea~ both :from current procurement and trom surplus stock. 
'Prollmlnary estimates based on :reports tor :ftrst s tnonths and roreeas ta tor bolanee of year. 
a Includes amounts used tor n.nlmal teed, 1ndustrial raw mn.terla.ls, and seed, except in per ca.pita oolumn, It these amounts were excluded tbe per-

centages in the last column wow.a be: 1939, 16.3; 1946, 42.ll; lil4'1 49,9; 1948, 51.0. 
• 'J:hou.midll or "running" bales, equal to about 490 pounds not per bale. m:ports l.l:lclu<le e<>tton textiles and ;v1m1s, on a mw ootton aqulva!en~. 
'Estlma1'e<I domestic dmtrlbut!on (l.e,. 1J.6, clvlllan PIUS VS, mllltary), 
• Dom<st!ea.ny produced toba<Jco on a rann-sales we!gllt equivalent basis, an<I imported tobacco on an unstommed•WelHllt basls. 
'Includes unmanufaotured tobacco and on estimated !arm-sales weight equivalent ot tho tobal!<!O used In tile exports of manuiaotured toba<!co 

produots. Source: D01lartment or Commerce, 



TABLE IV-9. 
ERP Commodity Procw:ement Authorizations in United States and Offshore by 

Commodity Group 
Cumulative, April 3-December 31, 1948 

ERP procurement authorlraf;lons 

Oommodltf group 
Total In 

author!· United 
ntlons States 

Oll'•ll<>n> 

I 
Nonpar

'l'otal tlcipating 
offshore countries 

Millions of dollars 

GR.A.NP TOTAL ............ • •. 3,707.0 2,299.2 1,407.B 1,163.B 
Food and agrlculti.iral com

modities................... l,'ffl9.0 1,134.4 
lndu§trlal commodities ...... 1,908.0 1,114.S 

COMMODITY DETAIL 

Food, Feed and ll'ertWZet. • • • • • 1,:lll4.S 

Bread gra.J.m.~.~·····~~~····· 
Fats and olls •••••••••••••••• 
SUll>'l' an<! relate ct products. 
coarse gratn.s .................. . 
Me!l.t .................. • ..... • 
Dairy products ............. . 
Ollce.ke. meal and other 

teeds and fodder ... " •• ~ •• ~ .. 
Fert!llze: •••••••••.••...•.... 
)i'rults and vegetables ...... . 
Miscellaneous ............... . 

Fuel .......................... . 

'12.5.7 1as.o 
l.1l6.l 
• a9.2 

75.2 
70.3 

36.0 
301 
28.0 
40.'I 

561.8 
Potroleum and products..... 354.8 
Coal and related fuels... • • • • 207Jl 

Rav Materla!S & Semi-
ftn1slled Products, • • .. • • .. .. 1,03& S 

cotton ...................... . 
Non·ferrous metals au.d. 

products ..........•• ~ ...... . 
Copper .................. • ••. 
A!Ulnlnum ................ . 
L€ad ...................... . 
Zinc ••••••••••••••••••••••• 
Other ..................... . 

Cbe.mlea.ls and relBted 
products ................ ~ •• ~ 

Iron and. steel mlll pr-0Clucts • , 
Fa.br1cated bMlc textiles .... 
Lumber a.nd lumber 

.m,Qnu:ractures ••••••••••• ,.': •• 
PUlp and Paper ............ . 
Metallic ores and 

.-;:oncentrates ••••..•• ., •••... 
Hides, skins, and leather •... 
Non-mi!tallic minerals ••••••• 
Miscellaneous agricultui:al 

commocUttes ............... . 

Machinery and Vehicles ..... . 
Machinery ••••••••••••••••••• 

Construction o.n<l mining 
equipment ................. . 

Metalworking machinery, 
exciud.lng me.chine tools. 

Maolllne tools .... , ....... . 
Electrical macllinery nnd 

apparatus •. "',, ••. ~ •....•• ~ 
lndustrll\l machinery, 

n.~ o ....................... ~ ... ~ 
AgricuJtural machinery, 

excluding tractom ...... . 
'I'raetors .................... . 

Motor vehicles, parts, and 
a.ocessorles ............. ~ ~ •••. 

Al.rcta.ft, parts, and aeees-
sorles ............ ~. ~ .•••.• ~ .• .- •• 

Other tnmsportatlon equip· 
ment ..................... . 

235.4 

2665 
122.2 
49.3 
39.'/ 
37.l 
19.0 

98.4 
98.4 
53.'7 

53.l 
49.4 

47.0 
406 
24.8 

215 

576.8 

398.9 

61.0 

5D.7 
302 

34.9 

156.9 

29.l 
36.1 

'1'1.ll 

33.5 

66.7 

469.3 
1030 

81.8 
11.3 
00.Q 

15 5 
5.8 

13.l 
243. 

242.6 

121.4 
121.2 

617.0 

285.1 

61.4 
34.1 

.4 
2.0 

142 
1().7 

89.9 
79.7 
20.5 

18.6 
ll.6 

4.4 
Ui9 
18.2 

11.8 

521.0 

3805 

60.0 

S0.3 
30.0 

30.5 

153.3 

21.8 
34.5 

96.3 

33.0 

31.2 

264 

614.6 
793.2 

600.3 

25M 
80.0 

1061 
7.4-

63.S 
10.3 

20,5' 
24 3 
14.~ 

16.4 

319.2 

233.4 
85.8 

4218 

.3 

205.1 
8111 
489 
367 
22.9 
83 

8.5 
18.7 
332 

345 
37.S 

42.6 
24.7 
6.6 

9.~ 

55.8 
18.4 

1.0 

.4 

.2 

4.4 

3.6 

7.3 
1.6 

15 

.5 

3o s 

5583 
606.S 

547.5 

256.4 
58.7 

105.0 
7.4 

62.1 
10.0 

18.l 
12.9 

.4 
16 3 

1118.0 

179.0 
9.0 

381.6 
.3 

193.7 
83.0 
48.9 
36.3 
21.3 

4.1 

G.9 
2.2 

s1,o 
34.ll 
236 

40.6 
24.1 
5.6 

9.3 

41.9 

13.2 

.4 

,2 
.1 

1.0 

2.9 

'1.2 
1.5 

1.4 

.l 

27.3 

offshore authorlza• 
tlons as pei:cent 

of totBI 

Nonpar
'l'ote.l tielpatlng 

o1I$b:ore t:ountrlcs 

36.0 

34.2 
41.6 

434 

353 
43.7 

100.0 
8.3 

85.0 
14.7 

569 
80.7 
s;!.2 
403 

55.8 

65.8 
41.4 

406 
.1 

77.0 
72.l 
992 
94.B 
61.7 
43.7 

8.6 
19.l) 
are 
S5 0 
76.S 

906 
008 
26.6 

45.1 

9.7 

46 

1.6 

.B 

.7 

12.6 

2.3 

251 
4.4 

19 

l.5 

53.2 

31.0 
31.7 

39.6 

35.3 
32.1 
99.0 
8.3 

82.6 
14.2 

50.3 
42.9 

1.4 
400 

33.S 
50.S 
4.3 

3U 
.1 

72.'7 
67.9 
99.2 
93.8 
57.4 
216 

7.0 
2.2 

:11.7 

64.4 
611.0 

S6.4 
59.4 
23.4 

43.2 

7.3 

.'.l.3 

.'1 

.4 

.3 

2.9 

1.8 

24.7 
4.ll 

1.1! 

.:f 

409 

• 
.... 



Miscellaneous and Un-
classified 

·~·~~··~~······· .. 145.2 134.6 10.6 4.7 7.3 

'I"obacco ....... ~.4--·········~·· 106.4 102.a 4.l 1.1 3.9 
Mlscellaneol.l.'I 1ndusl;rl.al 

cm:nmoclltles ............... 37.4 au 6.3 3.6 16.8 
Miscellaneous agr1oulttual 

commoC!ltles ............... 1.4 1.ll 0.2 - 143 

Note--Detall will not necessarily add to ti;>ta.Is boo's.use or rounding. 
source: Economic CQOperat1on Admlnistratton.. 

TABLE IV-10. 

Supply and Exports of Steel Mill Products 
1937-39 and 1946 Quarterly Averages, 1947, and 1948 1 

3.:l 
1.Q 

93 

-

Supply 
Percent of total 

supply 

Period 

Quarterly avernge: 
1937-39 ............ .. 
1946 ................ . 
1947 ................ . 
1948 ' .............. . 

1947-Flrst quarter ...... . 
SecoDd quB.Xter ...... . 
Thlrcl quarter ...... . 
Fourth Q.uarter ...•• 

1946-Fl:rst <l uarter ...... .. 
seeoncl quarter ... .. 
Thl:rd quarter •••..•. 
Fourth quarter .a ••••• 

FOr export 
Avanable 

1 
________ 11 

far 
Total domestic 

use 

7,886 
12,194 
15,764 
1M26 

14,997 
16,176 
15,3'12 
16,512 

16,438 
15,894 
16,0'10 
17,3()0 

I To ERP 
Total cau.utrl .. 

Thousands of net tons 

7,285 
11,026 
14,144 
15,3'18 

13,441 
14,445 
13,833 
14,BS7 

15,066 
14,026 
15,155 
16,465 

601 
1,16$ 
1,620 
1,048 

1,506 
1.731 
1,539 
1,655 

1,372 
1,066 

915 
635 

• • 
473 
• 
• 
' • • 

Total Exports 
exports to ERI' 

countries 

76 
96 

103 
M 

lM 
10.7 
10 0 
10.0 

l 8.3 
6.7 
5.7 
4.6 

• • 30 • 
• • 
' • 

} 1.8 
1.4 
• 

t. Both supply a.nd ezport fi~es exclude p1g tron, iron and steel scrap. ca.still.gs, and 
several :fabricated iteim;, which the Department or Commerce Includes wtth iron and 
st'"'1 mill :produ~ts In exi>ort tabulations. 

:;i Quarterly average. 
' Est!mat .. based on lneomplete data. 
•Not ava!table. 
Note.-DetaU will not nece:si::;arlly add to totals because ot rounding. 
source.-Amerlcan Iron and Steel IDlltl~utc and Department of Commerce. 
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TABLE IV-11. 
Production and Exports of Copper, Lead, and Zinc 
1939 and 1946 Quarterly Averages, 1947, and 1948 

Percent ot wtsl 
Production prOduetlon 

OommoctJty period AvaU- For export' 
or able Total Exports tor 'I'O ERP exports to ERP Total 1 do-

mestlc Total eoun- eoun-, tr! ... trles use 

Thousands on;hort tons 

C!oPPtr 
Qllllrterly average: 

1!'139 •••••••••.••••••••••••••••• 252.5 1455 107.0 • 42.4 • 1946 •••........•••••••••••••••• 219.B 195.S 24.3 • 11.1 • 1947 ........................... 299.l 249.a 493:s 33.tl• 16 53 ll!l' 
1948'~·~-·~·······~--·········· 311.l 255.a 55.3 33.7 11.8 10.B 

1947 First quarter ............... 290.3 250.9 39.4 ' • 13.6 • Second quarter.~~· ..•.•.. ~ 31€1.6 273.S 431 • 13 6 • Third quarter .............. 274.9 220.4 54 5 • 19.B . • Fourth quarter ........... ., 314.6 254.ll 60.1 • lU • 
1948 First quarter ............... 3068 253.2 53.6 • 17.5 • 

B!!<:on<I quarter ............. 313.S 249.3 64.5 • 20.6 • 
Third quarter .............. 312 6 265.0 47.B • 15.3 ~ 
Fourth quarter ............. 

Leaa 
Quarterly nverage: 

1939 ........................... 121.0 1020 19.0 • 15.7 . • 
1946 ........................... 84.5 84.2 .3 • .4 • 
1947 ........................... 135.3 13:1.4 1.9 0.5 1.4 M 
1948 2 .............. _____ .......... * •• 124.4 1238 .s .1 .ll .1 

1947 First quarter ............... 13M 123.9 1.5 • 1.2 • 
Second qua.rter ............. l40.5 137.8 2.9 • 2.1 ' 'l'hlrdquarter •••••••.•....• 129.ll 127.4 2.4 • 1.8 • 
Fourth quartel' ••••..••..... 140.4 139.4 - l.{} • .7 • 

1948 Fll'llt quarter ....... "· •.•••. 134.4 133.7 .7 • .5 • 
Secoxui quarter ........ ~.'"~ •. 138 6 13'1.7 .9 • .6 . • 
'l'hl:rttquarter ••••.• , ••••.•• 100.3 99.6 .7 • .7 • 
Fourth quarter ............. 

ZillC Slab 
Quarterly average: 

1939 ........................... 126.8 124.0 2.ll • 22 • 11146 ................. ' ........ ' 193.3 180.5 12.8 • 86 • 1947 ........................... 212.0 182.0 30.0 20.9 14.2 9.9 
1948 • .................. ~#···· 210.S 188.9 21.6 16.l 10 3. 'l.6 

l9'l7 Fl:rSt quarter ............... 2129 175 0 31.11 • 17.8 • Seoonc! quarter ............ 21811 188.5 30.4 • 13 !) • ThW quorier .............. 2038 177.B 260 • 12.8 • Fourth quarter ............ ' 212.4 166.B 25.6 • 121 • 
1948 Fll:st qual'ti!r ............... 215.0 185.4 296 • 13.8 • Second quarter ............ 213.7 1933 20.4 • 9.5 • 

Thh'd quarter .............. 2028 187.9 14.9 • 7.3 • 
Fourth quarter ............. 

- 1 Produetton data represent prlme.ry metal from domestic and :toreigµ ores. Data. for 
1939 and 1946 are no~ stt'iot:!Y comparable With those for 1947 and 1948. Data !or 1939 
a.nil 1946 are comp!le<l by the Bureau or Mlnes. Data tor 1947 and 194ll, lroin Inclus
trf sources, do not cover all fixms but Include some motal refined :from 6Cl'ap. The 

·Bureau O! Mina quarterly average figure !or copper pro<luotlon In 1947 is 294 thou
ean<I short tons. as compared to the copper Inst1tul:& figure ot 299 tl:lousa.nd shown 
In the tah1", The Bureau or M!Iles quarterly average lead production figure tor 1947 
Is 114 thousand short tons as compared to the American Bureau of Metal StatU.ttcs 
tigure Of J'.35 thousand .shown In the table. For zinc slab the Bureau ot Mines 
quarterly average production figure tor 1947 1" 216 thousand short tons, compared to 
the American Zlllc Institute figure of 212 thowand shown ln tile table. 

• :elllports may Include metal !rom secondary l'.!lQterlals as well as from ;prlmary 
productton~ 

'1947 and 1948 e><ports lncluc!:n<;:<;E!'"r re1!ned :from Br!t!sh-owned hrMs acrop which 
was sent to this country for r g and re-~ort. Copper ""!>Orts to the United 
E:!ng<lom, which are part of tl:ie totals reported here, Increased from 7,000 short-tons 
In 1946 to 'll,00~ In lll47 and 44,000 in .ran.-Sept, 1948, due larg•lY t<> ~1115 re-export. 

• Estimates bMe<i on incomplete <lats: 
cs Not available. 

Source: Department ot Commerce. 
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TABLE IV-12. 
· Supply and Exports of Crude Petroleum and Its Major Liquid Products, 

1939 and 1946 Quarterly Averages, 1947, and 1948 

Supply 
Percent of 
total $UPP1Y 

Commodity 
For export or Available Per!od for Ex= Q.omestle TQERP Total to 

Total use Totnl countries w.;;}:Jorts countries 

:Millions of barrels 

Cl"Ude petroleum 
\ 

Quarletly average; 
323.4 305.4 18.0 • 1931) ................ 5.6 • 

19'16 .............. 4564 4458 108 • 2.3 • 
19~7. ...... ~ ~ ...... 480.0 '!78.4 11.6 1.2 2.4 0.2 
1948 l ........ ~ .... saao 5266 10.0 .9 1.9 .2 

1947 First quarter . ... 458.8 ~.50 5 8.3 .9 1.8 .2 
Second quarte-r. 4821 4706 12 5 1.3 2.6 .3. 
'l'b1rd quarter ... 503.l 489.7 • 12.4 1.6 2.7 .3 
Fourth quarter . . 515.l 503.0 12.1 l.O 23 .2 

1948 l''lrst quarter .... 512.6 503.8 88 12 1.7 .2 
.. Second quo.rte:r. 532 2 5219 10.3 . s l.9 .2 

Third qua?"ter . .. 540-4 5294 11.0 .s 2.0 .l 
Fourth quarter' 5560 546.0 10.0 ' l.S • 

Ma1or 1''1'UuZ 11etrole-u.m 

' 

prottucts !I 
Quarterly a.vern.gc. 

1939 ................ 282.5 257.l 25.4 • 9.0 • 
1946 .......... 4024. 3799 225 ' 56 • 
1947 ........... ::::: 421.S 469.l 22.7 l.Q.9 53 2.5 
1948 ............... 473 0 4:i49 18.1 6.7 38 1.4 

1947 First quarter •••• 4099 386.5 23 4 12 9 5.7 3.1 
Second quarter. 4140 3900 240 112 5.8 2.7 
ThlrQ. querter ... 443.S 4193 245 11.2 5.5 2.5 
Fourth quarter •. 459.9 4410 18.9 82 4.l 1.S 

19<18 First quarter •••• 4699 4,5ij 4 135 5.7 2.& 1.2 
Second quarter., 470.8 450.4 20.4 7.a 43 1.7 
Thlrd quarter _ . 467 a 44'1 l 207 6.6 4.4 14 
Fourth quarter s 4840 4662 178 • 37 • 

. 

' 
' Estimate. based on lucowplete data. 
•Includes motor fuelll and gasollne, kerosene, gall, oil and. dil!tUlate, naldual oil 

and. lubricating oil. 
•Not available: 
Source: Deprtrtwent of the Interior and Depar-too.ent of Commerce~ 
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