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THE SECRETARY OF COMMERCE
WASHINGTON 25

Dear sr. President:

I nave the honor %o trenawit the report of the ncn-
pavtisen ccommittees of distipsuiahad citizens which you
zorc:nted lest June 22 to adeiss you on the limits within
which the United Statesz mist. =mfely and wigely plan to
axtend economic asaistance tn foreign countries and on
tne relation which shonuld er:zt hatwean auch assisvance
and cur domestic aconomy.

it was my privilege to vheerve and to purticipate
in the free and thorcough aoiscusston ny the members of
the cormittes which resulted ino sheir conclusions
exprasgsed in this report, While the committee had the
ten:fit of materials prepered hy toth Govermment and
private scurces, 1t wes understood ithat the functionm of
the commitiee was to glve vou the lenefit of A combletely
independert judement after takize into consideration all
peints of view, and its coneluvsiuns were reached on that
hAagiz.

Respecsfully,

,57,,?/%.\

The President,
The White House.

November 7, 1947
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I. FRIxGITLES,

The Frssident's Committee on Foreign Aid wage asked to determine tae
limits within which the United States could safely and wisely extend aid to
“estern BEurope. It has approached this assigoment in z splirit of reallsm,

¥e believe that the future of sestern Luropme lies very much in its
own hands. HNn amount of outside sid, lowever gerercus, can by itself restore
to health the eccornomies of the sixteen nations which met at Parie 1in July.
Zxcept in Western Sermany, where the United States has direct governmental
responsibility, the suceess of any =i prosras depends ultimetely on hard
work ard straight thinking by the people and the governments of the European
The sixteen nations, and “estern Germany, comprise over

nations themselves.

270,000,000 men and women. They possess great agricultural and industrial

resources. ZSven in its present depresced state, the production of this area

is wastly greater than any aid which thils country caun provide. Such aid must
be viewed not as a neans of supporting Zurope, but as a spark which ¢an firs

the engina,

o

The Committee is also aware that the volume of ald required from the

o

United States is of such proportions that it will place a subsgtantial burden on

the people of the United Statesz, For all its resgources, thc United States is

no limitless cornucopla, The population of this country represents something
less than 7 percent of the population of thz world. This country has hesavy
responsibllities at home =2s well as in Zurope, im Asia, and in our own
hemigphere. The aid.which we glve represents, to be sure, only a small fracticw
of our total production. But at the prssent time, there is no slack in th:
American economy and every shipment abroad of scarce goods-—especlally feod
which surope must have—udds to the inflationary pressure at home,

The Committee regards as nonsasnse the 1dea which prevalls to a cone-

siderable degree iun this country and abroad, that we need ta export eur goods

Federal Reserve Bank of St. Louis



-
and services as frse gifts, to insure our own prosperity. Oz the contrary,
we ars convinpced that the immediate economic danger %o the United States is
Inflation, which means, among othsr things, a shortage of goods in relation
to demand. We believe that our geal should be to bring about & condition where
exports from this country are more nearly balancsd by a return flow from abroazd
of garvices and materials essential to our own economy. We also belisve that th.
Eurcpean nations desirc to achleve such equilibrium in the interests of thelr
self respscet and prosperity. To meke this eguilibrium possible should be a
major objective of any program of eid.

The intercst of tho United States in Lurepe; however, cannot be’
measared. simply -in economic terms., It is also strateglc and pelitical. We
all know that we arzs faced In thoe world today with two conflicting idsclogies.
Cns ic a system in which individusl rights and liberties are maintained, The
opposing system is ons where iron discipline by the state ruthlessly stamps out
individusl liberties and obliterates ull opposition.

Cur position in the world has been based for at least 2 century on
the existence in Eurcpe of a number of strong states committed by tradition
and inclination to the democratic concept. The formulaztion of the Paris re-
port is the most recent demonstretion thet these nations desirs to maintalin
this concept. But desire ls not cneough, The democrstie system must provide
the bare necessities of life now ard guickly rekindle the hops that by hard
work a higher standard of living is attainable, If these countries by demo-
cratic means do not =ttain an lmprovement in their affeirs they mey be driven
to turn in the opposite direction. Thersin lies the strength of the Communist
tactic: it wins by default when misery and chaos are great cnough, Therefore
the ceuntries of V%estern Europe must be ‘restored to » position wherc they may
retain full faith in the validity of their tracitionsl approaches to world
affalrs =und again exert their full influence and authority in internation=zl

life .
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Ii, POLICIES

The success nf any pregrem for aid which may be adopted will depend
on the policies which this country and the Buropean nations pursue, It should
bto made a crndition of continued assistance under such a plan that the partici-
pating countrles take all practicable steps to achleve the production and
menetary goals which they have set for themselves in the Paris report. TFailure
to make genulne efforts to accompllish these results would call for cessation of
further asgsistance.

However, aid from this country should not be condltioned on the meth-
nds used to reach these goals, so long as they are consistent with basle demn-
cratic prineivles, Continued adherence to such princinles is an essential con-
dition to continued ald but this condition should not require agherence to any
form of econonmic crganization or the abandonment of plans which call for a 4if-
ferent form nf economic organization 1f they have been adopted in and carried
out in a free and demccratic way. While this Committee firmly belleves that the
American system of free enterprise ls the best method of obtaining high produc-
tivity, 1t does not helicve thet any forelgn 2id program should ®c used as a
means of requiring other cnuntries to adopt it. The imposition nf any such con-
ditions would constitute an unwarranted interference with the internal affairs
rnf friendly nations.

The goals which thce Europecan gnvernpents have set for themselves and
with which our Government may legitimately ecrncern ltself are conditioned by
the naturc of the Furopean economic problem, The reasons for the inability nf
Western Europe to balance its accounts with the rest of the world at the pregent
time are generally understood and arc ably analyzed in the CEEC report. Western
Furcpe is cut off from the food and supplies which flowed from Eastern Europe
before the war. Forelgn investments and shipping revenues have been lest., The
costs of essential food and raw material inmports have risen and are still rising,
To overcome these dlsadvantages Buropean production must expand well above pre-

war lovels; yet in important industries, especially coal mining, and important
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areas, 2speceially Germany, 1t is legeing badly., It is the judement of all
competsnt observers that thosse troublses flow from a=n acute shortags of working
capital ned from the serious lsintegrotion of crganized aerncmle 1ife
rather than Prom wartime physienl destruction, Vorking capital in the form of
fuel, raw materials, znd food, is ne=d.d to sustain Europe until its nroduction
is built up. Some eapitrl asguipment is needed to further th: rehabilitation of
irdustry, An offcetive restoration of tho purchnsing power of money is essential
to the resumption of ordered economie life,

The Paris report cannot be praised too highly for its emphasics on

this point. It clearly states that Furopean producticn cun expand only &s
currencies nnd exchange ratss «re stabilized, as budgets zre balanced, and as
trode barricrs ars reducsd, Post-war axperierce has abundantly proved that if
morey demand is vzstly in excess of the supply of goods, ths effects of "re-
pressed inflation"™ are almost as buad as the disease itself., Germeny is merely
ths most horrible example of «n attempt to restorc sconomie life without giving
peonle = money they e¢an trust, In this situcstion, the ropid spread of black
markets undsrmines the respect for law, Normal menetary inc¢entives ¢ease to
operate. Thy worker has no just rewnrd for hias labor and the fammer refusces
to sell kis producs, Resources are Gissipated, Trade degsueratss to barter,
Controls tend to become self-perpetunting.

Achievement of monctary stcbllity would allow a gradual restoration
of pormal incentives and a gradual return to o system where individunls, and

.ent:rprisss, both public =nd privite, con operate in markets. It would alco
21low tho stabllizntion of :xchange rotes, whieh is sll but Imposslble so long
s inflation prececds apnce. It is chvious that this situetion mukes balance
of piyments problems that much more difficult, The Committee believes that in
tho near future soms adjustment of exchengs rates must be made. The prelude

to that is lnternal monstory reform.
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The Paris report rightly emphasizes the nced for sealing down re-
gtrictions on trads botween countries, But the reduction of tariffs is of
little momernt 1f exchange controls and other eontrols have to be maintained
indefinitely., Whutever cne's cttitude tow:rd plaonirg and free enterprise may
be, there is all but universsl agreement thzt trus economic recovery depends oo
releasing the energles of individuals and cuttlng down on time-consuming regu-
laticn of preduction uné distribution.

IIT, NEEDS sNi CAPASITIES

In emphesizing these points, the Committse is simply mz2king explicit
the pripnciples that are imbedded in the Paris report. It does not wish to
imply thut confidence in currencies enn be restored without ineresssd produc-
tion abrozd combined with substantizl injections of fmerican aid. It believes
that the need for holding ianflation in cheek in thls country and in Europe
bears dirsetly on the magnitude of thc ald we ean and should extend.

The Committee found little ovidenee that the gozls sot at Paris to
restore standsrds of living were excessive 1n terms of basie nscessities. Even
if all the estimstes submitted =t Paris were to go through ss planned, Europeosns
would not be enting =s wesll in 1951 zs they atz in 1938, If food were aveilable,
it would pay to meet these estimetes in full in the interest of politicel
stnbility, This is especinlly true in the case of Western Gemmany, where more
food is essentizl to secure more cozl preducticn u=nd the rovival of an economy
now obviously on dead centcr,

The Cormittee, howaver, is pot convineed that the particlpating rations
at Paris were wholly realistic in their pl=ns for c¢apital sxpunsion. On the
first peint, it is obvious thut if Europe is to bo revived 2nd mede self-sup-
poerting-—-if our 2id program ls nct to degenerats into just another relief
program—the Europeun natlons will have to rehutilitate thelr eapltal plont,

But 1t caanot be too strongly stated that the process of investment and capltal
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formatlon imposes a severe straln on the country undertiking 1t. It means the
introduction of money income inte the econcmy, with no comparsble output of
consumer goods to sop up this purchusing power, Thils process 13 highly infla-
tionary. To the degrec that capltal goods are scnt to Europe from the United
States, it is true, the strzin is transferred from European cconomies to our
omvn, Nevertheless, the secondary effects of large capital programs should not
be overlooked. At the present time, gross investiwent in the Unlted States 1s
running ~t about 17 percent of total meotlonal product at the height of a bhoom,
Some of the European nations have attsmpted to exceed this rut:. It seems un-
likely that Europear nations can prudently zfford to sustzin eapitsl formstion
on as large a scale as they have planned. What thls mesans, in effsct, 1s thut
housing programs and czpital development may have to be slowed Cown until
Eurcpean recovery 1s much mors advancasd thrh at present,

In addition the progrem writter 2t Prrls mey have to bz modified by
s shift In the smounts going to thz wopsrate countrles. As this shift 1s made,
we belleve that the amount of aid allottad to Gemneny may have to be higher
than was set at Parls. This Committee wishas te stats omphotically that the
overwhelmlng intersst of the United States is to pravent the resurgence of an
aggressive Gemmary. The fenrs of nsizhborine natiors are theroughly under-
stzndable. On the other hand, 1t is gensrally =zdmitted that the revival of
Ruhr ¢oal output, =long with the incresase in British conl cutput, 1s the erux
of the problem of getting Wostcern Europe back on its fost, Apparent savings to
the American tax pnyosr, accomplished by spending too little money on Germuny,
have thus far been more than offset by the consequent deterloration of the
general Eurcpean economic gituaticro,.

The final determining factor in the size of = prudent program is the
avallability of commodities in this country, The Committec has eanvessed such

availability in detall. At the Paris Confersnce, it was concluded thzt the
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Western Hemisphere simply did not have the food resources to supnly all of the
estimated needs. Az agalnst estimated need for about 30 millien tons of grain,
the Paris Gonference conceded that 25 million tons wag the maximum which could be
obteined from the outside world with about 9 million tons coming from the United
States. In 1947, the United States will probably export some 15 million tons
of grain with about 9 million tons golng to Furope. In view, however, of the
poor American corn crop and the lack of fell reinsg, only a most favorable crop
year in 1948 would make any such performsnco possible.

With » number-of~éther commoedities, the situation is only a little
less stringent, Steel and the stecl-nmaking materials, especially scrap, arc in
particulerly short supply in the United States, Because it 18 a basic indus-
trial materlal, the effocts of thls shortege are pervasive, Coal exports st a
hizh rate are possible, though they are imposing a strain on the United States
transportation system and there may be & few shortages in the comlng winter,

The margin between supply and deomand of motroleunm products is very narrow in
this country, The European countriss do not e¢xpect to luport this commodlty
from the United States in volune, but the shortage, llke that of stesl products,
i1s world-wide., There ig 1ittle likelihood that these requircments set forth et
Paris can be met,

The situstion is much the same in regeri to most of the items of
machinery and oqulpment the Buropean nations need, In the middle of an agri-
cultursl boon, the demand of American farmers for farm machinery 1s well beyond
the capaclity of the industry., As to mining machinery, coel output 1s at a high
rate snd American mine operators are buylng as much machinery ss they ean ob-
tain, Heavy electricel equipment of all kinds 1s perhaps the tightest indus-
triel item of all. The story 1s ruch the same for certaln of the basic raw

materlals.
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These ronorks do not irply that the United Stntes con do little
townrd the rohnbilitation of Euronc. Burcpenn governnents and privatc firms
have placed large orders in the Thited Stotss for industrinl cquinment. A
voluntary food conscrvation progron has boen laitinted to minke food ovailnble
for cxport. In spitc of shortnges herc, manufreturers of antoriobiles and farn
nechinery arc voluntarily maintaining cxports.e If funds werc avallablo to
finance Europcan purchascs and if BEurcpenn requircnonts were known in dotail,
erports could nt lorst be maintained, and in nony cascs stopped upe In over-
211 tcrms, a forelgn aid progran would not evon require the maintennnco of
prascnt rates of cxports. The conclusion that docs enmcrge from the exomination
of particular narkets for particular commoditles is that supply will be a
liniting factor in nmany cases and that nany European requircneats ennnot be
net in full.

iV, THE HAGUITUDE OF AMERICAY AJD

On tho brsis of reviscd cstinntes of Zuropcnn immorts and cxports,
tha Comilttee calceulatos that the cost of the Burgncan aid nrogron to tho
Governnent of the United Stotcs would be about $5.,75 billions for tho first
yorr, and, in round nunbers, between $12 ond $17 billinns for the whole progran
hero suggzestod.

These figurcs ore not comparable to those contained in the Paris report.
The 1atter are cstinates of the defieit the particinating Furopeon countrics would
incur i their trndc with the Vestern Homisphere. Thoy neasure the margin by
vhich the Buropean countriecs oxpect thoir nayments in dollars for zoods and scrv—
ices inmported fron the Yestern Henispherc to oxeced their rccelpts in dollars,

The Paris cstinntces of imports have had to bo rovised downunrd, mainly
on thc grounds of unavailability of goods. To the cxtent of this revision the
estinated cost of the program wns alse roduced. At the sano time it was neces-

sary, on gsrounds of realism, to revise downward the Buropcan cstimates of cxports
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and to modify the figures in a number of other ways which inerease the cost.
Ths result was an estimate by the Committes thet ths balance of payments deflcit
would be 31 b1lllon to $1.5 billlons lowsr in the first year ané possible as
much as §5 billlons lower for the whole plan than that contained in the Paris
program,

The Commlttee's estimate of the cost to the Unlded States Government
ls z ameller figure than the forsign trade defielt, First, a deduction must
be made for the part of the program that can be financed through the Inter-
netional Bank, Second, there may be private financing. Third, & large part
of the Europsan deflelt with tho Amorican Corntirent 1s with countries other
than the United States. In its own interest, the United States will probably
have to supply funds to cover a part of thls daficit but we should neb have to
finance 1t in full, %hen allowance 1is made for these deductions, the resulting
Tigurss are those glven above for the cost to the United States Treasury.

It is helpful to compare the figures for the cost to the United
States Government with what the United States has been doing for Burops in the
past. Before the run on sterling ir July the =annuzl rate of withdrawals on the
British loan wae about §2,6 billions. In addition, ir the rirst half ef 1947,
the rate of withdrawal on other European aid programs-—rellef, UNRRA end spsclal
grants;—was sbout $2 billions., In 1947 the Unlted States assumed only half of
ths cost of German occupation, but in 1948 1t seems likely that 1t willl have to
egssume the whole burden, amounting to =bout $1 billion,

When all these Pactors are token into account, the program of aid
proposed for 1948 proves to be 2 moderate increase on what the Unlted States
has in tho recent past been spending in Europe znd what will probably have to
be expended in Germany in any case, Irn zddition the program calls for in-

creased lending operations by the Internatlonsl Bank.
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Looklng to the vears beyond ecalendar 1948, the Committee emphasizes
that any estinates are altogether speculative. The Anmerican people have an
undorstandable interest in trying to ascoertain the drain on thzir resocurcas in
the future. But 1t is totally impossible, ~nd indeced unwise, to nttempt to
caleulote thls with accuracy. The Paris conference suggested that the totel
European foreigu exchange dsficit for the four-~yenr period 1948-1951 would be
about $22 billions., The Conmittze's estinotes range from $17 to $23 billions,
Wher deductions arc mrde for various types of finaneing, the renge of possible
apnropriations would be about $12 to $17 billions. But the Committee cannot
embhasize too strongly that any aid cxtended to Europe mst be on a year-to—year
hasis. It mast be subjsct %o comstant, vigilent review of tho Congress.

V. FINANCE AND ADMINISTRATION

Even to carry; out ~ prudent program in 1948 entalls the exscutlon of
certain fundamental policiss on the pert of the Unlted States Governnant and
the most careful adninistration. The Comnittee bolieves that any aid to Europe
ocffered by the United States should be financed out of taxes, not out of
borrowing. The maintonance of ¢ surplus in the United States Treasury is e
necessity in this infletionnry period.

forolgn ald progran wlll require means to naks available goods that
aro in short supply. Voluntary . zasures should be relisd upon wherever posslble,
If and when thay are not, the Government will probebly require authority to get
priorities in order to insure the svailebility for export of linited amounts of
the items rost critically necded. It might =2lso have to issue linited orders
to control ccnsunption of critiecal nmaterials such as those still 1n cffect for
tin, BEsrecially in the field of food it might be necessary to uss the device
of requirlng thot linited quantitles be set aside for euport,

It must be emphasized that these suggestione apply only to the

forelgn aid progran and not to the broad problem of inflation., The Comnittee ig
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convineed that inflation {8 n sericus deterrent to the stability of the American
econamy, but any consideration c¢f a program to contrel inflation would have been
beyord its competence and its terms of reference,

The Committee is convinced that the administration of the program is
of primary importance beczuse it will be necessary, for ressons glven abeve, to
ad just the program as it goes forward. To insure unity of administration, 1t is
recommended that & new inlependent agency be set up in the ¥ederal Govermmshnt.
The head of this agency shculd be appointed by the President and eonfirmsd by
ths Senute. A board cf directors shculd be appointed, representing the Depart-
ments of Government concerned with the program, ineluding the Seeretary of
State and such other perscns as the Congress may see fit to add,

The head of the new organlzatior should be Chairmnn of thls Board
which should have power only to establish and adjust general polieies within the
framework of Congrcessional action,.

The operating decislons should be mode by the head of the new organi-
zation, but it will be necessary for him to woerk cut effective means for ecopera-
tion with the State Department c¢cncerning these moejor decisions which have an
important bearing cr the foreign policy of the Unitcd States,

_The closest possible relations should be malnteined between the new
organization and the Congress, This is a question to be solved by the Congress,
but we suggest it might be cone by a special joint ecmmittee ereated for this
purpose, as iy the case cf the Atomic Energy Commission,

The new organization must have a chief representative in Furope,

~reporting directly to the head of thet crganlzation, and responsible to him,

-to deal with the contlnuing ccmmittee set up by the partlcipating countrles,

and also to coordinate the activities of the wvarlous local representatives of
the orgenization 1b those ccuntries, In additlon, representatives will be

needed in the different ccuntries, They will have to report tc and be under the
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direct control of the head of the new organizations But they shouléd keep the
Ambassadors in the respective countries laformed of their communieations, In
all casas where there is necessity for taking up important matters with govern-
ments, it should be done by the Ambassador to the end that there will be only
one diplomatic representnative of the United States in these countrics, Dus to
the need for flexibility in the program, the Ccmmittee recommends that ths |
corporate form of organlzation be given careful consideration.

The basic conelusjons of the President's Committee on Foreign Ald may
be summarized as follows:

1. The hope of Western Eurcpe depends primarily on the industry and:
straight thinking of its ocwn peopls. .

2. The United Siates has a vital interest—humenitarisn, economic,
strategle, and politlcal——in helping the participating countries to achieve
econcmle recovery, | |

3. The ald which the United States gives will impose definite sacri-
fice on this country, |

4. The magnituce of Western Eurcpe's deficit with the American Cone
tinent in 1948 will be of the order of §7 ®illionsg, but when all possibilitieé
of financing are taken into considerntion, the approximste need for apﬁr&pria—
tions past and future to cover the calendar yesar cf 1948 may be on the ofder cf
$5.75 billione.

5., The extension of such ald, now cr in the future, calls for anti-
inflationary fiscal policies on the part cf this country, =nd a new agency to
administer the ald extenided,

As a flnal word, both on the mognitude of the program recommanded and
on the policleg outlined, i1t is well to bear in mind that success depends on

glving way neither to over-optimism or to undue pessimlem, It is o¢ne thing to
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propose = program, it is another to see it through. The immedizte months and
indeed years ahead are not apt tc be ezsy elther for this country or for the
Europenn netlcns. It is not wise to underestimate the steepness of the elimb.

By the same token, hewsver, it is essentiz)l to maintain perspective.
The years following %orlé war I were yoars of intense dislocatlcn and dissolu-
ticn both 2t home and abrosd. Yet, by 1924, Europe, which scemed totelly dis-
crganized in 1919, was well on its vdy to recovery. Even more in point would
seem to be the wartime experience of this ration and other demoeracles. 1In
1940, 1t seemed ineviteble that a large pert of what we call Western civilization
was irreparasbly lost. In late 1941, fcllowing Pearl Harbor, the fortunes of
this n2tion were at an all-time ebb, Yet four years later, complete victery
had been gained, Ameriean arms stood triumphant 1o the East and in the “est,
and 1t vas obvious that the United Stetes hed entersd into & new pericd cf
poewer, prestlge, and rosponsibllity. The following years have contained many
disappointments, Wartime alliances have melted awny, Yet it 1s safe tc say
that at nc time in history has there been more need for YWestern Eurcpe and the
United States to stand firmly tegether, And who will say that, 1f we apply to
the making of the peace the szme spirit which triumphed in war, we may pot see

an equally dramatlie vinéicatlon of the ideals and prineciples of free men

everywhere?
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THE FATURE AND ORCANCZATION OF THE REPCRT

As. The Basic Questions

Tn secking to determine the limits within which the United States
may safely and wisely plan to extend economic ald to Europe, and the relation
betizeen such a program and our domestic economy, the President!s Committee on
Foreign Aid has had to ask the following questions:

ls 1hy shouwld the United States furnish aid?
2, uny do the European nations need help?

3, How much money and what kinds of goocds can
we safely and wisely furnish?

L.  How can such a program best be financed
and adainistorod?

Se What will be the impact of such a program
on our aconany?

In the subsequent sections of this Repcrt thors aru rresented certain
answers to thesc questions. The Comdttee believes tihzt these answers are
as aceurate, and have becn rcached with as mueh deliberation as time per-
mitteds Upon them the recommendatinns of thoe Committee are bassde

Be The Character of the Ans.ers.

Posing these fowr questions is simple cnoughe. Answering them
for a varizty of reasons is much more difficult, In some casces the answers
must evolve out of the analysis of large bodics of complex factual and
statistical material which tend to obstruct the developmont of plain con-—
clusions, In other cascs, many of the data necessary for framing ecomplcte
answers aro inconsistent beyond the hope of immcdiate clarificatian; and
some do not exist at all,. A further and more important limitation 1s

imposed by the fact that the program of aid is eonceived as running over a
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period of four yoars; from 1948 through 1951.  Judgments of eccnomic eon-
ditions are obviously less accuratc for the farther than for the nearecr
yearse

This is not to say that dependable answers to ths b >ad basic
questions are now impossibles It is elear from the nature of the questions
that the reasons why the United States should aid Europe, for example, or
the aims of such a progrém of aid, ecan be thought through as woll now as
later, and nust in fact be determined befere the validity of any specific
proposal is exanined in detail. The questions of the amount and kind of
aid needed, and of the abllity of the United Statcs to furnish it are of a
different sort, thc_answers to which are gravely affected by the imper-
fections of available data, not only those on Buropean requircments sct
forth by the Commitiece on BEuropean Economle Cooperation, but also thosec on
the availability of the needed goods in the United States.

Even if the data sworce very much morc complete and consistont,.
decisions of any great degrce of particularity would be impossible, HNamy
factors which cannot be anticipated with accuracy affect both the Eurcpean
and the’American aspeets of the problem; as a single example, the production
of food, depending greatly on weather, cammot be preciscely estimated in
advance, The conclusions rcspecting questicns of this sort which have becn
nade by the Committce are therefere limited, first, to a number of broad
recomnendations as to policies and as to various features of the comiodity
and country programs, and second, tc indieations of the diroetions in which
the admittedly rough estimates of BEurcpean dollar defiecits prosented in the
CEEC report should be modificd,

Calculations made in the ccurss of reaching conelusions of this

sort are not intended to serve as the basis of any decision at this time as
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to the sapgnitude of a four-year European aid progran, Thoy are nere
planning cstinates of tho probable cust (in terms of a Eurcpean dollar
deficit) of achieving certain results, It is useful tc have such cstimates
available when deeisions, which de not have tobe made now eon such matters
as organization and motheds of financing, arc being made,  But thoy arce
useful cnly for this purpose,

It would be rwst unwise to attenpt to determine in advance cither
the nagnitude of the wholo program or the axzet amcunt of every commedilty or
product which Eurcpe may noed or the United States oy be able to sond, If
a progran ~f European econovmic aic running through 1951 is in fact approved
by the Congress and undertaken by the Unitced States, countless circumstances
will arise during the 1lifc of the progras which will and should affcet its

sizc, nature, and dircetion. It is of the utrost importance, if thc pre-
gra!s objectives are to be achicved, that the persons charged by the
Congress with its executicen should, subject to Congressional review and
with the cooperation of the relevant officers in the Executive Branch, bo
able tc revise and anend the progranm in ths light of changing conditicns,
It is on contimuing scund administration that the success of the prugran
will largely depende  Belioving this, the Commlttec has not hositated to
r¢ach and to set forth in this report recocumendations as to the validity and
nature of the plan which are addressed rathcr to principles than to the
claboration of detailed blucprints for each of its aspectss This is
equally true concerning the analysis of the programts impact on the Amcrican
GCONOIY &

#

with rospeet to the financing and administration of any plan,

-

however, the major judgments do not have to wait on additional detailed

data or the working out over time of factors presently obscure, As has
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been implied above, the Committee attaches very grcat inportance to the

aeisions which are ade concernlng finance and adninistrations The grow-
ing rcalization by the Cormittee nf the linited cxtent to which ths
speeific size in noney or the detailed naturc in commedities can cor should
now be fixed, has greatly euphasized the relative inmportance of adininis-
trative and financing deeisions at this stagee The Cormittee belicves
that; as a public rather than = govermnental body, its recommendations
should be conccrnSSﬁﬁféh the principles which underlie the questions of
financing and administration than with detailed machincrye. The sections
dealing with these questions have boen franed aceordingly,

It nust In conclusion be repcated that the Comittcels decision
not to formulate a progran of European aid elaboratcd in covery particular
is conscious. This does not reflect any hesitation on the part of the
Comnittee, but rather its sense of urgency as to the need for an imrediate
decisiones  Essentially the choice of the United States to aid or to
refrain fron aiding Europe should be nade on the basis of such general
Frinciples as are laid out in the five basic questions which are pesed
aboves The Ccormittee presents its answers with the conviction that it is
upon these questions that a plan for anmeriean eccnorie aid to JTurcpe nust

stand or fall,
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11. TH® INTEREST OF THE UNITED STATES IN FUROPEAN RECOVERY

The people of tho United States face a momentous decision, It 1s one
that should be mnde only after the Administration has laid befere them and thelr
Congress all the avalleble facts bearing on tho critieal world situation which 1t
has so fully and frenkly given to this Committee. The Committes has faith ip the
sﬁund judgment of the people and of the Congress when they have learned tho whole
truth.

The question confronting the country 1s thist: Docs the United Stetes
have a vital interest in Eurcpean recovery? The elenents of this interest are
three: Humanitarian, cconcnie, pnlitical. They st be wei hes in order to de-
cide whether thelr sum 1s an American interest which 1s in fect vital.

The humanitarian apneal is prosented by the spectacle of millions of
Furcperns for whom this winter will Ye one of cold and hunger, There 1s decply
ronted in the hearts of nost Americans a fundamentzl human kindness, a will and
e wish to give whatsever 1s pogasible to those who ore in dire need of helﬁ, HEuge
amounts of meney and tremendsus quantities of commodities, totaling many billions
of dollars, have been made available by the pecple of the United States since
V-E Day to nations suffering from the destructirn and Aisloeations of the most
torrible war in history. We, who as a nation are enJoying compprativs luwury,
cannot in good conscience do otherwise. To withhold sur aild would be to viclate
every moral precept associstzd with cur free povernment end free institutlons.

This nmoral obligation does not nean blind, unlinited sasistance teo all
#ho ask for it; nor dnes 1t menn thnt need rmust ho the srle eriterion., 4ld in
any forn, public or private, always involves neny practical considercticns and
linitations which temper {ts kind and gquantity.

There is no evidence that Americans have logt their willingness to help

the unfortunate, The Connittee is completely confident that a demrnatrated need
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by the European countries for the necessities of 1ifc such as food and coal will
elicit a generous response in the hearts of out people. But there 1s a growing
realizaticn that even a comntry with the resources and productive eapaclty which
we enjJoy cannot continue to pour out its substance indefinitely without crippling
its ability to keep its econonic dalance end to maeintain its national eecurity.
Any plan of Eurcpeen ald that we undertake should therefore be a plan for Eurcopean
regovery, with the major objective of restoring that area to a self-supporting
posltion and of bringing to an end the need for contimued and indefinite asslstance.

Such a comprehensive plan to aid Furope will be expensive, It will in-
volve sacrifices but 1t may also be cheaper in the long run, The 1llusion that 1t
would be thrifty.tc do nothing would be shattered if, by such a pecliey, the future
existence or development of our economic and politleal institutions should be serir
ously Jjeopardized.

Our econcnic self interest is closely related to the fate of Furope.
American trade with Eurrpe has always been a factor of peramcunt irmortance to the
American economy. A progressive decline in the producing 2nd buying power of
270,000,000 people in Western ard Central Furcpe would have e powerful impact upon
American prosperity. Moreover, prosperous conditions in Europe are esgential to
the maintenance of Americen trade in other perts of the world, For example, Scuth
Africa, Australia, New Zealand, Canada, and the non-tropical countries of Latin
America obtsain, by means of export surpluses to Eurome, the funds with which to pay
for ¢helr import surpluses from the United States. Thus a disintograticn of the
Furopean eccnomy would curtsil the power of these eountries to buy United States
goods.

The deterioration of the European ecomomy for lack of means to obtain
essentlal irports would force European countries to resort to trade by government
monepoly--not only for economic but for politieal onds. The United States would

almost inevitably have to follow sult. The resulting systen of state edntrols, at
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first relating to foreign trade, would gocn have tc be extended 1nts the donmestice
eeonomy to an extent that would endanger the survival of the Americsn system cof
free enterprise.

Theee forrmulations of the United Statss'! humanitarian and economic in-
terests in Europeean recovery sufficiently indicate their importance: But it 1s
United States interest of a third kind which overshadows the cthers, and with
which any plan for the econonic recovery of Western Europe is most dlreectly con—
cerned,

This third and mnst important interest, though it mey for simpliclty bo
called wolitical, 1s in fret very rmch broader., It stems fronm the rzelization
theat a Eurcpean recovery progron is nn investiont In the continued survival of 2
world eeononleally gtat:llized and pescofully eonductody in whieh gnvernients based
on fundanentzl demceratie prineiplos ean prosner, in which ri,:ht, not might, pre-
valls, and in whieh religicus freedoem, ececnopic cpportunlty, and individual 1ib-
ertios are malnteined an? respented.

Tn stnte thles aim recognizos that we are foced in the world today with
tvo conflleting ideclozles; The baesie characteristics 2f cach are well known.
One 1s a2 system in whieh individucl ril hts and llberties sre emhesizsd, where
they ars nrotected by basic constituticonel suerantees, where the state 1s the
servant of the people, The ovpssing systen 1s sne wherc iren discipline by the
stnte ruthlesszly stamps cut individusnl liberties nnd cbliterates all oppositlon.

The first regards the strongth of internaticnal rel-tionshipes as rest-
ing en the mexlmun of free assoclation——ecrnenically, personeliy and eulturally—
between individuals in diffcerent countries; the forelgnery os well as the native,
hrs a right to his priveate 11fe and to privete interests; and the exchange of
such private Intercsts across intermational borders is even welconmed as the

surest gusrantees of permanently neaceful and meoture state relationshlvs,
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The oppnrslng concept rests on the assumption thet intearnationel 1life
mast be domlnated by ldeclogles; that where ideoclogles differ, conflict is in-
evitable; and that so long ess 1declogleal uniformity has not been obtained,
struggle st remain the keynote of internaticnal 1ife, In these circunstances,
1t 1s clear thot mesce 1s only a nmilltsary truce; snd the netional state contilnues
to econduct itself as a fortress besleged by ncrtal enenmles. The freedonm of the
individual 4n internationel life 1s largely lost and the structurs of intcrna—
tional dealings derives 1ts gnllidity only fronm the Aircn diseinline of the state
end the deterninatisn of its lenrders,

Should this cocuntry evir Le frreed by clrcunstence to turn from the
first of these concepts of internaticnnl life to the seennd, 1t would no longer
be able to conduct domestle affalrs according to the princivles of individusal
lib~rty and tolerance which are traditicnal to it. The continuance nf the Ameri-
con way of 1life ani of thnu.ht, thorefore, requires th~t the pscples of the world
understend the scundness of the first of these nphilosophles of internaticnal life,

The pattern of the United States pesition in the werld has been predi-
cated for ot lenst a century osn the existence in Burnpe cf & number of strong
atates onmmltted by traditisn and inclinnticon to this sutlock on internsaticnal
offalre, #nd on the exertion hy these stntes of a powerful stabilizing influence
In world sccelsty. Happlly they have not been the only netiones which have shared
these fealings end asplraticnst but thsy have certalnly reprezented the greatest
single concantratlon of state power mssoclated with this outlcok, nnd thelr rcle
in world affaliras has been so great as to represent sne of the foundation stones
of United Strtes security.

Bt these countries of Western Burope cannct continue unalded to play
this role. Thoir pesples are sorely dissatigfled with their present plight, If
by denooratlc means they do nn% soon chialn an itmrovenent dn their affairs, they

may be driven to turn in the opposite dirsctirn, Theroin lies the strength of the

63027

Federal Reserve Bank of St. Louis



Digitized for FRASER

~B5~
Comminigt toctie: It wins hy default when misery and chaos are great enough,
Thet is why any program for the democratic rehabiliteation of Western Burope must
nvereome Dot only the complex econcmie nroblems resulting fron the ravages of
war, but slso the deliberate sabotage by the Tommunists who see in the continuance
of misery and chaos their hest chance for an ultimnte victory.

Opon ideologleal war has been declared already by the tctelitariesn ne—
tions and their satellites upon ell nther nations and pecples believing in irdl-
vidual liberty. It has been ealled a Peold war”. The first naJor bettle in the
cold war 1s being fought now in Western Burone., It ig cold =nly in the sengse that
guns are not snoking and bonbs end suided missiles are not expleding, In every
other respect the ldeclogieal war of the Commnists is as ruthless and as deter-
nined a drive te¢ achieve werld domlnation as s hot war,

The military results of Werla War Il have already put a large segnent
of Bur~ne under the dominaticn of the tctelitariens. The c¢old war ig now belng
fougzht for those nortions of Eurape end of Asia which have sc far rosisted this
orsiouzht., In this struggle the pelice states have effective allies in every
ccuntry teyond the iron curtain., Their allies are the indigenous Comrmnist
parties which have loyalty, not to the natirans in vwhich they live, but to the
Kremlin. These well-Aisciplined forces have been stripped for action by the open
acknowledgzment that the Comintern is revived.

It is an histrrical fact that the slxteen Western Furconcan nations which
participated in formulating the Paris report are nations which, like our own, have
festered and doveloned the concopt that individusl literty and fundemental human
rizhts are sssentlal t5 domestic scciety and held cut the hope for peaceful werld
relatlonships. They are among the nations which have joined in 2 genulne effort
to make the 1deals enunersted in the United WNations charter a reality. ZEccnonie
recovery in Western Burome 1s ern obJective consistent with and essential to the

attalnmont of these 1desls,

http://fraser.stlouisfed.orgr—630 27
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

~B6—

The quick response of the Western Europesan nations to Secretary
Marshall's suggestion 1s an indlcation thet they regrrd this acononic recovery
necessrry to the echievement of these idenls, It is likewise the nost recent
demonstration that by tradition and inclination Western Europe desirces to wuein-—
tain the democretic concepts of government. But traditiocn and inclinetion sre
not enough, %e know that the democratic system rmst provide tho basic neces~
sitics of 1life now, ~nd that it rust quickly rekindle the hope thnt by herd work
a higher stendard of living is attainable.

ore than 200 nillion poople live in the netions under conslderation
for oid fror this country; anong them sre many »f the world's nost energetic
gnd glfted peoples, .Whntever we do, their own qualltins will soiie doy regrin for
them the measure of influence which they have always been able te exert in the
modern world, But untll that is done thare ean ba no resl balenee 1n world af-
fairs, and no rezl peace, And unleess it ls done soon we cannot be surc thet
thelr feith 1ln thc sort of intermatlonal 1ife we belleve in will be fully main-
tainad, and that thelr strength, once recsviorsd, will be exerted for the achieve~
ment of what has been a common goal,

Therafore, the countrius of Western Europe smsgt b= restoroed as rapidly
ng possible to » posltlon in which they aey retain full fsith in the validity of
their traditions] azpnroaches to world =ffairs, go thnt thoy c¢#n ngrin exert their
full influence and authorlty in internationel 1if-.,

Thug broodly the United States' politicel interest wuny be defined. An
objective ennlysis of tha siturtion points conclusively to the need for coursgeous
constructive action to ald Western Europe, both for its sake and for our own en-
lightened self-lnterest.

We cannot have complete assurence thrt 211 obj:ctlv:s can bs achleved
with a planned recovery program. There esrc risks and pltfalls in whatever course

of action we mapy toke, 3But we mast face the reality that dire conscquences sre
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almost certaln 1f we fall to move declsively at this critiecal Juncture in world
affairs., The present situastion contalns far~reaching irmplications which indlcate
that a do—nothing poliey cannot be considered as an altsrnative.

If tho countries of Middle—western and Haditofranean Europe . sink under
the burden of desgpalr and hecome Communist, Scandinaviz will fall into the same
carp, The strategleslly end economically vital Horth Afrieen and Middle—eastern
areag will follow, This transfer of Western Purope, the second grestest indus—
trial area in the world, and of the essential regloms which st inevitably
follow such 2 lead, would radically change the American position., If it should
prove that o weskened United Kinglom c¢ould not resist so poewerful a current, then
the shift would be cataclysnic,

The denestiec econsequences are such as ne Anmerican could easily toler-
ate: The swift and complete conversion to o military footins which national
secu?ity would requirej the abrupt dut necsssary chenge in our relaticns with
the rest of the Western Hemisphere; the innediate and sweeping linitation of
our econonie and political 1life,perhans extending even to our very form of
government,

In such prodigious terms 1s the interest of the United Statis in
Buropean recovery defined. The Committee is convinced that 2 sound nrogram for
Western Eurcpeen recovary should bo formulated and adonted by the United Stites
with the sane boldness and Aeterminetion, and the same confidencs in the worthil-

ness of the demooratic cause, which characterized cur action 1n World War II,
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IIT., EUROPEAN RECOVETRY

A. The Nature of the Problem,

The present economiewposition of Western Europe, which defines the
European recovery problem and must be the starting point of any recovery pregram,
13 ably analyzed in the report of the CEEC. The salient fact there prescnted is
that *%estern Europe prebnbly cannot survive the next four years and certainly
cannot recover unless large dollar resourcss are made availsble to Huropean
governments in the form of public loans or grants, in addition to any such funds
as miy be secur:sd through the private capital market. These funds are needed, of
course, ta finance imports into Yestern Furope from the “estern Hemisphere,

In explaining this situation, 1t is well to begin by distinguishing
those featurcs of 1t that are cbnormal from thos: that ars nommal, It cannot be
repeated too often or emphnsized too strongly that there is nctinlag abrormal
about Western Eurepe's depundence upon hsavy imperts of food, feed, industrial
raw materlals ard even ozrtein sorts of industril products. This area is the
gecond grentest conter of industrial production in the world. It lives in large
measure by processing, Europe's own natur:l resources support its steel and
chemical industries arnd provido most of its fuecl but both European icdustry and
European agriculture have long dopended on imported resources znd the populatien
e¢f Eurcpe has long depended on imported food. Clearly, Europe cannot recovar
wlthout heavy imports, +“hat i3 abnomrmnzl sbou% the situation is its current in-
ebillty to pay for more thonh sbout half of what it needs.

The cireumstsnees thet cxplain thls abnormsl situaticn can be summurized
as follows: (1) “hereas ovcr-ull production in some European countriss has shown
remarkable recovery, it is still true that Eurepe's total production, egpecinlly
when Germeny 1s taken into account, is well below prewar levsls with the critical
item of cosl a prime example., This retardation of production gifects heth her
ability to export and her import needs, (2) Western Europc's impert demands,
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_especially agalnst the American Continent are abnormally large because she has
been deprived of her Eastern "bread-basket™ for food and because of wartime dis-
lecation in the Orient. Western Europe's import demands are Purther enlarged
because of its need for capital rehsbilitation and development. (3) Burcpe has
lost (in part temperarily but in part permamently) major scurces of fereign ex-
change in the form of payments for services and return on fereign investments.
(4) There has been a majer shift in price relationships between industry and
agriculture_in favor of the latter. (5) There has been wholesale disruption of
the entire framework of monetary exchange beth within European countries and
between those countries and the outside world,

For all of these reasens ¥estern Europe needs both working and leng
term capital and the resteration ef the kind of system which will allew individual
men and women, and individual firms te get ahead with producing the right kind of
goods in the right ameunts. Neither of these necds can be dlsregarded, However,
we wWish t» emphasize that the persistence of Burcpefs difficulties is much less
duc to physical destruction incurred during the war than to the disorgenization of
its economic life, The disorgunizatien epesrates in a varicty of ways te impair
or destreoy humen ineentiveés. The most pervading form that 1t takes 1s ths loss
of value of most Western European currencles. This has occurrsd, in part, through
the medium of price inflation; in part, as a result of the non~availability of
goods and ef rationing. In Vestern Germany, the most disorganized area within
Wastern Europe, and in the United Kingdom, where production is above prewar and
where the administrative mﬁchiqpry of government opsrates with unimpaired ef-
fectiveness, price inflstion is less importunt than the fact that consumption is
determined by the availabllity eof goods and by the size of rations rather than by
money income, The incentive to earn a larger money income is gravely weakened by
the impessibility ef using it te buy goods. In & number of other continental

ccuntries where the black market 1s active, 1ncentives are affected in ether wsys,
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Mistrust of both the internal and the external value ef currency mzkes individuals
reluctant to hold it. The "free"™ black market draws resources away from those
sectors of the economy where price controls are effective, The classic example 1is
the extensive feeding of grain to livestock in countries where there 1s an acute
shortage of bread grain for the urban populations., Controls, scarcities, and
suspicion of the intermal values of currencics have cperated together to interfere
gravely with the processes of Internal exchange of goods and services. The agri-
cultural producer can most easily snd surely increase his own real income by eating
more of the food he grews; as a /re:E;Ilable supplies of food are badly distrib-
uted between town and country. The industrial worker can surely and easlly in-
crsase his resl income only by enjoying greater lelsure, a circumstance which con-
tributes most to the shortage of manpower and to the low productivity of labor in
#Western Europe today.

The weakening of incentives and the disruption of trade are closely re-
lated, however, to pervading physical scarcities referred to above as shortage ef
working capital, i#hile 1t 1s trus that menetary reform is a prime need of many
Eurcopean countrles such reform c¢annot be effeected only by deqreasing the supply of
monay. Money must bescomc worth something ir terms of available goods, "“estern
Europe abounds with exemples of =conomic vicious cireles, If mere food could be
gotten into the Bhur more coal would be produced. If more cosl could be supplied
to nitrate plants, the additional fertilizer would sugment the BEuroepean food sup-
ply, which would greztly incrsase the productivity of labor in industry and coal
miring, More coal would likewise make more steel available which could be used in
the production of mining equipment., That so meny of Europe's problems take this
form is evidence of the faet that stocks of goods are appallingly low. There are
nc physical reserves whieh can be used to initiate at cne point an inerease of
preduction which would ramify widely, Hence the need for "injection™ of food and
other commodities from the cutside if the Europsan =conomies are to continue to

function and if recovery is to gain momentum,
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An "™injection” of immedi=ztely required nceessities, hewever, is not
enough. The objective of the Zuropsan nations, an objectlve backed by the United
States, is to become self-sustaining. If this 1s to be the eass not only must
working eapltal be replenished, hut thirs must he an effort to expand nnd rencvate
the Turopean industrial apd sgricultural plunt. This ealls for ezpital sgulpment,
Part of it is needed to maks good arrears of dspreciztion and obsolescence. The
war was a perlod of rupid eapitsl consumptlon; plart arnd equlpment werc woerkad
hard without zdequate maintenance or replacement. Another part of it is necded
t¢ replace Germarn freilltles., St111 snother part of it 1s to permlt .n expan-
sion of output obove the highest levels achieved before the war, It seems likely
thet the Europcan nitlons may have over-esmphaslzed thelr nzeds in this dlrectlon,
as well as their ability to sbsorb crpitel goods, But the problem 1s neverthels«ss
there, espsecially If we consider tha longer-term future,

Although the short run probloem rsduces to one of preduclng more goods
for export {without toe inflationary =n effect upon domestic ocenomles) 1t must
not be lost slght of that o leng run problzm of quite = different charccter will
emergs as repldly as the short run problem is solved, At the pres:nt time, there
is a world-wide sezrcity »f gonds; world mzrksts will absorb whatever Europe can
export., Inevitably, howsver, as world recovsry progrzsses, furepear natlons will
face ecupetttion in marketing their exports nnd they moy encounter difficulties In
using the proeceeds of the szle of exports ¢» the Eastern Hemisphere to pay for
lmprrts from the United Stotes and the rest of the “zatern Hemlspherc. Amsriean
trade policy and Americsn willingness to aceept importe will, to an lnerecasing
degree, determine Hurepe's posltlon. If Burepe ls to be abls to pay 1is cwn way,

we wast find A means T a2llewln,: the rest of the world to balance 1ts aceeunts

with us.
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B. The Elements of the Paris Proecranm.

In relation to the long run preoblem referred to above the Parls program'
1s essentially a "short-term” program dealing with the years 1948 through 1951.
Any difficulty in finding markefs is properly assumed away. The esscntial task
set at Paris was to show how, given adequate oid from the United States, Western
Europe conld get on its feet in the next four ycars. Some harm has been done in
dcseriding the Poris document ng o fixed "plan.' It is not a fixed plan, first,
bocause it is after all no more then a responsc to an American roquest for infor-
mation and depends very largely on Amcriean deeislon, nnd sccondly becruse no
Western Buropenn government has such control over its zconomy that it can be made
to perform like a marionette. In Eurone, no less then in the United Statoes,
government nvthoritics can propesc; but only the people dispose. What the Paris
report containg is first, o statement, portly cxpliclit but partly only implicit,
of the cconomic ends to bo attained; sccend, a nunmbor of suggestlons and state-
ments of intent concerning the policics to be adoptcd as means to the attainment
of these ends; and third, conditioning both tic conds and the means, o guess as to
Burope's capabilities, that is, what is physically possible.

The essence of the program is o large progrommed incrcase of industrial
end agricultural production above presont levels and, in moet cases, prowar levelrs
Although it is impossible to measure the gonls for 1951 in terms of an over-nll
Index of production, comprrisons which mey be made for a number of specific com—
modities are summarized in the following table.

It is apparent that the Buropean govermmenits telieve industrial produc-
tion can be pushed well beyosnd prewar levels but that agricultural and extractive
industries, which dcpend more directly on dnsic resources, can only with thoe
greatest efforts achicve their prewar cutput. The recognition by the Furopean
gevernments of the limitations on coal and food production determine, in important

respeets, their plans and cxpectations with regard to the direction of preducticen
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BALANCE QOF PAYMENTS SUMMATY FOR THE SIXTEEN
PARTICIPATING CQUNTHIES AND WESTERN GERMANY

{In millions of dollars)

1948

Qther Other non-
USA America Participating Areas

A. Inports of Commodities Covered by Paris
Technical Committees

Food, feeding stuffs and fertilizer.. 1,452 1,856 1,937
Cozl and other 80lid fuelSseeservee.. 342 — 255
Petroleum productsese.essseccsrssa,n. 6i2a/  a/f b/
Iron 2nd stesl productsicsevieeesses. 379 e 43
T imDE e s esnseesseoranseesnracncsnonnan 96 170 253
Equipment:
Agricultural machineryeeieeveciverees 370 ——— N2
¥ining nachinery,.....ooiiiinnvevene. an — 1
Electrical equipmenteceseeeeroversess 150 —_— f
Petroleum equipment,..oviveeeienecenss 1e8 ——— n
Steel plantsSe..vvrevnionreennasnnees 100 — "
Inland transport equipment.ssveoee..., 203 — "
Timber eouipmentes..vavsivorenensanns 10 b "
B. Other Importseeeissseceeenereesnneresnens
¥achinery, n.e.Seerevivcseerscanecnnas 287c¢/ e n.a.
Unspecified....vvvennrvennnenisvneea. 1,787 1,212 2,211
Co Total IMPortBascenrccrnnrnocennenas ceeee=5, 327 ~3,238 -4, 693
D. Adjustment for terms of trade d/........ 0 0 0
e EXPOrtSscscecucieiiitieriectrosnnnanranss 4848 41,311 f4,297
F. Ket Position on Invisible Account....... -558 -16 41384
G. 3Belance of Poyments (C f D f B f F).....-5,837 -1,943 -18
; .
H. Net Position of D.pendent Territorics... -455 A ~213
I. Credits assumed availeble from Internn~ / A
tional Bonk or other sourceSese....c... 4920
J. Uncovercd Defledt..eveeuiiennnnrennnnnnss 7,302

a/ Estinate of dollar cost of petroleun imports

Ej Imports agsumed to be covered by currencies of participating countries

c/ Partial estimate ,

4/ The Balance of Payments Comuittee of the Paris conference has assuied that
the terns of trade for the participating countries will shift during the peri-
od, 1943-1951. It has boen assunmed that, as compared with the price levelz of
Jaly 1, 1947, prices of .Buropean imports will be reduced by 7% percent in
1943, by 10 percent in 1950, and by 124 percent in 1951 whilec the priccs of
Furopean axporis will not fall.
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BELANCE OF PAYMENTS SUMMsRY FOR THE SIXTEEN
PARTICLIPATING COUNTRIES »dD WESTERN GERMANY
{Continued)

(In millions oi dollars)

Total - 1948-1951

Other COther nou-

1SA. Emerice Porticipating hrewas
Imperts of Commodities Covercd bty Paris
Tochuical Cowrittees
Food, feecingy stufi's and lertilizer.. 5,910 7,807 9,724
Goael and other solid fuelse..ocevaen.. 666 —_— 1.515
Petroleul proCuCtS..evsvssvessanveess 2,137 a/ b/
lron and Steel productSCQ..oocautotoo 1’292 —— 1&6

351

e e
L A R N I N N A R O I I A N NI AT
I'ucer

Auuipments
Agriculturel machinery....ceeeeivsess 1,182 ———— n.8s,
Mining machinery.cee et nevrreeeses 220 —— f
Blectrical equipment..cvveeenneeene 500 _— n
Patroleun equiptenteiceisrivnarinsanas 555 —— H
Steel plantS.vecicessacsranesroncrnns FASY] — n
Inland transport equipment........... 420 o n
Timber equUipment..cecsversavevsorones 3& —_— i
Cther lmports
Bachinery, 0.@.Seeeeeesevesvsscnseses 1,140 n.3.
Unspacificdesecivenrrncnrssennneneess ©,080 5,619 9,383

~14,,007
£1,080
A7,626

~22,198
AL, 768
£22,057
2

TOt&l Imports......-...-ooo...-...-.-...*2l,025
AGinstment  for terms of trade d@/.......
EXPOFtS.-...-.-o.-..--o--o-oo-etuo---cc.

Nt Position on Invisible accitilee.oes. £2,0¢

nen

Bul. nce of Payments (0 A L A ¥ £ &), . -18,45% mh gl 3,050
L4 " .
dst Position of Dependent Territorivs...’ i ' ~882

Credits assunied av.ileble (rom Inter- N .
national Bank or other Sources......... £3,130
Uncovered Deficib,cceserevasansvororaons 16,505
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Estimste of dollar cost of petroleun imports

Tanorts assumed to be covered by currencics of participating countbrics

Purtisl estimate

Tus Lalence of Poyments Coumities of the Parls confercnce has assuied thet
Phe terms of trade for the participzting countries will shift during the
period, 1948-1951. 11 has been assumed that, as compursd with the vrice
levels of July 1, 1947, priccs of Furopesn imports will be reduced by 7 1/2
percent ln 1949, by 10 percent iun 1950, and by 12 1/2 percent in 1951 while
the prices of European exports wiii not fell,
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and their need for imperts. In srder to sustain an over-all increese in basic
power requirements, the program calls for a heavy increase in petroleum consump-
tion and a more mederate one in hydre—electric power generation. In the field o.
arriculture, the countries are expected to end up with dietary levels lower then
prewer, especially in meat and in fats and cils, with relatively greater oconcen-
tration than prewar in the production of btread grains (or less than at present)
and with grain imports almost as large 23 at presente

Belatea to the desired and expected erpansion of proluction is a heavy
program of capital development. During the period of four years the plan propvos
that $4 to $5 billions be spent on new steel mill: 33.5 billions for mining mach
ery and equlpment; well over $1 tillion for petroleum refinery eguipment and ele
tric plant expansion, totaling at least $5 billions. Apparsntly 33 to $4 billion
of agricultural wackinery are estimatcd to be resuired for domestic use, as well
as a large guantity of rolling stock of all types. Filnally, a2 hecvy shipbulldin,
program is now 1in progress which will involve capital expenditures of some %3
blllions during the period of the program. These figuree make no reference, of
course, to projected expenditures on housing and most other types of constructio
or industrial plant and equipment for such consurmer—goods industries as textiles
and the lesther industries. A very large preopertion of the capltzl eaquipment ie
expected to be produced in Burope snd, presumably, financed by the participating
countrics &nd thelr natlorals without any need for dollar exchenge. However, it
is indlcated that the four-year progran covers gross imports of equlpment for |
industries programmed specifically btv the Paris Comnmittees in the amount of abou!
$3.4 billions together with irports of other machirery %o the extent of $1.2
billions.

The third elcment in the Paris progrem is on estimate of the consoli-
dated balance of payments deficit of the sixteen participating countries and
Western Germany with the United States, the rest of the Western Hemlsphere, and

the Bastern Hemlsphere., The calculation of import regulrements and export

Federal Reserve Bank of STT&%QEE?



Digitized for FRASER

.
cxpretations is made on the aassumption thst produetlon expands and capitsal devel-
opment is undertaken in necordance with tha progran. Two important assumptions
condition that estimate., Mrst, it is z2ssumed that credits whieh the Furepean
netions will be able to build up with other countries cutside the Wostern Hemi-
sphere—notably in the Eest nnd Par Eagt—cern be anplied sgrinst deficlts in-
curred with the American continent. Secondly, it is assumed that whereas the
prices of Zurope's imports have risen sharply in the past two rears, they will
deeline ofter the yenr 1948, The nttached teble fully sum~arizes the results cf
these colculntions:

The eond results are now femiliar. The totnl aid asked amounts to $19.6
billions, The deficit, howaver, 1s on a sgharply decressing scale, Whereas the
sizteen participeting nations and Western Germany will run a totel deficit of
$8,3 billions, including a deficlt of $£6.0 biliions with the American Continent
in 1948, this deficit should decline to 3$3.4 billlons in 1951 by which time
Jurope's fevnrable balrnce e&f payments with the rest of the world will reduce its
overall deficit to $1.6 bi1llions. Thess are the best estimntes the participating
nntions could rench as to the extent to which Europe is currently unable to pey
1ts own way. Whether or not we accept this Buropesn estimabte, the order of zeg-
nitude of the aseletance we furnish to produce Furopeen recovery rust be based on
a simllar estinote of our rescurces to contribute not Just %o »slief but to re=l
rehobllitation.

€, The Claims on Furope's Economig Resources.

In advance of any attenpt to determnine how much 214 the United States
should give, cortnln comments ara in order. The estimates of production ard
consuription ~nd of their need for American aid drawn up by the 16 countries at
Parls were in nart determined {as pointed out above) by the specific ecomomic

objectives the governments hoped to achieve. The effert to nchleve these
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objsetives glve rise to competing claims on their countriss' economic resources.
One 1s to continue to dilscharge their existing military znd politieal obligntions
and perform the functions of govarnment, A szcond is to mziptaln certuin stand-
ur@s of living for their owr peoples, in terms not only of current consumers gooGs
but of housing,durablc goods and other forms of consumers capital as well, The
third is to achieve rapld economic~progress (increased production and productiv-
ity) throuszh thc creation and acguisition of capltal equipment.

As to the first elaim, there is one Broad objective about whicgihmorican
Judament can easily be made, BHvery decline in the political and cconomie powsT
of the vestern Europsan nations impose new burdens Sirectly upon us, The United
Stnotus has a clear and vital interest in the maintenance of independent centcrs
of power in Westarn Burope, To raluge the cost of European recovery in dollars
by limiting the economic resources abeorbel by militnry and politicsl purposes
woulZ cost this nation meny times whet it saved rot only in deollars but in terms
of seecurity as well.

As to the stunéard of living éet at Paris there is zlso no evlidence that
it is excessive either in temms of humanitarison interest eor political stobility.
If the Puris program should go througsh exzetly ns written, Buropeans would ezt
luss well in tarms of enlories and far less well in terms of varlety in 1951 than
they i in the prewar years., In zimost #1l countries ths per capits real lucomes
of the employed populztior would be lower., Comparison of planned Duropean con-
surption with that of the United States, whilch is perhaps the best basis for
hum=riterian Judgment, would show so great = differential that we can i1l afford
to muxs ths accusation of over-comfortsble living, All Burope hoped, however
vainly, for an improveman¥® in living st-ndords after the wsre, In many canses ite
gtentards =re ~lrendy cut for too finzly for politie«l tranquility,

No such straightforward conclusion ex=n be  rawn cbout the rate of

capitel formatlon proposed by the varlous Eurcpean nations, Censidering physical
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destruction, accumulated wartime depreciaticn and obsolescence, the loss of
fwreign assets, the change in the price of imports, znd the growth of population
since 1939, an inerease in production well aborve prewar levels is certzinly re-
quired to make Europe salf-sustaining at a reasonable stzndard of living. Europe
plainly needs mining machinery, rolling stock, and agricultuyral mechinery; Gemman
steel capacity that is lost must be more then replaced. However, it is by no
means c¢ertain that the European ceuntries can "digest™ the amount of new eapltal
goods that the plen proposes to produce and import,

This goes back to the guestion of capabilities, of what is physkeally
possible, OSuch massive economic innovations as the expansion proposed in steel
oapaclty outside of Germany, the drastic shift from coal to petroleum as 2 hasice
source of energy and the sweeplng meachanization of agriculture cannot without
grave and unnecessary strain be ecmpressed inte so short a time, Moreover, 1t
1s not necessarily true that rapic mechanizstion and rehabllitstion are the only
way or the quickest way to ineresee production znd exports, One reason British
coal output is still well below prewnr is because the working forece in the mines
is much smaller. Mechanization and rehebilitation are probably the long run
solution but & slightly slower pace mey not/crggrggcovery. As to food production,
agricultural machinery may be urgently nesded to replace lost draft animals but
the correlation between the wholesal: mechanization of sgriculture and an lncrease
in the production of food on a limited acreage 1s not close,

A broader reason for sorutinizing carefully the European proposals 1s
that capital formation is Inherently inflationary, To re=ch their goals ir four
years, the Buropean nations propose, in effect, to englneer a postwar boom of
glgantie proportions, Heavy domestic expenditurcsg for eapital goods by govern~
ments and private enterprises would, even in more settled conditions, produce full
employment, high money incomes, and money demand for c¢onsumers goods, It moeans

the diversion of workers from the production of goods for immediate consumption
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or for-expori=#tosthe making of goods that will not have any effect on output for
several years., Thus, amlesewcenital formation is financed out of real savings,
thet 1s out of real abstention by people from the. purchase of food, clothing, ete.
1% means the injection into the spendirg streem of money that is not matehsd by a
éomparable supply of consumer goods.

Befors the war, few Buropean countries could afferd to invest more than
10 to 15 percent of their national incames; the aim of scme postﬁur European plarn.
has been to step up this rate to 20 percont or over, To the degree, of ccurse,
that the United States provides capital equipment to Europe, it transfers the
strain from thelr economies to cur own. Where it ¢an be shown, a8 ic many cases
it can, that such sguipment really increases the ability of European nations to
reise their production and their exports, the investment is worthwhile since it
ccntributes te ultimate European sclf--sufficiency, But u slower pace might well
turn out to be better from the standpoint of the European countries themselves.
If the boom could be less iatenae, if the neecded czpital development could be
spread out over o longer period, the atrain on the European economies would be

reduced,

D, Policies.

It 1s doubly essential that the European rations do not over reach
themselves 1f certair basic policlies, wisely emphasized in the Faris report, are
tc be cerried out. One such policy is that wssentizl industries get clesr prior-
ity ovsr nop-essential. A wiiversal difficulty in cbtaining spare ports, equip-
ment, materials, and labor mnakes the enforcement of such priorities enormously
more difficult.

) a rate of

Much more importent, however, is the effect of t~o kigh, lrovestment on

that policy to which all the nations in Parls agresd--namsly, fiseal and monstary

roform. The immediate purpose of such reform is to restore real internal purchas-

ing power to Buropean currencies. And this objectlve can be frustrated as
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effectively by over-rapid copltal formaticn, whether publie or private, as it ezn
by persistent budgetzry deficlits. In carrying out their stated purpose to combst
inflotion, the European governments must be conservative in detemining the rate
of thelr own capital development,

Therefore, the policy issues rzised by European capital development
plans are inscparsble from those that relate to fiscal =nd monetary policy in 2
more speclfic sense, The participating countries ' recegnize in thelr report that
internal fisezl reforms directed toward an early balaneing of government budgcts
are indispensable to monetary and exohange astability. The Committee stroungly
coenflirms thls eonelusicn,

So long 2s a government continues to sell I.0,U.’'s to central hanks
(a puper money printinrg process} to procure funds with which to finance 1ts mani~
fold requirements the instabillty of the nationt's finances will throttle the
spirit of enterprise and prevant the essentinl expansion of production. The great
ditficulties with which many countrics zre coufronted, must be recognrized as well
as the frnet thet an immediate balancing of budgsts may be imprnetlceable, It is
insisted, however, thet progross in thils dirsetion must be achleved in proportion
tc the expanslon of precductlon and resl national ineome. The degrse of progreas
attained must be & vitzl cornslderstion in passing on ecntinulng requests for aid,

Fiseal solveney tlsc bears dirsctly on ancther pclicy enunciated at
Porls—namely exchenge stobilization, Iaflation is bcund to lesd to the fall of
the real extornal velus of a nation's currency. Unlees continuous depreciation of
the offlcl:=1 rate of oxchnnge 1s contemplated theres will be 2 ecnsegquant sdverse
effect on wxperts and a great stimulus to Imports, It is =zlwnys 2 nilce cueestion
whothsr exehnnge stnbillzatior should pracedes or follow recovery. Loug expericrce
in marny ccuntriss, including Iurcps, after the last war hrs taught thet exchange
stubilizntion is ususlly the nrlor reguiremsnt. As in 1924 exchungs etabilization

twuld be regirded ar s foundatlon stone on which te rebuild shuttered eecnomic
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structures. It followe that the internal depreciatior of currencics must be
cnecked.

The Paris Committes nlso places emphasis on the romoval of trade re-
gstrictions. The redustion of tariffs everywhere, including the United Siates,
is uﬁdoubtedly a erying nead. But tariff roductions nre of little moment 1f
nations have to maintain complicated exchange controls with the outsido werld,
and in nddition have to porpetunte indefinitely interncl price ond other con-
trols. Without pessing julgmont on the werlts of seocializaticn or of central-
ized planning postwer oxperience proves that one of the greatest stimilants to
Buropean reeovery would te o condition of affairs wherc indlviduals and indivié-
unl busiress firme could irado freecly with ench othor. The irdividual plant
manager (in a public or private onterprise) usually has a far botter notion of
want particular mochine tool, for instance, is needed and can be afiorded to
Ilnerease production than an offleial, with the best will in the world, can
rossibly have., This docs not mean that all restrictions can be lifted ovor-
night. It does mean no mechanism has yet tecn dovised by man which is ns
effective in producling goods 1n the right quantitics as the market. But the

sine gua ron of the morket 1s monetary stability and the removal not only of

the slgns tut of the basle causcs of 1aflation.
E._ Emphosis ns to Areag.

One further aspoct of the work of the Parls Committec descrves
comment—nnomnely the need for -~id of indlvidvunl countrics and areas. The Paris
Committec was primerily concerred with drawing up 2 consolidnted Buropcan
balance sheot of total import nceds as sot ngrinst oxports and other income.
Hovever the Paris Committce submitted 2 toble showing the possidle individual
balance of payuments deficits of the sixtecon participating nations and Wostern
Gorminny with the Amcericnn Continent For 1948. This table showed the deficit

of the United Kingdom with the American Contincnt as $2.6 bllllons, that of
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Fronco ag 51,7 billioas and that of T.storn Germany ns $1.1 billions. Thesc
figurcs ¢o not refleet cuts made at Paris in the total progran bocausc of the
unavailability of suprlies or farther cuts thet noy be nade os the program is
rceonsidored. But they do indicoato relative megnitudes as between countrics and
polat up the foet that Britain, France, and Gernony botween then accounts for
about 70 percent of tho total aid propogad.

Ho useful yurposc weuld dbe scerved in eommenting on the nceds of thesc
countrics in dotnll. Of the three it would scen that the preblem of Fronco
nffers the leorst difficultics for the long tera.  Fronch impert requirsments
wera swelled in 1948 by tho fadluro of her errps lnast year but in normal rears
France is tolerably sclf-sufficiont in frod. Morsover French capital reeuire-
nents set originally to absord over 20 ncoresnt of the national inccrme are being
cet back in the interests of Ludgetary rceform. Such refornm is an all cssential
tc French rccovery.

Huch nore recoleitrent is the problen of the United Xiagden and of
Testern Gernany. Ooning on top of the loan of $3.75 billions which %khe United
States cxtended $o Britain in July 1948 the necd for further large scale ald——
~mounting to approximately 30 percent of the Paris progron for 1948—1s of the
utnost scriocusness. A solvent Britnin 1s a necessity to the Unitec Stntes
capccially as any future hope of freeing world trade deponcs on renching an
adjustnent betveen the dollor and sterling area. MNor should it over be
forgotton thot the fundanmontal »roblenm of Britain's balance of paynments ariscs
fron the loss of "iuvisible incomeM—shipping and roturn on oversens invostnents—
whioh aocurrod in the critical opening mhase of the war before United States
participation.

Due to this loss the futurc nf Britrin depends very largely on the
expansion of cxports well above prewaf levels. Mensurcd in physical

torns, which is the best nensurcneat in viow of changes in prices, 3Britain in
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1946 was importing only &9 percent of her prewar rats and exporting at 99 percent,
In 1948 British imports wlll still be below prewar levels whereaz the target for
exports 1s well above 1938, Thus thero has beon over-all progress, But it is
not the over-all flgures that are of primary lmportance. The Britiﬁh industrial
disaster of 1947 which sct back the entire export program by months was due to
fallure to got coal production up to prewar levels. This in turn was dus not
oonly to obsolescence of machinery but primarily to a drop in the number of
miners. If Briteln could oxport 30 million tons of coal, todny, as she did in
the prewar years, the whole faco of FBurope would be changed. It is 2 sign of
hope that to an increasing degrce the British government and British opinilon are
renlizing the necessity of cutting down on non-essential industries and concen-
trating on tho esscntials. Even so there is no blinking the fact the restoration
of British external balance will be arduous. 4s in no other country Britain
presents and will increaslngly proscent the problem of translating carnings in
Rsoft moncy¥ arens into "hard® money. The United States can furnish some of the
tools, but Britain alonc can finish the job.

| In the opinion of the Committee, however, it is the policics pursucd
in Germany by our own Government which are of all-importande to thc success of
any ald program. If more British coal is essentinl, so is more German coal.
If an nttack on inflation is neccded in othor countrics, it is ton times morec
necded 1n tho area where tho United States has direct goverrmental roqunsibility
and which operates today virtunlly without any money system ot 211, It sccms
probablo that, in vicw of the nccessity for increasing German production,
relatively too littlc dollar ald has been assigned to the Bizone areo. But if
thie aid is to be cffective thore must be a radlenl reform of policies which
the United Stntes has been sponsoring, Otherwisc we may soc’recovery in other
arcas in Buropo and the United States burdened with o nevep-ending Germean

d.efiCit »
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We muet begin with whet ve hove in the West. This oren hiis long been
of criticel importance to Europe. The manufocturing establishricats consuned
vast quontities of raw materinls from surrounding countries as well ns from over—
sens, ond these supolies were pald for with o wide range of fabricated exports.
0f particular importance were the capital goods which were exported to adjacent
countries, thereby giving them the means with which to inerecse their productive
efficiency and to cxpnnd stondards of living. It crnnot be too strongly empho-
sized thot the producing and purchasing power of Gormany, and, through Germeny,
the producing and purchasing power of 21l Central Europe, is indispensable to
the recovery of Westorn Europe. In view of the grent incrense in population
of Western Germany duc to expulsion of Gormans from the Zast, the level of
production (in August, 51 percent of the 1936 leovel) is catastrophically lov.

It is the view of thc Committec that ~ quick recovory of the Bizonnl nren, ond
in particular of the Ruhr is of poramount immortance to Furopoan rccovery.

This bricef reforcnec to the specinl problems of France, England, nnd
Germany leads logically to the mention of ons further polley, clearly set forth
~t Paris, that must be adhored to if the progress of Buropean rocovery is not %o
be haltcd by stagnntion in porticulsr areas. That is thoe pollcy of grantiag
eppropriate prioritics to nrens of major importancc. The policy proposed is
merely that of refusing to zllow scctional compotition to interfore with the
most effective use of resources. In.this connoction it cannot be stated too
cmphntically thot theore ie ro Intention to sugeest that Germnny should be built
up at the exponse of other industricl nations of ‘estcrn Europe, However, whoroe
the granting of priority to osay of the participating countries over Vestcrn
Germany con be shown to have an ndverse cffect on preduction then the priority
shotld be denied. This is cbviously o delieate problem. 7For instance, it has
becn stnted that the retention within Germeny of more Ruhr conl would reduce

steel production in the neighborins particip~iing countrics nbeud as much as it
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would incroase German steol production. Plnainly, if these facts orc correct,
no such shift shoulld be medo. As betwoen stcel production in Germany nnd
equivrleont stecl production in France, the priority should go to the latter.
Hovevar, if the retention of additional Ruhr cocl in Western Germany could be
directcd to ~ rovivnl of the German englincering industry so thnt spare parts
~n. replrcoments for Gernnm built cquipment in the surrounding countries could
aznin be made available, there would be n strong casc for such o chonge in
alloentions. These nre merealy illustrntions, ~nd nrc not intended to convey any
Judgnent obout so technienl ond complex o nattor ns Gernan conl allocatioas.
They arce intended only to drive home tho point thnat whore mecting certnln nceds
of n particulsr country would seriously rotnard goncrsl recovery, the iaterests
ef the country mist give way. For the nost part priorities which arc important
to the revival of Eurcpe nre prioritices for porticulnr industrios or for tho
production of particular cnd products. Xven where these conflict with the
concern of a governncnt for a particular area, they must not Le disregardod.

-

Be  Sunpary of Zsmentinl Recovery Con?itlinna,

In the present disorgeonized stats of Burepe it 1s neccssary to gunrd
agninst both over-optimism and over-pessimism ns to ultimnte resnlts. Due to
undcrstondnble ~nd lrudeble motives the Paris committes may have in some rospects
arred on the former side. .The opposite dnnger, howevor, is that of giving
insufficicnt recognition to the 4yannmic nnd cumulative chrracter of n recovory,
if it coan once get well underwny. It 1s the intricatce interdependence of the
parts of o complex industrial economy thnt makes the Euronesnn recovery protlem
so aifficult. It somotimes apponrs ng if thore werc ne onc place whore proguc—
tion ecan be incrensed until it has been previously incronscd somewhere clsc.
But, by the snme token, n rccovery in baslie industries will mnke possible a
romarkably quick reocovery clscwherae, The coxpoaricnce of thae years immediately
following tho first world wor provides telling cridence in support of this
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conclusion, Westcrn Burope wrns restored to cconomic hiealth with gront rapldity
as soon as moretary disorders were brought under control.

It is the judgment of this Committec that Buropean recovery can be
rapid provided that tho eszential conditions, determining cffcetive aid ~re mot.
Ir ssmmary thesz arce:

(1) The centrel cbicctive must always be to make Furope not independont
of the rest of the werld but self-susinining with relatien to the rest of the
WOTL .

(2) Ancricon a1d should be on a decransing scale. A permancnt under—
writing of Europecan deficits by the United Statcs Govermment cannot be contem—
plated. It is clear thnt as the aid progran tapcers off it will be imperative
for the naturcl ferces of private finoncirg to resume their rormal function to
rcstore the long strnding relationships between Eurcpenn and United Stotes
enterprises,

(2) I% shorld be rerlized that the conditicns which the world confronts
todny are the veory reverge of thosc obdnining in the thirtics -nd call for very
different policios, The porticipating countrios, and rost of the rest of the
world are in the grip of mnjor inflatien. Evcry ndded ccononic burden, rriscs
the pressurc. The Cermmittec has scen ne cvilence that the particlpnting countries
are secking too high o stnndard of livingz. Kowever, 1% mmet bo enphaslzed that
the attempt to accomplish too much capital formntion, public or privnte, too soon
could defeat tho purpose of the program.

(2) Thile Furope indubiiably necds a large injection of woriring cnpital
in the form of dollars the conslisteat aim should be not only 4o actcma’ish re—
covery but to create the kind of nntional rnd internationnl fromcwork wiercin
such recovery can be sustalned by the work and effort of individvals. Monctary
and exchange stsbilization, allowinz for the gradunl relnxction of hampering

controls, arc egscrtinls to this ond.
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(5) If the above conditions can be fulfilled, the United States should
contributc gencrously but wlscly to the progran sct forth at Paris., Tho actunl
mognitude of the contribution must depend on a more detailed analysis of
Eurcpels specific needs and tho United States! spocific copacities which will

be presented in the following section of this report,
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IV, REJQUIRELENTS FOR AMND AVAILARILITIES OF SPECIFIC GOODS

£ The Significance of the Annlyslsa.

The datn which serve os ¢ bose for an antlysie of European reguire-
nents arc thase developed by the participating ¢ourtries at the Paris Confeoronce.
Such dofocts as oxist in the plan produced at Paris result rather from the nature
~nd nnguitude of the Buropean recovery problem, then from fault of the nations!
Paris reoprcscntntives. Thoso defacts navertholess make it necessary to attach
o nurher of qualificatione to rny judgments of a plan for Eurnpenn roeovery.

Regtaring and maintaining Burope~n equilibrium requires not only the
recovery of production in the particimating countries bub nlso eccrnomic recovery
in othor arcas—the Tar Enst, for cxapple. It is ultiantely depondent on the
achicvenent of ~ stable rattern of worli production and world trado. The pro-
gron Acveloped at Paris, therefors, plainly eannst be and dozs not purnert to
be a definite answer tc the problerm ol attaining Zuropenn equilibriun.

Tae Poris progran, of which the validity and the oxecution are con—
sidered in this rcport, is essentinlly a scrics of costinmetes of cconemic proba-
bilitiecs irn varicus fielde, DPoth in Burone ond colgewhere, which in turn have
served os the basis for flxing cortain econcnie targets, judgsd to be reasonable
and atiainable, at which the program ig nimed. Helther tho Paris preogren zer any
coimentary on it shoulld he regarded as a detailed blueprint in which the ultinate
success of full Europenn rocovery by 1952 1s in any wey cuarantood.

Tho gomplex inter-relotinonships of the various parts of the Europaan
progran and of the sevoral participating cocuntries, acecssnrily acan that the
specific goals of sveh a plan should be subjected to pericdic re—npnraisal,
Sccking to dbring together the anbitions nroduction aims of tho several countries

~nd their imort requirements from the reet of the world to produce a detalled

balance~sgheet for such a perind as 1948-51 weull be a whelly specious onterprise.
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As o single ex@nple, the progrossive increases in econonic activity for which
the Paris program hopes, depend heovily on the importation of fosd. Without
it, the proocuctisn gorls sirply will not be wet. And yct the nawailicbility of
ford, even for a pericd lesg remnte than 1951, is iwpsszible to foresee. Set—
ting up « tinme-table for Buropean recovery which would te both specific and
would slsc cover an extended pericd would be an adventure in prophecy rather
then o task of econonic planning., It st therefore be realized that the
economic judgments which nre presented in the following sections wlll inevitebly
have to be nodified in size and nlvered as to tining in the light of changing
conditions &uring.tho period of Buropenn rccovery.

B. The Hature c¢f the Anslysis.,

A full examinstinn »f the Paris progroe in relation to reruirenents
for Arerican aid weuld call, as the first step, for an effert to appraise and
to judge the velidity of the levels of consumption nnd production which are
proposed in the Paris report, znd of the besic objectives which underlie them.
It has not been possicle to do a thorsugh job of apprailsing European cnapabil-
itieg. There are consideratle differences of ounlity nnd completeness in the
evidence available in the eeveral fields, znd thess diffcrences have inevitahly
affencted the nature of the results. Thus, in the z2snses of coel nnd »f focd,
the ouantity and ouality of the available ratericl have pade possible jude-
net:ts which eman be put forward with somc degree of confidence, In other cases,
such ns mest of the manufactured foods and clectric power, the oualifications
attaching to the analygis are very ruch greater. The following sectisnsg, in
which the indlividual cormodities and commodity groups are consliiered, are as
thorough as the aveilable statistics and time permitted, but thelr necessarily

uneven quality nust be bosrne in mind., Revisien of the Buropean re~uests has
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in soric enses been upward, ~né in some coscs downwrrd; in erch instence un the
bosis of the niest earcful canlysis thet wes mossible,

- 1

Tho seeond stogce in such sn snnlyels should be an exrminesticn of the
inter-rolationships ond consisteney of the verious production _orls, Here
such problens rs the clequocy of cosl production to sustrin the proposed lovel
of econonic activity, the relntion of fer¥ilizer protuction and use to negricul-
turrl prnduﬁtion, the impect oa mrchinery ond « quipnent output of revissd goals
for stzel production, and nnny others nust be consldered, It ans bcen possille
~t this tine to cxpress only the roughest sort of Jjudgicnts on the consistency
nf the inter-rclrted gonls of the Zuropern recovery offart,

The third strge, that of exenining Acericon and world supply sveile
cevllisies, has been, by renson of iiere conploto st?tisticé ~nd the enoperstion
of demestic industry, o somewhat epsior %tas't; the appreisesl which is hore pre-
sented, ~nd the indications of the linltations which rvall-bilitics will impose
on the levels of oxport arc nore dependedle than other parts of the snalysis,

These estlnntes of Buropern not import reguircweats ond of world
rvilebilitics hove formed the Ursis f2+ an over—r1l mypreiscl of tae Porls
Confercnce proposrls, r~ud has rosulted in julgronte suggesting nodifications
both r& to size pnd as to tllng, of the Zuropesn prograrn -nd of the plens of

the seversl countrics,
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C. Food and A.riculture

The Cormmittee finds it necessary to treat the foed supply preblem in two
distinct staceat {1) the critical 1947~48 period during which supplies 1n the
Northern Hemigphere must come fron erops already harvested, and (2) the longer—range
1948-51 pericd during which pollcies may be earried out to increase the production
and avallabllity of essentir] foode not only in the participating countries and
Western Germany but elsewhere throughout the world.

The imnedinte gituation., In its interim report the Committee recognized

the extremely critical food situation which faces Burope during the current year.
The fector responsible for intensifieation of the fnod eorisis in Purcpe this year ie
waather, An extremely severe winter killed en unusually large percentage of the
winter whent eron. This was followed by a summer drought which greatly redueced
ylolds of epring planted ecroms. In consequence bhread grain production 1n the par-
ticinating countries is five or six million tonal/ bélow last year and mecre than ten
millicn tons below prewar, Production of coarse gralng, potatoes and nilk 1s also
below last yeor's level.

Unless importa are incressed above last year, economic recovery 1in severel
countries will bhe seriously rotarded and rations of nonferm cnnsumers will not be
sufficient for heavy work, ©OSome urban groups in these countries will be at or belew
the 2,000 calorie level., Such a level neang low energy and productivity and is con-
ducive to political unregt, The affects of such & dlet continued month after weary
aonth men seareely be comprohéended by those of us who are consuming or exceedlng the
averag e United States dlet of 3,250 caloriee per day,

‘The eurrent emergency denands the fullest posseible utilization of food ro-
sourccs in Europe, in the United States and in the other food exporting countries
of the world. In Burope, food collections from farng rmst be pushed to the limilt,
Price andé other policies sghould be adjusted as rapidly as possible to curtail grain

feeding of hogs and poultry and provide additional grain for human use. It 1s

l/In this discussion guantities are ziven in long tons of 2,240 pounds or metric
tone of 2,204.6 pounds. The difference hetween these units is noegligivle particu-~
larly when desling with rounded estimntos,
ARND7
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impractical to expect that more than a part of the drop in fond nroduction can be
affset by reduced livestock feeding, since hog and poultry numbers in several
countries arce already 30 toc 50 perecent below nrewer, In addition, the extreme
shortages of consumers' goods and the general distrust of the surrency in some
countries continue tc discourage seles by farmers, However, the Committee feels
that part of the inpact »f the current food shortage cen and mast be directed upon
the liveetoek populaticn in order that nonfarm consuners way have food enough for
productive work,

Exporteble supplies of food in countriss ¢ther than the United States may
be ne rmuch as five million tons larger this year then last., However, it seems prob-
eble thet half of this incroage will go t¢ cther countries, loaving only two to
three millicn tons of the increass physically available to the CEEC countries and
Western Gernany, Even this amount ceannot actuslly be imported unless means of fie
nancing the movement are found, In recent menths several countries have been forced
tc rejeet part of their allocatinns of Cuban suger due to lack cf dcllar exchange,
The dollar crisis now facing France and Italy threatons to curtail their imports of
¢ven the most basic foodstuffe——grain—unless iomediate steps are taken tc break the
exchange bottloneck,

The Committee feels that the urgency of the current food erisis in FEurope
cennot be overemphasized. For a tise it may prove to be doubly advantageocus for
the United States to asslst the participating countries to purchase fcod in arces
outside this country, to avold adding to inflationary pressures that are pushing
prices upward here and to enable the needy countrics to buy in the lowest priced
markets, Fallure to meet urgent focd needs now fron any source where food is avell-
able on reaso>nable terme will certalnly delay and possibly'prvvéﬁt'even gpproxinate
realizaticn ¢f the longer term goals of eecncnle reeovery in Burcpe.

The present cnergency alsc impnses a heavy responsibility upon the United

States to maximize experts from domestic suppliecs of grains and other foods. To
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thet end the President has called for Nation-wide congerveticn and has created the
Citizgens Fcod Ccnmittee to conduct an extensive campaign among all users of grain
and grain products tc conserve grain and provide incremased amounts for shipnent
sverseas, We urge wholehearted support for this voluntary conservation prrgram—
the epirlt as well ag the letter. At the saorme time, the Conmittee bellieves that
Jongress should be asked tc restore to the executive agencics ths euthority to teke
sertaln addltlonsl neasures if they are found to “e necessary to back up the volun-
iary program. The responsible adninistrative agencies should recommend to the Presi-
dent and Congregs the reatareticn of those limited pcwers which they conclude are
neecessary if the progran is to be carried cut with minimum adverse effects upon the
donestic sconomy. The food distribution regulations applied by the Secretary of
Agriculture from tine in time tc processors and distributors of a few cf the most
I:mortant agricultural conandities 1llustrate the neature of the mensures the Cormit-
tee has in mind for which legislative autherity no longer exists but which may bhe-
come necegsery to prevent waste and agsure that essentlal needs are fully met.
During recent wecks the Departuernt of Agriculture has procured substantial
mantities of grain for export. There 1s reason to belisve that the current price
iifferentlal between wheat and corn, coupled with the voluntary efforts »f farmers
t0 limit wheat feedlng, will reduce the quantity of wheat fed to livestock consld-
3rably below ear;ier estimntes, Although thsre 1s no reason for corplacency, the
Jommlttec feels that real vprogress has been made end that substentlally larger
mentities of graln wlll be acquired for expnrt than had bezn considered feasible
orior to the issunnce ¢f the Cemnittee's intorin reporty. Whether a quantity equal
to last year's total can safely and wlsely be exported will depend on winter wheat
crop prosgpacts next spring. If tho outlank is for below average yields, 1t may be
dvisable, as suggested in the Committcels interim report, to hold back scae wheat

tn eover vital requirements In the next crop year. This possibility underlines the

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve RexB3NER? ouis



-E4-
necessity for rigldly screening United Stetes food exports to all eareas in accord-
ance with the princlples of greatest need and maxirum contribution teo world eccnomic
reocavery,

Although thls Conmittee hag glven greatest erphasgis to graing, it is high-
ly important that nther products which are reascnabls 1n cost and in relatively
adequatc supply be included in the export program., Where comncdities of higher cost
are nccwmlated as a regult of price support sctivitles, it would be eppropriate to
subsidize their export on a basgis nore nearly competitive wlth grain in terms »f
enst per calories.

Finally, the Conmittee 1s informed that exports of nitrogen fertilizer
from the United Stntes have been lagging badly and that there is considerable den-—
ger that the quantities allcented to Europe will not be exported in tine for appll-
cétion tc 1948 crops. The Committee urges that overy offcrt be made to speed up
shiprents of nitrogen fertilizer with o view to experting the full I.E.F,C, alloca-
ticn fron coamercial channels by the end nf Februsry. It may not be feasible at
this late date to lncremse commorclial expoarts above the presont allocaticn but we
urge that this pcssibility be serlously considered by the fortilizer industry and by
the adninistrative agencies concerned with the export progran,

The 1948-51 Situation. Before the wnr most of the participating countries

and Western Germany were henvily devendent upon imported food and feed. Many of
these were (and are) highly urbenized end industrialized. Only o fourth of the
trtal pepulation of this group of countries lived on farns, and in the United King-
dom 1ittle nnre than 5 percont. Over o third of tntal calnries consuned were besed
on imports, including shinments fron ceolonial aress, During 1934-38, yearly imports
averaged abcut 25 nillien tons of grain.gf 3.2 nmillion tons of fats and cils, 3.7

2illicn of sugar, 1.7 nillisn of neat a2nd considerabie quantities of other foods.

ngncluding net grain novenents from Esstern to Western Gerneny.
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of the 25 million tons of imported grain, abcut 11 million were

used for livestock feeds In addition, 5 million tons of imported oilcake,
including the oilcake equivalent of imported oilseeds, wer= so used. These
imports of coarse grains and oilcake made up more than a third of total
supplies of concentrate feeds in &he participating countries and Western
Germany, and a highly developed livestock industry was based upon them.
The war seriously disrupted food production not only in Europe
but in many of the exporting areas which had formerly supplied Europe. 4s
a consequence both of war and drought, foed production in some of the
participating countries in 1945-46 was a third lower than before the war.
At the same time imports of most foods other than bread grains were vory
substantially below prewar., Both production and imperts of most foods
increased during 1946~47 but recovery was severely setback in 1947-48 by

the puocession of winter-kill and drought already noted.

The general objective reflected in the CEEC report is to return
as rapidly as possible to approximately the prewar agricu]__tural pattern.
Significant changes are contemplated in individual countries, but this
generalization applies broadly to the participating countries as a group,

The food production plans of the participating countries and
liestern Germany are summarized in the following teobles

Production of DBasie Foodstuffs in the Farticipating Countries
and Western Germany

{(killion metric tons)

Iten L3S T 0u6-47 | 194748 | 1948-49 | 1949=50 | 1950-51
-_-E’h.eat and rye...oo- H 34.0 H 28.3 H 21.4 : 30-2 4 32‘7 H 32&00
All ce:'ealq ._..n..: 64.5 : 55.6 H 48.9 - 60.3 H 63.4 : 65.8
0ils and fats }_/ el 2,8 2,8 2% 2.5 2:F ¢ 2.9 .
Su[;?.r ota.aaoo.oonvz 304 : 3.3 : 314 : 3.6 : 3.‘? : 3!9
mat YR IR 9.9 H 509 : boo : 605 H 7;2 : 8.1
Hlk Y YIS I Y 7105 : 5507 H 57.' : 61.9 : 65.9 : 7304
1/ Including butter, Source: Committee of European Economic Ceo—operation,
- VOl. 2
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This producticn progrein rmst be viewed sgpinst the background of an 11
percent increase in population from 1934-38 to 1950-51. Since total production is
esfimated at about vrewar levels, per caplta producticn in 1950-51 1s implicitly
assuricd to be sorme 10 percent below prewar—probably 20 percent ir Western Gernany
and about 5 perecent in the other esuntries taken as e group.

Fet import requirements as stated in the sumnary report on Food and Agri-
culture are nect simply totals of the flgures gubnitted by individual countries. In
the case of seversl basic fordstuffs those tntals obvisusly exeeeded suppliss which
wefa likely to becone avallnble. Consequently, the group tstals were sealed down—
grain 1imports in particular from about 30 naillisn down ts 25 nillicn tons. Esti-
nztes of ollecake requlrements were reduced 1.5 r1illiisn tons in esch yesr, and saal-
lar reductions were ade for cther comicdities during all or part of the 1948-51
perled.

The CEEC report makes no statenent as to the galorie levels implied in the
production and impert prograns. In general, the figures subnitted by individunl
countrles would point to calerie levals egual to or abave prewor. However, the
scaled-down estinates of import availabillities, coupled with the estinstos of
indigenaus praduction, irmly elther o lower averege calarie inteke than hefore the
;ar or an increase in calories from cerecnls to offset decreases in ctker foonds, If
livestcock were made the residunl claiment on grain sand if relatively hicsh flour ex—
tracticon ratzs were malntained, ecalorie levels in 1950-51 could equal the prewar
average in most countries. However, the comprsition ¢of the sverage diet in mest
countries would bs inferinr to the prewar lasvel, with perhaps the sharpest reduction
In meat.

The livestock progran of t%he CEEC report is shown in the following table:
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Livegtcck Numbers in the Participating Countries
ard Western Garoany

(Millirns)

.-1934-38 ¢ __ : : : 3
Iten Hgverage : 1746~47 | 1947-¢8 | 1948-49 | 1949-50 , 1950-51
Cattlel/, ¢ 75,0 74,9 74.8 76.6 78.4 80,4
Hogs s 41.1 26,1 25,7 28,2 32,3 37.1
Sheep : 106.3 100.6 97.5 103.5 106.9 109.5
Horses s 13.4 12.4 12.4 12.2 12.1 11,9
: 538.1 432,9 459.4 508, 1 571, 2 611.5

Poultry

l/Including nilk cows. Sourced Conmittee of European Eeonouic Cocperati~m,
Vol. 2. (Appendix C of report on Fond and Agriculture).

By 1950-51 the total emount of feed grains and nilcake required to sup—
port this program would be fully as jreat as actual utilization before the war,
Very roughly, the planned increase in cattle and poultry nuobers im gountries cther
than Western Germany night require five nillicn tons nmore grain and oilcake than
before the war if prowar rates cof feed consurption per aninel unit were restored,
On the cther hand, the indiecated numbars of eat*le, hogs and poultry in Western
Germany as of 1950-5l—-about 10, 30, and 40 poercent respectively below prewar—
would require perhaps 3 million tons less <rain than prewsar,

The liveatock progren has alresdy suffered o temporary sethback as a re—
suli of severe drousght during tho summer and early fall. The CEEC has issued an
addendunm te the origlnal report which recognizes this condition., In resmonse to
the intensified zrain shortasc several of tle particlpating countries ere nlanning
inereased acreages of bread grains for 1948, snd livestnck nunberg arc being re~
duced by the pressure of limited grain and forage supplics, For the imradlate fu-
ture this reductinn is helpful rather than otherwise, as 1t tends to roleese sraln
for fond use.

In view of the present vritical shortage ¢f grain throuch~ut the world,
the Conmittee feels that rmch grenter euphasis st be given during the next two

yoars to grains for hunan gonsumption then is implied in the orlginal CELC figures
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in order to insure food supplies and rebuild reserves to a safer level.
Aftor this has beon accomplished the expansien ef livestock can be safely
underteken as increased feed grein supplies beccme avallable from indigenous
production er from ether countries. The Committee is not prepared to say
that the livestock productien estimetes camnet be achieved hy 1950~1951.
Howover, it feels that very favorable circumstances will be needed for
their achlevement by that time.

On the hasis ef preliminary analysis, the Cemmittee feels that
even the scaled-down estimates of import requirements for grain - 25 million
tons a year -~ will be very difficult to meet, The CEEC hopes to obtain 9
to 10 million tons eof grain a year frem the United States, Durlng 1946-47,
with total Unlted States grain experts, the largest in history, eof roughly
15 million tens, the partiocipating countries and Western Germany got seme-
thing likec 9 millicn toms, If weather during the next three years 1s about
arerage fer beth wheat and corn, the United States might be atrle tec export
1¢ million tons of grein (nbout 370 millien bushels wheat equivalent) to
all deatinations but the entire quantity weuld not be avallahle tr Europo,
The CEEC solse expeots B te 10 milllon tona ef grailn yearly from other Americen
countries, mainly Argentina and Cenadn. This ameunt 18 probtably within their
oapacity to supply. Most ef the balance is expected to come from "the anti-
cipated reappearnnce ef traditlenal exportable surpluses in the U.S5.S.R.
and Eastern Europe.”

The corroctness of this last assumétion is a vital element in the
recevery progrem autlined by the participating countrles and Western Germony.
Befere the wnr the flcw ef grain frem Eastern to Western Eurepo, lnoluding
movements frrm Eastern to Western Germeny, averaged rcughly five million tcns
o years Thie Committee belleves that grain shiprents from Enstern Burope

during the next three er four years will incremse frcm current lew levols but
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will not reach the prewar rate within the period of the Marshell Plan., On
balance, the cutlock 1s that grain ioporte from all sources will be below even
the scaled-down import estimates, Certainly the United States cannot be de-
pended on to export 9 or 10 nillion tons of grain anmually to the CEEC countries.

As a possibls offset, it nay be that European crop ylields for the
latcr years aroe estimated too conservatively., If the increased applications
of fertilizer colled for in the production plan are realized, they should lend
by 1950~51 1o a si.nificant increase in grain production over prewar end to
sinllar improvements in cthor crops and forege. This assumes, of course, that
by 1950-51 other factors affecting nroduction, ineluding the morrle of the
farm nopulation, will be as favorable as before the war., This condition should
be lergely realized 1f the cverall recovery program ls successful,

Ths recovery nrogran in Burope also depends to a very large extent upcn
the resumption of prewar exports nf foods other than grains from established pro-

Aueing areas, In the case of fats and 0ils an energetic recovery program, such as

was conducted so successfully in the Philjunines, should produce sinilar results in
certaln other areas. Recovery in severnl areas is hampered by lack of lncentive
gonds. In the Netherlands Indies end Manchuria, it 1ls further cooplicated by po-
litical factors. The rshabilitation of traditional sources 5f fets and oils offers
onc of the quickest and most importrnt mothods of increasing food supplies availabl:
to Burape, If dollars ars needed te implement recovery in the supplying areas it
must be remembered that such dollars may be even nors productive on a continuing
basis than the same amount spent for food shipments from the United States,

It should be noted that increased population and increased incomes in
some of the former supnlylng areas have meterially increased their domestic con—
sumpt;on. In order to vrovide prewar supnliss for Burope it will be necessary to
lncrease produetlon in some of these aress conslderabtly above prewar and also to
develop new supplies in other areas which have some underutilized land rescurces.

Europe 1s not a large consuner of rice. Hevertheless, the recovery of
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rise production in the experting ocsuntries ef Seutheast Asin will meke an ex-
tromely impertont ocentributien te Burcpean food noeds, Betrore the war, Burma,
French Inde~China and S8iom experted an avorage ef 5.7 millien tons of milled
rioo yearly. During 1947, experts from thoae ceuntries arc expocted to total
less then 1,5 millien tens, The risc doficit areas of the Far East heve in eon-
sequence made large demands upen world suppliss of wheat ond coarse grains. If
rice osuld Bo mado available to the deficit arcas in prewar amcunts, experts of
whenot and cearse grains to the Far Eost nmight be redused frem 1946-47 levels by
two er three million tons, with ccrrosponding inereeses in supplies available

to Eurcpe,

Although rice noreage and preductien in Purma end Siam are inoreasing,
unsottled palitieal cenditiens in Freneh Inde—-China are expected te cnuse a fur-
ther derline in preduotion belew last yoer, The need fer a prlitioal settlement
in Frzneh Indo-China, and for preductien and trade gosds in oll three countries
1s on the same footing as the need for roecevery in the major surplus areas for
fots and oils, The Committee reccmmends that the Government de everything in
its power to stinulate this recevery proecoss, Part of the responsibllity for
effocting pcllitical settlements ir French Indo~Chine end the Netherlands Indies
rests with twe ef thc participating countries and this question 1s certainly
germane to the ~ver-all reoevery program for these eceuntries,

Bofore the war, sugar preduction in the Philippines, Formesa, and Java
averaged 3.4 millien tons., Last year produstien in these areas totaled enly 6.1
million torns. Recevery is preceoeding in the Philippines and produstion may.gpn
proach prewar levels By 1951, However, little pregrezs is being made in Joavn
acd Formesa, If fipther analysis of werld grein aveilebilities points te very
substential shertfells telsw requiroments, it may wecome impertant for the por-
ticipating courtries and Western Germeny te inoreasc sugar ocensumptien at least
te prewnr per ocapite levels, In this situatien, recovery ef sugasr prodwcticn in
Jove would essumc almost the same urgency as recevory in fots and eils,

It hos Boen noted abave thot with weather equal #a the 1937-46 avorage,
United States grain exports to 2ll destin:stiens might averagc abrut 1€ million

tons & year during the poricd ef the Marshall Flen,
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Exnorts of foods other than grains could in general be maintained at or
near 1946-47 levels and could in some cazses be increased if necessery financlel and
distributive arrangements can be worked cut. Such commodities as dried fruits, dry
peag, dry beans, and nonfat dry milk solids cruld be nnde avallable in larger
quantities than last year.

The CEEC requirenents »f food and feed from the United States have not
been spolled out in detail except for the figure of 9 to 10 million tone of grain.
Since sorte United States grain will go to cther erers, 1t seems likely that our
grain exports to Furope will average significantly lower thar the CEEC estimate
over the 1947-0l1 perlod, even assuming a rapild recovery of rice production in the
Far Eagt. It is understocd that the CEEC estimntes of dollar cost also assune a
substentinlly larger quantity of meat from the United States than is likely tc te
evailable. This item was relztively smell in tonna.e but large in dollar velus.
Judging from over-all dollar figures, stated reduirements for other foods in the
ag:regate are well within our a2bility to supply.

The Committes wishes to preface its discussion of faortilizer and agricul-
tural mechinery by underlining » besic point whlch hng not been sufficiently erpha-
sized in the preceding pases. During 1946-47 the United Statss exported nesrly 15
million tons of grain. This figure exceeded totel jrein exports from ell other
countries combined. This year, with the largest wheat crop in osur history but
below-average producticn of e¢orn, we may be able to zpnronch this record agein,

In both of these years wsather has becn unusunlly favorable to wheat production,
especinlly in the Great Plains where twn-thirds of our whent is grown ~nd where
wheat yields are highly variatles fro& year to year,

Average wheathor -during . d948-51 would mean United States grain exports of
about 10 million rather then 15 nillion tons » year, However, thore is s strong

possibility that weather during one ~r more of the years immediately ahead will be
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unfavorable to wheat. During 1934-36 a2s a result of drought the United States was
on a net import basis not only for wheat but for corn ag well, With werld grain
gtocks now at exceedingly low levels, the effect of such a development would be
extremely seorious, Hence the greatest urgency attaches to the task of restoring
food production in Burope and in areas upon which Europe depended before the war.
The abtnormal dependence of focd deficit countries throughout the world upon experts
from the United States must be reduced as rapidly as possible,

One of the most important factors in accomplishing this would be increased
utilization of chemical fertilizerg in Europe. The level of fertilizer use prononsed
by the perticipating countrises in 1950-51 is abrut twice the wrewar average. There
is nc question but that this 1l a desirable gral and that such quantitice of fer-
tilizer can be effoctively used. The planned increesse in phosphates presents no
apparent problem, The potash goale require substontisl imports from Eastern Ger-
many but the quantities involved sg¢ of 1950-51 sheuld be within the capaclity of
that area to supply.

The most urgent problems exist with respect to nitrogen fertilizers.
During 1946-47 ascme nitrogen capacity in Burcpe was underutilized dus to lack of
coal, Informetlion received from the CEEC countriss at the end of Oetober indicatoes
that this situation has now been corrected in proetically all of the countries and
that little further increase in producticn can be chteained sclely through eupplying
additicnal coal, A number of plants were damaged or dismantled during the war. In
view of the importance of nitrogen to crap production, thesc facilities should be
rehabilitated without delay except where security considerations arce elearly in-
volved, Stecl and equipment for this purpese should e glven the highest priority.

Rovised figurcg reoelved froao the CEEC countriss in the past few days in~-
dicate substantisl net import requirements for nitrogen in 1947-48, 1948-4b, and

1949-50—440,000, 297,000 and 149,000 tons respectively. The steated requirement
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figure for 1947-48 is far im excess of prospsctive imperts, thowgh not in excess
of needs. AS a minimum program, the Committce recommends that the full 1947-48
cormercial allocation be shipped in time for application to 1948 creps. The Com-
mittee belleves that nitrogen experts in 1948—49 can and should be insrcased abote
this year's level. United States ritrogen output could be increased by fuller
utilization of synthetic ommonie eapacity owned by the Government, and by con-
struction of facilities required at thesa plants %o permit the production of
finished nitrogen fertilizer materials in 1ntegrat;d eperations. Sustalned pre-
duction from thesc facilitieé will be of benefit te United States farmers long
after the Marshall Plaﬁ peried.

Nitrogen experts from the United States can make a hlghly significant
contributlon to food production during the next two or three years. However, the
probable dollar value of these nitrogen axports 13 only about one percent of the
ogtimated value of United States exports of- food.

The participating ceuntries have outlined un ambltious pregram of farm
mechanization. Stéyed impert requirements for tracters and farm machinery from
the United States tetal roughly a billion dellzars for the four—yeé? period. This
is at least four times the f@cent annual rate of United States exﬁirts te these
countries., The production geals of the particlpating countries are squally
ambltious. Output of medium and 1light tractbrs, already more that double the
prewar aversge, ls schedulsd to be more than ten times the prewar figure by 1951.
This would cover the stgted domestic requiremeénts and leave almost half the pro-
duction for export. Preposed cutput of ell other farm equipment and parts in
1950-51 is more than three times the 1946-47 rate,

Farm mechanizatien can be bencficial in several ways, It pormits more
therourh p?eparation, and mor¥e timely planting,_gult;vatinn and harvestiig.-]t-came

pensates for labor shortages er releascs labor fer nenfarm employment, It would be
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difficult, however, to establish any precise quantitative relationship
hetween further mechanization and the resulting increase in food production.
Tre replacement of draft animals by tractors, of course, releases land for the
production of human focd, but a very rcugh calecuwlation indicates that if

the stated tractor requiremsnts were fully met, less than four percent of

the arable land would be so released.

Without questioning the ultimate desirability of farm mechandza-
tion, the Committes doubts, on the basis of available information, whether
it is feasible to acecomplish this degree of mechanization within the four-
year period., On the basis of estimates supplied by the principal United
States experters of agricultural machinery, it appears that the amount of
machinery which could actually be sold and paid for in lecal currcncies
in the CEEC countries in 1648 1s substantially less than the etated import
requirement, although the estimated demand is more than double the actual
rate of sales during 1647.

In summary, the amount of American produced equipment which these
countries could use to full advantage cver the next four years appears to
ke substantially less than their stated requirements but more than they
are now receiving from us, the problem is to balance this need against
tha domands of United States farmers which are also well in excess of the
produc tive eapaclty of the industry. The Committee sugessts that plans be
nade to furnish farm equipment a2nd parts at twice the recent anmial rate of
our exports to these countries. 1This would be only about & percent of our
total production. Given the probable inecrease in United States production and
the possible decline in exports to other areas, it would not prevent a smail

inerease in the quantitics available to domestie farmers. However, the Comdttee
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believes thet it would give the Eurcpean f'srmers a preferred position
for sbout uli thc imported new farm equipment they could use elfectively
in furthering their food produetion program. I it develops thaet
ecuipment in excess of these estlimates can be used effislently for
substantially increzsed food producticn, it would be economy to supply
il. An investipation and report by s coupotent U. 3. technical
misgion in full cooperation with agricultural experts in the CEEC
countrics would he helpful in this decision.

1t may ko even more important ror this country to assist and
encourage the expengion of rym machinery production in the participsting
countries, and especially production of repair paris for existing
machinery. OSpecific instances have been cailad to our attention where
outpul of Furcpeun Ilmplement plents has heen curtzilec for leck of snmall
quantities of special ste2el or pearlly fabricated parts from the United
States. The export of such materials would be & muen smalier drain on

our cconomy than the corrcsponding quantities of finished machinery.
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D. Iren =nd Steel and Steel-Plant Equipment

1. European Steel Production. In the last pre-war year the sixteen

participating nafions produced 20 million short tors of finished steel. Pro-
ductive capacity, as indicuted by output in the most active pre-war yenrs, ag-
gregated 28 millien tonsg. Western Germany preduced another 17 million tons.

This output wms sufficient to supply thelr steel-consuming industries
and provide net exports of over 2 million tons, thereby halping to balance
their international situation.

Qutside of ¥estern Germany there was a smnll net inerease in steel-
making cepacity during the war., Seme capacity was dameged. Major repairs had
to be deferred, proper maintenznce neglected, and modernlzation schemes post-
poned. These arrears have not been entirely made up but praetically all plant
hzs beer brought back to workable condition.

The fuel position, however, is drastieslly different from what it was
before the war, The prosent shortagss of coal end metallurgiesl grades of coke,
particularly the latter, are the great:st obstacle to inereased stesl produc-
tion. These shortages stem from the heavy reduetion in German sxports of such
fuel to neighboring iron and stez2l producing countries and the almost complete
cessation of such sxports from the United Kingdom.

In order to save fuel, iron and steel praducers have resorted to var-
ious expedients, such zs the use of hizh grade imported ores and the use of a
high prapﬁrtion of serap. These expsdionts have in turn aggravatsd other sup-
ply problems.

In spite of thesc difficulties, the finished steecl output of the six-
teen nations in 1947 will bo sbove 1638, but well below the maximum output pes-
sible if fucl =nd other materizls were readily availnble,

Including ¥Westurn Gemmeny, steel output is still far below the pro-—
war level, Western Germany, which accounted for almost half the total in 1938
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18 now producing at only zbout cne-sixth of the 1938 rate, This 1s dua to the
aetusl drmage or removal of plants, the shortage of fuel and the poliey of
curtalling Germ=n hezvy industry.

The result 1s thot stecl consuming industries are seriously curtalled
for lack of this essentizl row materinl., Net exports of finishad steel =re
ofily n fraction of the pre-war rate, therseby aggraveting the problem of paying
for esgentinl imports.

Z. Planned Expapsion, Thu CSEC ropert sots up an objective of a 40

pereent inerease In finlshed steel eutnut of the slxteen countries, and some-
whnt more for ¥Westorn Gormany, betvoeen 1247 and 1948, The plans for sccompllsh-
ing this objective 1nolude (a) inerscsed supplics of coking cozl from the United
States, (b) utilizzt;on of preseatly unused coke oven capuclty in Western Ger-
many, {¢) further ~ttempts to economize on fuel through use of high prade orcs,
etc,, and {d} further restrictions on use of hard c¢oke for other then metal-
lurgics2l purpeses. The rapert frankly roceognizes that this objectlve may not

he achieved; It would bring =sggrogate production, lneluding Western Germany,
=lmost squsl to 1934,

Ths targat for 1951 1s 44 million tons., This ircludes 10 millien
tons for ¥Westerm Germanv, 1a lipc with the rovised level-of-industry agreement.
It alse lvvolves considemble expanslon, modcrnlzotlon and rounding out of
stzel making facllitlizs 1in the other countri«s, It makes a satlsfrctory solu-
tlon of the: coxe problom sven more uncertain than in 1948,

As progrsmmed in the CEEC report this 1951 outpuf would permit net
axperts well obove the 1938 rate as well a8 m large increase in domestic con-
sunption., Execluding western Germnny, the 1951 consumpticn would be almost
doubles 1938 and evesr 60 percent nbueve 1847,

It would be difficult, If rnot impessibls, to calculate just how much

jroduction could fall short of this gonl without serlously endangering Europesn
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roecovery. Elsewhere in this report the committee hos indicated its reserva-
tions ss to both the mnocessity and the feousibility of caplital expznsion pro-
grams which would use some of this steel., Thers are also doubts as to the abll-
1ty of the steel consuming industrics to expand their output sufficlently with-
1n four years to use thes additional steel., It seems ¢lear, however, that a
major increose in Eurepsan steol preducticn is highly desirable.

The imports required from the United States in order to oarry out
this pregram, =28 stated in the CEEC repert, include (a) steel mill equipment,
(b} steel making materials, notebly ceks and scrap, (¢) semi-finished steel for
further processing in European mills, and (4) soms finished steel, The Com-
mittee's conclusions with regard to those rzquirsments stem from its under-
standing of our demestie¢ situstion as well as its cvaluztion of the European
steel progrem.

3. Demands on United States Production., United States producers will

turn eut over 62 million short tons of finished steel 1n 1947, while far above
the best pre-wear year, this has been insufficlent to mest the present necds of
the steel consuming industries, Shortags of stecl has not prevented a high
natisnal output, with relatively full employmaat of avazilable labor, but it
has seriously restricted production of soms goods. Automobiles are a notable
exomple.

This situation 1s parzlleled in ths expert mzrket., In the first half
of 1947, = little less than 18 percent of the output of finished steel was ex-
perted, An slmost equivalent quantity wont inte preducts made from steel which
were shipped ebresd. In sddition there were some exports of crude and semi-
finighed steel. The export demand 1s far in excess of this supply. Actual
shipments have been limitod by expert eontrols es well as by the cempetition

of domestle buyers,
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The ghortege 1s general but much more serious in some items thano
others. OSheet, strip znd pipe ars very tight while certain zlloy stecle are
relatively easy to obtain.

The industry is wow in process of adding about 3 million tons of
sheet mill cepaclty, This oxpansion, which should be completed befor= the end
ef 1948, compares with an estimated total output of 18 million tons of sheet
and strip in 1947, The resulting inerewss in sheet and strip eutput, however,
would be merely at the expense of other »roduets if thore were not a cerrespond-
ing inecrease in steel 1ngots,

4. Limitations on Unlted States Output. 1In 1947 the United States

will producs over 24 million tons of stcel ingots. In spite of excess demand,
this is 7 millien tons less thzan the rated capazeity of stesl msking furnaces.

A nunber ef foactors account for this difference, W¥Wartime zlloy steel
requirements rosulted in expunsion of elsetrie furnaces beyond peacetime needs,
Carbon steels can be produced in thase furmaces only at excessive cest. Con-
sumer preference for open hearth steel for many uses limits the use of Bessemsr
converters. A minor portion of the wartime constructed fazeilities have not
been returned to pencetime production beezuse of insufficient supply of reason-
ably eccoessible raw materlzle or speciallzed design of plants and sgquipmernt.
Some work stoppages have occurrsd,

Tundamentally, however, the bottlecneck has not been any of these
factors. It has beez the supply of pig lron and scrap. Any attempt to increase
steel precduction to meet both domestic =znd forelgn neesds hinges oo obtalning
addltional quantities of these materiels,

The serious shortage of scrap lron and steel reflects (a) the large
pre-war exports of serap, (b} the igh domestic scrap eonsumption during and
since the war, (c¢) the postponed scrapping of items mode frem iron and steel
because of unavallasbility of replacements, and {d) the large wartime exports

of stesl products with the resulting lcss of poterntial serap. The normal
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solution to this shortage would he the use of a higzher preportion of pig iron.
The supply of pilg iron, however, is also limited.

The astimated pig iron production of 58 million toms in 1947 is 6 mil-
lion tong short of the rated capacity of blast furnaces. Some furnaces are not
being used at all becausse of local ccxe shortages or for other reasons, Coal
strikes temporarily halted other plants, thereby reducing pig iron ocutput by
an estimated 900,000 tone in the first eight months of 1947, More important,
however, 1s the decline in the quelity of coking cosl which makeg it difficult
to eperate furnaces at rated capacity.

The ash content ef cokiﬁg cesls has risen from about 6 percent in pre-
war years to 12 percent in 1947, In addition, the wider use of machinery in
minipg has introduced more slate in the coal, The higher ash and lower ecarbon
content increased coke consumption per ton of plg iron frem approximately 1,760
pounds in 1939 te 1,868 pounds in 1946, This reduces the cutput ¢f blast fur-
naces and also lncreases the shortage of coke,

The steel plant expansion prograsm now under way is planned to elim-
inate some of these bottlenscks as well as to modernize and reund out faclli-
ties., Tt 1s expected thet the resulting expansion of steel ingot capacity be-
fore the snd of 1948 will be about 2.5 million tens or 3 percent. A more than
proportionate expansion of 3 millien tens in blast furnaces and a still more
than propertionate increage in coke ovens is also under vay.

Use of oxygen in beth blast furnaces and steel making furnices will
centribute part of the planned increase in capacity ef those facilities. Cem-
panies which have proceeded far enough with experiments te indicate results hope
for 10 to 15 percent increase in blast furnace production by this means. A
repert prepared by an expert far the Cermittee comments, hewsver, that "what has
been accomplished during the past year in the experimental use of oxygen in
steel making has been a determinatien ef, rather than & sclution of, the mprob-

lems involved in this application." 4 number of factera, including the need
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for major changes in related facilitles, will operate to rectrict and delay any
increase in capaclty from this source.

The scheduled increase in steel making capacity, and more particular-
ly the expension of sheet =nd strip mills, wlll provide some additional supplles
for both domestic use and export. As the productlon end distributlon pipe lines
cre filled, more steel may flow through in the form of finlshed goods to the
ultimate purchaser. A growing shortage of gold and dollar exchange may limit
the purchases of nonﬁEuropean countries, There is 2o assurance, however, that
United States output in the near future will be adequate 1o mcet all the de-
mands upon it,

The question of whether the longer term domestlc and foreign demand
for steel can bte met without a majJor expaneion of stesl capacity over and above
that now in progress is one that the Committee is 1n no position to determlne
at this tioe and is beyond its scope. Consequently, no position 1s taken on
thls matter. Any expansion not now planned would contritbute very little to
steel supplies 1n the next two years when European requirements are largest.
Moreover, such an expznsion would itself absarb steel while 1n progress and
would make it nore difficult for the Furopean nations to obtain from us the
gsteol making equipment they need, On the other hand, further expansion of steel
capacity may be so lmportant 1n the light of longer range conslderations as to
Justify the use of searce 1ltems for this purpose during the noxt two years.

5. Steel-iaking Equlpment. The stated European reoculrements for

steel, steel making materlals and steel making eaulpment must be consildered in
the light of (a) their significance and urgency relative to Furopesn recovery,
and (b) our own needs and the linitations on increasing supplies to meet those
needs 1n the ncar future,

The CYXEC report includes an import requirement of 400 million dollars
worth of iron and steel plant equipment spread over the four years. This is

part of a total program, which would appear to cost some 4 or 5 billlions of
—- 63027
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apparently designed to round out ard modermize as well as expand facllities.
It includes everything from ore mining to stesl finishing mills. Most of the
import requlirement would have to be obtained from the United States.

The Committee 18 not in & positlion to judge the urgency and feasibil-
ity of the 1ndividusl projzets for whleh this equipment 1s irntended, In a few
instances their nature and lecation ralse doubts in this regard. Prosumably,
however, the individual projects would be subject to the careful scrutiny of
whatever ageney is to do the firancing.

In the absencs of any detallsd informotion as to the nature of the
equipment reguired and when 1t wlll bo nesdsd 1t is equally difficult to reach
2 cencluslon as to avallabllity without serious lnterference with prodection In
the United States, Ve are informed, however, that 15 to 20 parcent of the 406
millien dollars is alrsady en order. Much of the balancs weuld not be needed
until 1950 er 1951.

While ne final judgment as to elther urgency or avalilablllity can be
stated at this time the Committee attaches great importance to the requirement
for equipment, Well conceived prejects for the expansien and modernization ef
Burepean steel industry outslide of Yestern Germany weuld undcubtedly help to
make the particlpating countries self-sustaining whereas shipments of steel or
steel makingz materials would have their main effeet only during the period ef
the program. Fer thls reason the Committsze places = high priority oo the equip-
ment reguirement.

6, Scrap. With regard to iron and steel scrap the Committee takes a
contrary positien. The Buropean import requircment, rising from 1.; millien
shert tens in 1948 to 2.5 millien tons in 1951, is stated by the CESC to be a
minimum on the eptimistic assumption that adequate oceke supplles will be avail-
able.

The Committee s not cénVIDCed, howsver, that failure to mset the

stated reguirement would eripple the Eurepean stecl prOgram.' There 1s reassn
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to believe thet Buropesn gupplies of screp sre larzer than was sssutied in the
Paris repert. If not, the plans to compensate for shorteges of both coke and
Plg iron by a high ratio of scrap may have to be modified.

Scrap is in acutely short supply 1n the United States. Exports would
have the effect of reducling steel production.here belew the rote which would
otherwise be possible. The Committee recommends thet no scrap be exported from
the United States but that, in cooperation with the participating countries, a
survey be undertsken immedlately to determine how Europesn serap requlrements
can be met from other sources.

7. Metallurgieal Coke. The avnilabllity of coking coal from the

United States to meet Puropean requirements is discussed in the fuel and power
section of this report.

8. Semi-finished Steel. The semi-finished steel is required meinly in

the United Kingdom and in Italy, both of which countries heve historically been
ipporters of such products. Anaslysis of the Buropean steel program indicates
that, if the requirement could be met, therc would be substantin) exports of
finished steel from the participeating countries collectively, nnd specifically
from the United Kingdom, to non-participating countries. It appears, therefore,
that if semi-finished products were not supplied by the United Stetes in the
quantities needed, one effect might be, and probably would be, to reduce exports
of finished steel products {espeecinlly from the United Kingdom) below the levels
envisaged in the Paris Report. This would lessen the capacity of the Buropean
countries to earn dollars during the perlod of the program bdbut need not
seriously impair the revival of productlon in steel consuning industries.

It rmst be recognlzed, however, that complete elimination on shiprments
of semi-finished products would have other more serious effects. 1In the first
place, it is stated that the United Kingdom rmust maintain some cxports of firnished
steel products to non-participeting countries in order to insure the physlieel
avallsbility of essential imports. Conseguently, a part of the lmpact of A
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refus~l te supply any semi—finished products from herc would fall upon British
domestic consumption of steel, In the second place, ovhly & small proportion of
the semi~finished products required by Italy is belan¢ed by prejected exports of
finished products,

However, the export of semi~finished steol products would ﬁave serious
adverse effects on the United States economy. It would contributc to the general
shortage 4f finished steel mill products, It might have a drastic effect on the
smalleghéon—integrated steel producers. WMost serious of o211, it would further
deplete/jritically low United Stotes scrap supply. Under the clrcumstances, it
is believed thet only a part of the stated reguirements can be met through addi-~
tional exports from the United States,.

The Committee does not believe, howover, that the situstlon will turn
out to be as serious as this conclusion implies., 7For one thing, it is believed
that the real requirements, as they arc more closely situdied in the proccse of
administering the program, will nrove to be lower than the stried requiremcnts
in the Paris report. For another thing, the focts quotod sbove suggest that some
part of even the rcel requirements can bo left uncovered without sorious cffect
on EBuropean recovery, so long ss the resulting loss of dollar earnings during the
period of the progrom is duly taken into cccount, Finnlly, it may be possible to
incrcasge the supply of semi~finished steel products for Turope in ways not re-
lated to the oversll size of Unlted Stetcs exports. One possibllity that should
be considered is thet of incressing shipmonts to Europe to the extont of any de—
cline in shiprents to other destinations, Another is thot of supplying nmore
seml-finished products from Germeny then presently plrmned. Consequently, the
Comnittee 5elieves it will be possible to work out 2 solution whereby quontitics
which, after carcful examination, mey be demonstrated to be necossary for Zuro-

pean tecovery will be supnlied,
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9. Finished Stesl. The import requiremernt of stecl shects and sirip,

ag giver by the CIEC, is over 700 thousnnd short tens in 1948 which is four
times our recent rntc of ozports to tiiose countries, In view of the oxtreme
shortage of these iteoms, and the resulting restrictions on our own steel con-
swaing industries, the urgency of this resquirement should bde subject to careful
gcrutiny, It is, howcver, less thon 4 percent of our output of sheet and strip
end only o fraction of the enticipated increase in United States production.
Thz fuasibility of mecting the requirement is nlso enhnnced by the possible de~
cline in non-Europesn exports,

“ith the assumed oxpansion of Furopern sheet mills this requirement
declinocs so that they plan to btc net cxporturs by 1951,

The tin plate reguiriment is more than double our recent exports and
it continues over the 4—renr porioed, Hore sgrin there is need for further
Justificrtion of its urgercy in the light of our own doncs*ic necds,

The 1948 requirement for »11 other finished stecl, however, is lees
thon helf our recent shiprents snd the prrticineting countries propose o Lo
net exportcrs by 1950, This reguiremcnt mey be understried i their assumption
8 to thoir own production ~rc too optimistic., In »ny event it should not be o

scrious drain on sur resources.

~=£3027
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E.

el and Power

Fuel and power rank high among the inter-dependent ke2y commocities and

services won which the European recovery program is based, ZFurope's essential

reed to recover its prewar supplies of energy and to increase them progressively

in order to ralse the level of productivity of Zuropean workers is clearly deflned

LY

by comparing the present consumption of fuel and power with United Stetes -iss.

&t the prosent time In the United States the per cepita consumptlon of fucl and

powar is four times ao great as the combined consumption in the countriss partici-
pating in the recovery program; the prevar ratio was 2% to 1« Ezfors the war
four-fifth of the rower consumed in the participating countries and Wegtorn

Germeny was derived directly or indirsetly from conal. Although these countries
erticinate over the next four years a substantizl Increase in the use of petro-
leum products and thz dovelopment  of new hydro-clcetric capacity, the dagic source
of power will continuc to be conl.
s Coal. Desplte roconstruction requirements which make Europoan coal
tnan »revar levels, coal output from mines 1n Torthwestern Earope
Britain is currently substantially below prowar due to &
lack of skilled labor, acute food and houning shorteges, deficiencies in technienl

dcvelopment, and thoe nceewsity for plont roplaccoment ond modeynization. With duc

conzideration of thees basic difficultiss the nortieipnting countrics have out-
lined a combined corl production prozrom which even under the most optimum condi-
tiong, concoivably moy fall short of tho tonnascs anticipateds The balonce
Between produrtion and roauirecments is to be offsct hy imports from nci-
participatine. countries and the CERC hos ostimated a totel of 86 million metrice
tong* will te roguired from the United Statcs over the mext four yoars. In torms
of %totnl tonnazc tho United States copl Industry is capable of meetings thage
Enroponn requiraments in additior to fulfilling domestic

*lctric tonm

Grogas tons
Tnt ton

3;204 nounds
2,240 pounds
2,000 pounds

Hnirau
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demenda for coal. United States coel reserves, including all grades fron
anthracite to lignive (2,556 billion nst tons) will last about 2,000 years at
current rate of consumption and with present nining methods and will not he
adversely affected by the exportation of coal to Europs in the quantities
indieated. |

At current pinduction rates, the total 1947 coal ocutput in the United
States will approximate €57 million net tons, or sbeout 4 percent below the all-
tine peak of 684 million tons rzached in 1944, Total potentlal cepaclity for
both anthracite and bltuminous coal cutput in the United States 1s aporoximately
?00 million tens. Production is curreatly being limited, however, by the lack
nf adequate supply of open-iop coal cars on the rallroads. About 85 percent
of all coal pined 1s transportcd by rail from the mines to consuming areas.

The lack of carrisr facilities is linmiting the number of loading days and in
many ingiances 1z preventing full-time nine operation, Coal is net etored in
large nquantitiss at the nmincs, and wanen transportation facilities are inade~
quate for shipment of all avalleble ceoal, production 1s curtailed. Unless
action 1s taken by the rallroad mansgenent andfor Government to (1) repelr

some of the worn equiprent being retired, {2) restrict loss essential uses of
cpen~top ears, and(3) establis!: a revised systcn of cer sllocatlon on the besis
of sustained productive ability of each individual nine; the tomnages of coal
available for exparl will be restrictcd, shipments will be erratic, and the
Buropean schedule of reguirements for United Stetes coal will not be mst,.

Total consurption of coal in the United States and Canada for 1947 is es-
timated at 612 nillion net tons. It is further estimetod thet totel annual
requirements through 1951 by the United States and Canada for United States coal
will probably not excead 610 nillion net tong of all types. Unlted States and
Canadian requirements (during the period of the Marshall Plan) are, therefore,
substantially below the total productive capablilities of the Amerlcan coal

industry.
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Jp to the end of %World War II, United States coal exports
were suall in proportion to its coil production. Since that time,
however, ‘.sstern European countrics have been acquiring coal in
increasingly larger auantities. Total overssas exports in 1947
will probably reach L48.3 million net tons. 'This figurc is vwell
below the total coal loading capacity of United States port facil-
ities which is approximately 5,685,120 nest tons (5,076,000 gross
tons)} per month or squivalent to 68 idllion net tons {61 million
gross tons) per year, Domestic port capacity will not be a limit~
ing factor in the exportation of United States coal to nect
European requircientse.

The prescnt hoavy demand for quality cozl, created by the
general hipgh level of industrial asctivity and scelactive Euying by
exporters, has boosted the prices of soue hich grode fuels and re-
sulted in the payment of promiums in sone instonces by foraign
purchases, In gensral, the exportation of ceal to Europe will
contribute to the maintenance of the sellers narket in the coal
industry, but it is beliceved thaot this fulure expert market during
the yeors 1948-1951 will not naterizlly alter the present market
conditions.

2» Coal Mining lischinery. The realization of European

coal production gornls in the period 1948-1951 is inportant in tast
these gonls form the basis for cstablishing the ingnitude of United
States aid through coal exports. aneng the nony esscential and
interrelated factors vhich have o significant bearing en the achicve-
nent of thesc goals is that of an adequate supply of cosl nining
machincry. |

During the years 1948-«1951 the 16 participating countries
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and Vizstern Germany plan to manufrcturs cpproximately 97 percent
of the mining mechinery and squipment rzquiremsnts within their own
sphere. The CEEC has requested that the U.S. provide special squip-
ment not manufactursd in Burops. The originel requirument on the
U.S. stoted by the CEEC wrs $220 millions. It is probable that the
Europeun countries can ultimetely usse this volumz of cosl mining
mzehinery from the U.S5., Howsver, reports from the participating
countries to the European coal orgenization subsequent to ths CLIC
meetings indicate that sows of these requirements can bs postponed
bsyond 1751, Consequently, the Cormittee believes that ¢140 million
of coal mining machinery would bs sufilcient to mcet the most urgent
Buropszan requirements (including those of ifestern Germany) during
the 4 year period of the recovery progrom. Exports ot this loval
would me=t about L% of totzl Europesn requirsments as stated in the
CEEC report. Data as to the types, sizes, units, and quantitiss
of machinery, ¢quipment znd supplizs requirsd fran the United
States are not 2t present zvallable and it is, therefore, most
difficult to state at this time whathoer this segment of the
recovery program can bz wholly or partislly fulfillsd. Ourrsnt
United States output of mining mrchinery is limited by shortagess of
steel, other materials and components, and supply is subject to
hervy dorestic demand. BSome items ars &oppronching an casier
supply but others such as steel, rubbsr convsyor belting, bzarings,
and elsctrical motors :nd control squipment remein tight. The large
dorestic requirsments reflect in part the wertime aceruzl of replace-
ments, and the dssire of oporators to rodernize production facilities,

Increasing exports of equipment means, therefors, spresding ths
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largs backlog of domestice demrnds over a longer period of time.

The vitzl need for mining squipmsnt and suppliss to
maintain present Buropszan cosl production and sustain ths ineressed
output planned cznnot be <werlooksd, howsver, and it is, thersfore,
reeorponded that material aid be oxtended to ths maximum limits
possible without jeopardizing the supply of mining machinery
rnesded to maintain a healthy donestic coal industry. Emphasis
could wsll be placed on the export of materisls for fabrication
into mining machinery and equiprent within the 16 participating
countries ond YWestern Germany. It is apparent that before increased
production of machinery can be accomplished in liestsrn Gsrmany
today, in 1948, or sny futurs yar, sufficient raw materials in
certain catagoriss must be imported from the United States,

3. Petroleums Hext to cosl, pstroleum is the most impor-
tant source of aenergy for the European rscovery program. 7The in-
crasased use of fusl oll as » conssequence of the coal shortage to-
gether with the increasing demands for petrolsum products resulting
from mechanizetion of sgriculture, axprmsion of industry, and growth
of rozd transport emphasizes ths importance of pefroleum especially
in light cf the fact that nzotural petroleﬁm rascurcas within ths
territoriss of the participeting countriss zre¢ small and indigenous
producticn cannot bs quickly or substantially increassd,

World production of crude oil in 1S46 was approximately
392 million tons, Over 63 psrcent of the total was produced in ths
U.5+, 19 percent in other yestern Hemisphors countries, 9 percent in
the Middle East, 6 psrcent in the USSR and 3 percent in all other

areas, including Europs.
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From this supply tobal reguirsrcnts of all Duropean
countries excspt the USSR in 1346 were sbout LY million tcns. Of
these requirsrents about 60 percent were supplied from the Caribbea
and ¥iddle East., 20 percent from the U,5, and 20 percent from
Buropsan production.

The CEEC hes outlinad patrolsum requirements for the
participating countriss during the pzriod 1948-1951., Total petroleun
requirsments of all CKEC countriss in 1948 sre estimated at 59,542,000
tons as comprraed with 36,224,000 tons in 1938, By 1951 requirsmernts
cre expectaed to rise to nearly 77,000,000 tons.

Potrolsun output in the CEEC countriss, sxeept for Germany
and Austria, has been small and i1l probeobly be less then 5 pereent
of the total requiremsnts over the periocd 1943-1951, Thus ths bulk
of requirements must bs imported from nen-=partieipeting countrises,
Approximstely LS percent of the total requirements rust bs ssecured
from dellar sources, (Americen compsniss), Based on July 1, 1947
f0sbe prices the total velue of il from dollar sources is
$2,460,838,000 cver the L year period,

At the present tirne world petrolsurm suppliss are inadaquete
to mest world peeds., Even in the U,S5, demand exczeds supply and
inports of petroloun are about aqual to the level of exports in
volure terms. It is extremely unlikely, therefore, that the Eur.pean
petroleun requirements £s8 indicated in the CEEC report con be met in
full within the period 19L8-51. During the next few years it is expscted
that there will be a large expansion in the evailability of erude oil
from Middle East fields, At the same time, 2 corresponding expansion

of refining capacity and transportetion facilitises must be made., The
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expectation is that thess devslopments will ultimately maks possitbls
the fulfillment of buropzan petroleum requirements but with a lag
of at lsast one or two yecrs behind the rate projk cted by the CEERC.

-Exports of pztrolsum and its products to countries perti-
cipating in the recovsry prograrm connat be cunslidseraed a drain on
U.5. petroleunm reserves, becauss the domestie industry is producing
all the petrcleun vhich can be sffectively recoverad with pressant
equipment and would not produce less if exports declined, U.LS,
petrolsum reserves have besn estimnted by the Arerican Potroleunm
Institute at =prrovivately 2¢billicn barrsls at the end of 19L6.
This reprasents an incrszass of 17 billion barrsls over the first
ressrve astinmete made in 1922 by ths U.5. Ganlogieal Survey and ths
Amesrican Association of Petroleour Gmologists. Continued sxpansicn
of domestie 0il raeserves ssems cortiine. Substantizl qumtitias of
0il will 1ikely be found in the cuntinental sholf area bordering ths
U.S8. Furthsrnore, future rovisicn and sxtension of reserves in sxist-
ing ficlds are sxpected to add to the domestic supply.

Refinsry capacity in the U3, is being operatoed at over
90 percent of capacity. Iest idls capacity is rbsclste and poorly
loented so that any substantial inersase in domestic refinsry pro-
ductinn will rsquire capacity expansions vhich is currently being
retardsd by the gensral shortage of such equipment,

Meintenanee of an even flow ~f petrolsum and petroleum products

fron producer to rarkets is presently agpravated by shortazes of
tankers, tan cars, and pipe lines to carry ths unprsescedented volurss

now in demand in the U,.3.
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U.S. cruds oil producticn in 1947 is sstimeted at
5,068,000 barrals per day. It is probable that the 1947 production
reprasents the present maxirmum efficient rate and therefore it is
unlikely that domestic output will increase over the next four
years., Imports of fuel eils, and crude pestrolsum must be expanded
in order to mest the very high domestic demand for pstrolzum and
patroleum products which is anticipated by 1951.

Petroleun Bquipment:

The CEEC Rsport cuntemplates a considerabls sxpansion in
petroleum processing cepacity in Burope which calls for large
quantities of nsew poirolsum squipment, The fulfillment of European
rscovery objectivaes depends largely on the availability of nsw
equipment for the producticon and distribution of crude oil and
finishsd products. BSoms of this squipment is nseded in the CLEC
countries themselves. lost »f it, however, is nceded for the expan-
sion of producticn, refining, and transportation capacities of
British and American petrolsurm companies in the nezar East and other
areas.,

The total velums «f petroleun squipment requirsd from 1948
to 1951 by ©il companizs ovned by CEEC natisnals and opsrating within
CEEC countries and elsewhers is $1.9 billivns. This estimate dees
not includs the requirenents of U.S, ovmed companies even within the
CEEC countries themsslves. It is expected that the CEEC countries
will produce 1.3 billions of this total. This leaves a balance of
almost $600 millions of petrolsum equipment to be supplied by the U.S,

It is probeble that the total cquipment requirsment stated by

the CEEC report, plus projected expansion of pstrolsum capacity by
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other countries, including the U.S, exeeed the world capacity to
produce petroleum equipment., Thus it is oxtramely wnlikely
that the U,5, ecan export as mpch =2quipment as is reaqusstad, TFurther-
mors, CEEC expectations concerning European equipment production
seem unrealistically high. However, in light of ths importancs
of petrolsum equipment to the Eurcpean Recovary Program, every
effort should be made to extsnd a maximum amount of sid as long
as the raquirements of ths American pestroleum industry ars not
sericusly prejudiced thersby.

5. Eloctric Powar, Consumption of electricity increased

in Burope during ths war period, but was not accompanied by a
corresponding increzase in gensrating capacity. A continusd growth
in consumption is expected which will reach a level in 1951 about
80 pereent above that of 1938, In order to provide for this antici-
pated expansion of slsctrical power requirements, the annual rate of
growth of generating capacity will, according to CEEC e¢stimates, havs
to be nearly four timgs the rate in 1937-38, The expansion of
gensrating capacity, as mrogramnsd by the participating nations will
likely fall short of estimated requirements in 1951, It is, however,
an sxcasdingly ambitinsus program for the next four y=ars, Ths
planned additions, ranging from 4.7 million KW in 1948 to 5. million
in 1951, compare with sn estimated 1,8 million in 1947 and 1.5
million in 1938,

Powsr dsvslopment plans for at least the major partieipa-
ting countries had been prepared by compstent enginssers bafore the
Marshall Program was proposed, The kurom an representatives report

that in most instances the plans for spscific projects are completed
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znd orders for critical machinery plsced. In general thers is little
reascn to quastion the scundness of the pregren or its ultimnte
dasirability. Howsver, the concensus of those who =re infurmed on
Eur spean capacity to produes slectric squipment is that it may well
toke six or seven yeers instead wfZour.

Mnost 211 of the necessary equipment for the 5 billion
dsllar M™Mational! program, to add over 21 mlllion K of capzcity,

is expected to be produced within the participating countriss, There
are $300 millicn dollers of spacial zquipment which the CEEC antici-
pote will have'tj be obtained from ths United States, The s tter figure
ineludezs such diverse slenents as valves, machine tonls and construc—
tion equiprsnt. Only a smell part viuid be slectric squipmsnt and
apnaratus,

In sddition te the large "mational® program thers is a gmall
Minternztional? progesm te cost shout 300 millicn dollars end provide
raothar 2.3 1dlli-m B0, It is propossed that the United Stotss provide
#}1 of the equiprint srounting to abaut two-thirds of the total cost

I this progroni.

Output I electricel gencraiing, transmissicn and distribu-
ticn equipment in this country is far above the pre-wor level, Genora-—
ting wquipment wbput apparantly is close to cepacity but, with addi-
tlonal suppliec of silicon stoel, cutput of transformers and related
equipment could be ineresaged substantl2lly, Industry <pinicn is that
it will teke yuectrs to goteh up with domestic demand. Even with some
Tarther increase in output of equipment it is 2pparent that zny large
increase in exports to mest Eurupean requirsments would have to be at

the expense 2f domestic customers, The effect would be to postpone
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an z2xpansion of glsctrical powsr capacity in this country with the
possibility of tamporary shortages of powsr in soms arsas.

However, the reported Burcpsan requirements of slectrical
generanting, tronsmissicn and distribution equipment from the United
States in 19h8 and 1949 are so smell that they will not create any
najor difficulty. Generating and distribution equipment required
in the last two ycors of the program —— or possibly not until later --
bulk somewhat larger relative to the capacity of United States squip-
ment producers. The total stated requirsments ars roughly one-~fifth
of the current annuzl rate of outlays for e¢quipment by United States
utilities, It should be possible, hewsver, to mest these require-
ments without sericus inconvenience to electric powsr consumers in
this country if Adursstic aquipment menufacturers will meke allowances
for such requirsments in ths fermulation of production programs for

1950 =nd 1951,
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F, Tronsportation,

1. Introduction-—The Problen, First, can the United States transporta-

tion system handle the ald progren requested by the CEEC without interference
with essential domestic transportaticn?

Second, what will Be the imvact on our merchant marine of shipping such
a progran overscas? What sheuld ®e our attitude with respect to the feoreign ship-
building progren nroposed by the Paris countries, and its relation to the surplus
tonnage of war built vessels in our own fleeat?

Third, what inland transportaticn equipment doee Europe reslly need and
how much can we sefely and wisely supnly?! What can the Paris countriss and the
bizonal authorities do to nmalke the best use of Burope's inland transport systenm?

It can be assured that no probable aid pregran will nore thon azintzin
the high level of exports achievod during the first half of 1947, The burden on
United Stotes transport and the requiremcents for shipping will therefore be no
higher than they have been, and probably not as high,

2. The United Statesg Transport Systenm. BPBroadly spesklng it is concluded

that if certain staps are taken there is no remson why e forel:m aid pregran
should interfere seriously with the ability of the transportation system to han~
dle the needs of the United States domestic aconomy. Insofar sms thers is a prob-
lem, it is a railroed vrcblem. Our porte, cur inlend waterways, out trucking
fecllities and out highways are in general adequate to deal with any demands like-
ly to e made upon them. Furthermore, ineofar as there is 2 railroad problem, it
is = problem of freight car sup-ly, both box and open—~ton. Other railroad facil-
ities will not Te seriously strained.

During October this year more cars of revenue freight were loaded ;han
at any time since 1930 with neerly 25 percent fewer cars thén were avallable at
thet tine. This record perfornrnce was not sufficiont to meet vromptly every
request for railroad transportation, but except for coal it can be sald that =2ll

urgent and essential transportotion needs were filled, Thus the job the
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railroads will be called upon to do is no greater than the job they have been
d2ing in recent woeks. If equipment can at the least be meintained they can
meet thig challenge as they have met earlier challenges.

Whether there is a foreign aid nrogresm or not, however, there ars two
drnger swots that will have to be rather carefuPly watched to provent them from
threatening transportation officiency. These arc the supply of box cars, vital
to the movement of cxport grain, and the supnly of open-top cors on whicn the
donmeatic as well as the export coal novement depends.

a. Boxcarg, Boxcars are tight now bacausce boxear ownership has
bosn declining for soverel years in the face of a rapidly mounting volume of
traffic, This year's bumper wheat crop has put an unusually heavy strain cn box-
cors which wss espacinlly apparent during Sentember and October when car demands
are at thelr peak. Improvemsnts in car handling have made 1t possible to meat
this peak loed without a erisis this yeer. But the margin is slim., There is a
linit to what can be dene with fewer and fower cara, Advantage rmst oe token of
thoe breathing spell which the slackening demand of the next few ronths should af-
ford to strengthen our bexesr pesiticn so that we will be in a position to meset
whantever dermands mey develop ncoxt fall with some ingurznce ageinst contingencies,

b. Open—-Ton Carsg. Shorteges of open top equipment have been a

factor actunlly liiting coel production in the Upited States in recent woeks.
Export targots for Purope have hed tc he cut by 1.5 million tons for Nevember,
for instancc, because of car shortages., Thess result partly from a continuing
decline in the open~top car povulation, end partly fronm incroasing dewmends for
these crrs for hauling comindities other than e¢oal such as ore, construction ma-~
terials, and the like, These other demends will inerease naext year rather than
dininish, Hence, if the oxpart coal program is to be met without jeopardizing
the dzuestio eccnony the downward trend in railroed cwnership of these cars must

he reversed, nnd even tetter utilization mast be mode of the ears we now heve,
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The prcasent strengency In open tops is serious. HNonetheless, it 1s possible with
vigouous actlon on the part of car builders, railroads, and shippers to secure
encugh cars by next year to do both the export job and the essential domestic
Jows, As in box cars we are at the point of peak demand in October and carly
November, By this tine next year we can put outselves in a positlor to handle
next year's peak more effectively,

¢, Cnr Production. If these two tight spots are to be prevented
from developing into crippling wottlenecks vigorous acticn mst b2 taken on two
fronts., The flrst of these ig car production. The exlsting target of ten thou-
gand new cars per nonth ig well below the comblned capacity of the car wullders
and the railroad shops. This target has not been oven approximately achicved as
yet., BEven if achieved, it would be inadaquate to increase quickly enough the
avallable supply reilroad freight equipment in thig country. In addition some
cars for export to Europe are ®adly needed if a transport breakdown there is not
to render the balance of the ald progran fruitless.

The transportation situation requires that the car production target
®e raised to a ninirmam of fourteen thoussnd cars per month. If experience 1indi~
cates that even higher output is at all possible, the target should be raised
further. Efforts arc new belng made by the stocl companies and the car Bullders
to errange for the ®alanced flew of stecl necessary to bring car preduction up to
the target. These efferts rmst be prossed with the utmost vigor. If adequate
stezl cannot be supplied to the car bullders in any other way it mist be dene by
allocation, If the ear bullders are unable to malke efficlent use of the steecl
delivered teo ther, ways rmst be found to correct the situation. There are few
programs mere urgent for this country or fer Europe than the rehabllitation ef

transport te insure the earriagc of frelght nnd allew a margin of safety for

contingencizs,
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d. Car Utillization. ZEven If the car preduction program reaches
the higher targets proposad above in the near future the expansion in our freight
car population will be painfully slow. Continuecd vigilance 1s necessary ever the
utilization 2f our existing pool of cars If difficulties ares to be avolded, As
sugzented abeve, the record to date has been enceuraging, But By continued spe-
cial efforts the Comnmlttee believes that stlll nore work can be got out ¢f exist-
ing equipment. This is at least as much a matter for procuring agencies, ship-
pers, and consignees.as it is for the railreedes themselves. Timid and spasmodic
procurenent of graln, for example, can rosult in a highly uneconomic use #f cars.
The five day week in industry generally has incressed loading and discharge tinme
ovar weokends, Special lncentlves for overtime te expedite car turnaround may
be necossary.

2. Controls. Na speclal trensportation sgency or new centrol leg-
islation secems to be required in connection with the foreign ald progran, ZExist-
ing controls are adminigterod fer the nost part by the peronnent trengpartation
agencies such aw the ICC and the AAR, The speociel expediting that is needed te
keep continuing pressurc on all concerned for efficlent car utilizatien can be
mch more effectively exercised throuch these agencles than threugh any cemplex
administrative superstructure. Whatever agency 1s set up to adninister the for-
elzn epid pregran rmust have a keen recognition of the importance ef transportation
tc the plan as a whole, end mast stand ready to take action, formnlly or infor~
nelly, o ecrordin~tce precurement, transport and shipoing and to clear up partic-
ular difficultics as they develep with the help and cooperatlen ef the rallread
egoncles., However, any attempt to fermaslize such arrangements in speclal legis—
lation weuld, we feel, be likely to inpede rather than to engourage efflcient use

of cars,
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3. Ocean Shipping,

a, Dry-Cargo Ships. There is no shortage of dry cargo ships to
cerry any world commerce that is likely to dovelop under an ald program for the
next severel years, but the tanker position may become quite critical by 1951 if
aprropriate action is not teken,

In the face of a present world surplus of dry carge tonnage tie sixteen
nations represented at Peris have indicated their intention to bulld some 15%
willion deadweight tons of shipping in the next four years. This will require
very considerable quantities of steel and other materials in short supply as well
as a good deal of lebor. At a timo when steel for urgently needed inlend trans—
port equipment—to mention but one item among many--is very scarce, the wisdom of
a shipbuilding program as large as that provosed scoms to us open to serious
quostion, The Paris countries dofend the program on the ground that the types of
vosscls currently in surplus are not guitable for thc purposes for which their
new construction is intended. This is undoubtedly trus in part, but in an emer-
gency period like the present they perhaps could manage with some fonnage not
ideally suited to their purposes in the infercsts of conserving resources for the
production of what from a world point of view are more desperately needed iiems,

The United States Government has in its possession hundreds of ships
that ara not now being used and that will ncver be nveded by our merchant marine
under the most optimistic assumptions about its future, At prosent under the
sales poliey of the liarltime Commisslon very few additional vesgels from this war-
built surplus are being offered to foroclim counirics, This policy should be
changed to permit foreign sales whenever we are satisfied that they will be accom-
panied by commensurate reductions in Buropcan construction programs, On the
other hand, further sales of dry cargo ships abroad should not be made when such
salos, instead of substituting for foreign construction, will nmeroly add tc the

foreseeable futurs surplus of
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tonnngee Tho Unltod States noeds an actlve nerehant marine for national defenge,
and we mist not croatc conditions in which thet merchant narinc cannot survive,

¥hatever transfers nay bo arranged under tho above conditions, & consid-
orable anount of shipping will remoin undor the cwnership of the Unlted States
Goverrments In order for this tonnage to contimue to be avallable for tho car-
riage of csseatial cargoes of ccal, grala, and other comnodities, 1t 1s ipportant
that Congrecss should oxtond tho nuthority of the Mrritine Connisslon to barecboat
charter thosc vessels at lcast one nmoro year boyend the present deadline of
March 1, 1948,

Tc promote noxirnun flaxibility in hnandling the Marshall Plan bulk car—
goes and to avold the cost and edninistrative delays involved in noving bulk car—
rlors in and out of the lald-up floet, a workdng regerve of at lecast 100 Liberty
vessels should be maintained for rondy avallability.

b, Trnkors. Tankors prosent a somcwhat speclal problem. In the
first place tho positicn herc 1s one of prospoective world shortage rather than
surplus. In tho sccond placo, it 1s generally rccognized that the great bulk of
Europe!s roquired potreleun imports, riost of which will conc fronm the Bestorp
Henisphere in tho futurc, will and should be earricd 1n forcign flag vessclos
Henec 1t is appropriatc to transfer to forelgn flag any United States surplus
tankers which arc not required for our cwn import programs insofar as this can
bo done without Jeopardizing nationnl defense.

The Comnittee recomnends ng part of tho ald progran the transfer to .
forolgn governnents of some speecinl tanker typos now in loy-up. Thoso voessels,
consieting principally of ncarly sixty Libverty tankers, arc not nceded by Unljted
States intercste and they could be sold by the regelving govermnents to private
Interests in forclgn countries for loeal currency.

~ The Comnittec also rocomnends the construction in American yards of

sono new, large, fnst tankers for the Amcriean oll companics to ezse the
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prospectlve tanker shortage and strongthen our fleet available for defensc.
These tankerg should be designed in ecoopsration with tho Havy so as to incormorante
such special feoatures as to spced, otcey ag the Navy nay desires Such eonstrue—
tion would relense additionnl musbers of our older tanker types for sale to for-
elgners. |

It is further suggested that the nresently planned balance betweon fore
cign construction of dry cargoe and tanker vessels be shifted to provide for more
tanker coustructisn nnd lese dry enrgn.

In order to ncet any possible tanker operating contingency Congress
should cxtend beyond Mnarch 1 the authority for operation of United States Govern—
nent ownod tankers under geoneral ageney agrecncents.

4. Dollnar Shinpinz Costs. The Paris ecombrics estimate that thelr
gross dollar cxpensos for ocoan freight for the four year period will anocunt to
about $1200 nillion for dry cargo and $500 mill@an for tanker frelght charges.

It should be possible to rcduee the total of §1,700 million to the ncighhborhood
of a billion dollars. In the first place the cargo requircnents with which the
Parls Confercnce was working will bo reduccd soriewhat by lack of avallabllities.
Second, their original figure includes over $200 millicn to be paid forcign flng
vessels for carrylng cargo to Eurone from arcas nther thon the United States,
Whatever dollars may bave to be furnished for this purposc should be held to n
ninirmn., Third, the tankcr dollar frolghts ean be vory grently roduced by the
transfers abroad and the adlitional foroign construction propesed. Finally,

the bulk freight rato assuned 1n the Parls caleulntlorn 1s unreslistienlly high,

It is argued that thls dollar cost could be still further reduced if
United States would transfer additlonal vessels abroad for forelgn flag eperation
In the bulk trades over and above thosc cxchanged for reduced fhrelgn construe—
tion. Since it is not scrilously proposed that the United Statcs should abandon

its linor fleet, the potential savings arc linited to the $500 nillion that
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Farops will probably require to covar dollar froights on United States trermp
vossnls. Evon this astinate axnsperatass the savings obtainable from trensfers,
since under foreisgn flag these vessels woulsd contine to have substantial dellar
exnensss, The limitaed financlal savings are not gufficlont to justify the drain
on Urnitsl Statcs reasourcee for nationel defensc which such trensfers would in~
volve,

5, Eurovaean Inlend Trangnort.

n., Geaer-sl., Tho transport gystem of "estern Europe, which wes
¥rdly doneged by the YWar, hes wuedo consideratle vnrosress towsri recovery, Xever-
theless, it wng barely able to squerk through the wintor of 1848-47 without »
major breaklown chiefly rs a result of criscs in Westorn Germ ny. There wers
instances in whioh food spciled, corl had to be stockpiled at nines, and rew ne-
terials could not get inte the productive process for lrck of adequate trnnsport,
It 1s cleer that this ie on~ of the ncst vitel speots in the whole foreigm rid
progran, since if Eurcpe!s trangport system esnnot cerry a minlmn lcad, irmorted
corvindities geaonct be distributed, an? it is useless to hope for a revivel of the
Enropenn cconony,

Thies 18 mostly r proble: of effentive action in Eurome, anéd caepocially
in thé Bizone, althoush even with such sction help fro: the United States in the
forn of equipment ani raw neterinls for equipnent will bo required, Seraoany lies

at the heart of the mroblenm for tirs: reasons. Firstly, frernsny is physically in

tho niddle of Burops nnd nany of the shortest routes betwecn other countries lles

across Gernern territory. Secondly the icst immortant sin.le production nroblem
on tho continent from the standpcoint ¢f the Paris countrice is Hahr corl, and
without zdequate Gernan transpert facilities Ruhr ccal cannot be distriduted to
the West. Thirdly, » principal darrier to the roestablishrent of officient
trangport scrvice in Turons is the difflculties pleeced in the way of the inter-

natlonal movenant of snods by the laek of currency convertibllity. This probdlea
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is nors serious between Germany ond the rost of Burope than betwesn eny of the
Paris countries. Such steps as are recoruendod slsewhere in this report for re-
storing nornaley of operatione in the Germsn eoononmy generally will have a more
beneficial effcet on Buromean transport than any other one factor. DBut & minimel
rehabllitation of the Gorosan trensport systeu 1s 1tsclf a necessary condltion for
the restoration of othaer nermnl functions of the Gernan econony.

b. Railwny Fauin:ient Regquirements. The Paris countries report
that, if they recelved adequate supplins of row nateripls, they con supnly all
thelr own needs for transmortation equipment (execent possibly railroad passen.er
cars) ond in addition produce a surplus of 124,000 ears over the four years for
export to the Blzone, Their stated necds do not appear to inveolve any unreason-
eble increase ln traffic over current levels, Unfortunately, however, they ssen
to have grossly overestimated what they con do to expand thoir own cer supnly.

It socas most unlikely that they will be =ble to help Germany to any slgnifiecant
de,rec. In fact, thoy will have to put roat crmhasis on their repair prograams,
make waxlimum use of their woaterway and highway facllities, and utilize their rail-
roade as efficiently as voseible in order to mest their own winioum requirementes.

¢. Seclf-Heln ideggurcs., The Paris Confarence countries should nush

forward with a number of measurcs of self-help to improve their own transport
position., Their inland trensport program, includin. new production, roplacement,
snd renair, will reguirs some 16 nillion tons of ste:l over four yeors or about
one~twelfth of the totml steel they hepe to have available. Unless thess coun—
tries place a top pricrity on egtecl for transport ourposes thelr traonsport systens
will not Be able to meet the demnnds of reviving Euromean production. The United
States should urge Paris Confcrence countries to give tronsportation reqguircements
top »nricrity for oprocursuent of gteel, Lesz ossentinl uses such as shiobullding

should take second »lace. Ctherwise aid will not be offective,
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There has been inndequate attention paid in Eurcpe to the needs and
possibllities of internatiomal highway trnneport. For the most part trucks can—
not nove across natlonal bounderi.s., Progress must be made wlth an Internatlomnl
convention or wilth bhilateral agreenents facilltating lnternationsl trucking. The
Furonean countries ghould give congideration %o the continued import of trucis
from this country (which the United States can easily supvly) as a neans of re—
lievirg congestion on the railronds,

The retvrn of railway cars to thelr country of origin is essential to
facilitate repalr. This dcpends on the reestabilshment of the ecar exchanese ar-
rancerents ln operation tefore the war, Difficult questlons of c¢wnership cop-
timus to srlss which could prolong negotiztions for such o schene for many
nonths, Thls delay :ust not be allowed to occur. The soclutions appropriate to
these problem; mst be worked out by the countries concerned in whatever fashlon
thoy see fit. The United States azencles which are responslible for onerations
undsr any econonie agslstance program should insiab that cffectlve solutiens e
arrived at, and quickly.

d, The Germen Trangnort Problen, The Bilzonesl authorities have

stated » requiremont for forty-one thoisend new freight cars by the end of 1948,
If they do not get these cars it seoms probakle that their servicable car park
may well fall hy that tirme by as mich as soven or eish% percent below the criti-
cally low leval of Januory, 1947, The requirenent as stated seems & reascnable
one, even assuning an effective repair progran and arrangenents for a fuller use
of the Hhine and other waterways. On the other hend, the freight ear pcsiticn in
this country is so ti ht that the United States cannot safely and wiesly plan to
export during 1948 the nunber of cars requested. To strilp our own rallway systen
to the polnt where the export progran could not be handled st this end would be
to cut off ocur nose to gpite our fase, However, the Committeo does recomaend

that every effsrt be nade to supnly from this country some twenty thousand
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frelght ears (the equivalent of about ten thousand donestic cers) for Geraany
during 1948.

These ecars, however, which will not solve the Gernan transvort problem
by sny neans, mst nct be regarded as in 2ny degree o substitute for an intensive
repedr nrogran in Germony which must be nressed with the utmost vigor, Adecuate
ste:xl for this repalr progran 1s even nore Umortant than new cars,

Furthernore, the surnly of these ears, vital as it 1s in meetinz tha
1:: .cdiate problem, is in no sense a2 long run aoluticn to the Gerzan trernsport
problen, HMore fundamental sfaps mast be token to use the Rhine znd othsr wotoer-
woys oore effoetively, and to intezrmte transport rehobilitaticn with & coipre—
hensive plen to bring the German econony up to the restricted levels of setivity
naw agread to.

The Rhine, normally the backbone of transport for the bulk exports of
the Ruhr, 1s not now beolng fully utiliged because of a dlse;reement over financinl
natters. There 1s now very conslderable tug =nd berge enpeclty 1lying idle in
Eclland and Belgiun because the Bizonnl authorities and the Nethorlsnds and Bel~
glan covernments cannot a.T¢c on & plan for the rselvoroesl use of the Ahine by
tho river vessels of 211 threc countrles, This plan as recently discussed in-
vcives using the Low Country ports for the movenent of cargo destined for the
Bizone which now pesses through Hambﬁrg and Brcmern, The Low Countries fecl they
sheuld get scme currznt return for handling this cergo, while the United States
nilltery suthoritics contend thet their spnropriations will nat peralt them to
gpond any niditicnal dollers on caran hendling chorpres. I this netter could be
sottled, the mesulting elearing arrongenents i hit periit the nmovenent of ag much
as 10 :111i-n tons more coml a yoar from the Buhr. In cases such ag thils where

TAE

inndegquzte aporopriations for OLGUS ars 1liniting the effectiveoness of Zuropern
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transnort facilitles the United States should certainly provide the relatively
sinall additional emcunts necessary to reestablish normal Bhine traffie., It
would be the height of folly to permit o small financial impediment to stand in
the way of an improvement in traneport which could make a major contribution to

the recovery of Germmny and Burenc,
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Ge Other Machinery

In addition to the prograns specifically covered
by the technical committeds, the GEEC report includes an
itom of 1,148 million dollars of other equipment required
from the Anerican continent "to create new capacity or to
restore or replacc danaged capacity.," No indication is
available as to howv this esticate was derived or what is
includeds Hence it is not possible to draw any conclusions
as to the reasonablencsa or the urgency of the requirenent.

There is in additien an unspecified anount of
equipment and parts required for normal repairs and replace-
1ients. On the other hand, the equipment requircments
reported by the technical committees—~and discussed elsewhere
in this report——include materials, such as steel pipe, as
well as nachinery in the narrower sense, The total anount
of niachinery imports included in their l-ycar progran
appears to be in the neighborhood of $5 billion but this is
only a rough "approxlimation,

In nost instances it has not been possible to
segrogate the machinery items in the import requirements so
that they can be related either to United States! productive
capacity or to prescnt exports. In only two instances are
the requirement estinates cven approximately equivalent to
Aneriecan production and export data, These are agricultural
and railroad equipment. Deducting these two programs leaves
a balance of over B3 billion of other machinery, or roughly

$800 nillion per year,
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Total exports of producers machinery from the Unit?d
Status to these countries, excluding the sane two categories,
wore at the annual rate of less than half a billion dollars in
the first half of 1947. Allowing for the crudity of the ealcu-
lation; and for sare uncertainty as to the basis of the dollar
valuation, it would appear that they are asking for substantially
nore than they have been getting.

Some indiceticn of the comnposition of Suropean riachinery
requirencnts can bte gleaneod from reccnt United States exports to
that arca. In the first half of l9h?, and again excluding rail-

road and agricultural-cquipnent, these were made up as followss

ietal~orking machinery 22 percent
Trucks 11 "
Construction and conveying

equipnent 8 u
Office :achinery 6 "
Textile, sewing, and shoe nachin-

Gy )-L n
411 other L9 "

With sone ixportant excoptions, notably machine tools,
dziand for nost items of producers cguiprent is well in oxccss
of doestlie production. tput is linited by shortages of
steel, particularly shoet and strip and particularly wvhere steel
is a ralatively large part of the value of the finishcd product.
Cutput of many items is also limited by plant capacity. lioderate
increases in production are expected over the next year as
additional steel bocomes available and additional czpacity cones
into operation.

The very nigh donwstic deiand reflects in part the

wartine accrual of replacerents, and in large part the effoet to
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expand and rodernize production facilities quickly to nmeel the
necds of a2 ruch higher than pre-war level of national output.
Maintzining or increasing cxporis of aquipnent mecns delaying
that process and spreading the backlog of donestic dermands over
a longer period of time, Even total clinination of uxports,
however, would not balance supply and deuiand in inporiant
instanccse

In general, the forcign demand is also far in eXcess
of the recent rate of cxports, However, only zbout one-fourtn
of those cxports have been going to Burope. As the gold amd
deollar balances hold by the rast of the world arc exhausted
there oy be some decline in non-European exports and, thore-
fore a greater availability for Eurcpean aid, cven without any

deliberate policy of diversion.
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Y, Other Goods.

1. General. The CE%C report presentcd a very lar.e figure, not broken
down into detailed commecdities, for miscellerceous requirements. Some of these
goods have been considered in previous parts of this report in the sections to
which they are relevant; thus, account has been teken of ehips in the transport
sectlon, of pipes and tubes in the section on Iren and steel, and so forth,

There remains & considerable number of other items for which no speeifio
requests were submitted, but which were covered into this miscellenecus category.
In the absence of detailsd data, no searching examination hns been possible., The
Comnittee nevertheless belleves that the export, even at preasent rates, of some
of these commoditiecs will exert ~n inflationery effect on the United States econ-
ocuy, although some others may be in relatively free supoly. In view of shis, and
of the fact that Buropean producticn of these so0ds may increasc during the lat~
ter part of the four-year perlod, the Committee. recomnmends that deeisions as to
the appfopriate level of exports be left to the administrator of a EZuropean re—
covery progran. The agencles prosently char -ed with operation of export controls
should continue to exercise strict regulation of such exports, eand they should
consult with the sdministrator of » Eurcpean recovery program 28 to the extent to
which exporte of these z0o0ds erc sadvisable.

Data on the amounts which may bBe availeble for export are indicated in
ithe table on the following pa.ss. It must be erphssized, however, that the fig-
ures which are shown under the herdling "Avallable for Expart™ are not necegserily
the amounts which the Committeec regards as advisable to furnish to Europs.

Comments on several of the conmodlties, on the bnsis of mea.er statis-
tlcal daka, are preasentad belows

2. Cotton., Prelininary analysls of the CEEC Henort indieates that in

1947-48 the Buropean denend on the Ynited States for raw cotton will be In the

Federal Reserve Bank of St. Louis



AVAILABLE SUPFLY, U. 2, COHIUMITION, AND
AMOUNT FOR EXPURT CF SBLLOTEL CCMinCLITIES, 1948

1948 Estimated ivailable Current Rete of 1/
Potential 1948  ,vaileble U. S. for Export Exports(1547)
Commodity Unit Froduction Imports Supply Consumption ActGal Z of Prod. actual % of Prod.
Textiles y
~—Faw Cotton Mil, Bales 11.5¢ .2 11,7 9,53/ 2.2 18.8 3.5 - 29.7
Linters 1,000 Bales 1,23¢ 10C 1,330 1,250 &G 6.5 60 4,9
Cotton Cloth Mil. Sq.Yds. 11,118 20 11,148 10,148 1,2¢0 9.0 900 8.1
Rayon Fiber ¥il, 1lbs. 1,G75 50 1,126 1,080 45 4,2 45 4.2
*Reyon Febrie Mil. Yds. 2,035 3 2,033 1,796 240 11.8 240 11,8
Cotton Tirs Cord 1,00¢ lbs. 290,000 ¢ 290,000 184,600 108,000 36.6 13,000 4.5
*Rayon Tire Cord 1,000 lbs. £10,G00 ¢ 216,600 191,000 . 19,000 9.0 19,000 9.0
*Hard Cordege,Rope & TwineMil. lbs. 505 56 661 556 [ 1.2 3.6 «7
*Row Jute & Butts Long Tons 0 95,000 86,000 95,00C 0 0 0 0
*Burlep & Jute Bags Kil, 1bs. BOGC 40 540 S20 20 4,0 20 4,0
Lumber Mil. Bd. Ft. 35,500 1,206 36,700 35,70 1,000 2.8 1,000 2.8
Pulp and Paper
* Totel Paper & Bosard 1,000 Short Tons 21,800 4,080 25,860 25,19% 665 2.0 365 1.6
*Total Peper Products 1,CC0 Short Tons 12,000 16 12,010 11,7g0 25¢ 2.1 120 1.0
*Tatnl Wovd Pulp 1,000 Short Tons 12,560 2,200 14, 706G 14,51C 1950 1.5 135 1.1

* Indicates commodities wherc dimestic demscnd will exceed supply repardless of experts,

_1/ Baosed ¢n first 6 months 2/ 194¢6-47 crop E/ Assuming this level of mill cenpsumpticn

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



AVLILLBLE SUFSLY, U. 5, CONSUMFTION, JND
~MOUNT FCR EXPORT CF SELECTEL CCLMODITIES, 1946

(Continued)
1946 Estimeted fvalloble Current Rote of 1
Potentinl 1948 Availakle U, S. for Export Exports(1947)
Commgdit! Unit Production Imports  Supply Censumption Actual % of Prod. Actuel % Of Proda
Ieather
“#Solo,welting & offal, 1,000 1bs. 38G,000 5,150 385,150 377,900 7,250 1.9 5,250 1.3
bevine
*Upper and Lining 1,000 sq, ft.1,315,000 16,006C 1,331,000 1,285,400 45,600 3.5 47,850 . 3.8
*Glove and Germent 1,000 sq., ft. 430,000 1,750 431,750 421,750 10,000 2.3 12,125 2.8
Leather Monufactures
Boots and Shoes 1,000 prs. 475,000 3,000 478,000 471,600 7,000 1.5 7,200 1.5
Rubber
Pass. Car Tires 1,060 units 70,089 0 70,059 61,425 ¥,634 12,3 1,698 2ed
Truck-Bus Tires 1,060 units 15,803 0 15,803 10,675 5,128 32.4 1,693 10,7
*Conveycr Belting 1,00¢ lbs. 50,000 0 50,00¢ 50,0C0 0 0 6,600 12.9

* Indioates commcdities where domestic demand wlll exceed supply regardless of exports.

_1_/ Based on first € months _2_/ 194§-4T orop _1’3/ Lssuming this level of mill censumption
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neighborhood ¢f 2.5 aillion bales. This will certainly bs at or near the upver
limit of cur ability to export, and, unless mill consumption declines consider—
ably from the 1946-47 level, may be mcre than we can achieve. Careful screening
of requirements and irtelligent administration of axport controls will be neces-
sary if exports of such maznitude are nmade during the 1947-48 cron year. In
succeading years it soems probsble that incrensed worla procduction may relileve

the situation to some extent.

3. Other Fiters. The only other textile fiber mentioned in ths CEEC

Boport was wool. As the United States is a net immorter of wool, there are no
aprarent requirenents for that cormodity from this country. It apneers that
world supplies will be ndequate, although mill consumption st present rates will
reduce world carry—over to some extent. There have been no indleations of any
requirémonts for royon, Jute or cther nstaral fibers. It is folt that whatever
needs develop within the narticipeting countries will be met by sources cutslde
the United States.

4, Tiwmber. The world, including the United Stiutes, has en inadequate
gupply of softwond tinber and of the better—qunlity hardwends. Althouph the
avallable datn on European recuirements do not show elearly what kinds and grades
are wanted, indications are¢ that the demend wlll bc heaviest on the mors critical
itoans, thosse that ars in short supnly in the Unitsd States. If soms flexibllity
ng tc gredes nnd sneclos 1s permitted, 1t would secm that the quantities of tim
ber products neaded frorm Arerican scurces over the four-year veriod, eround $418
nillions ie within remscon. ibre¢ dstail 1s nesded as to the requlrements of
squipment for lagzeing, sownills ~nd vereer milles. It is folt that some scaling
down ma¥ be necessary in this sres, particularly in view ¢f the fact thet it is
dcubtful that the full requost for $57,330,000 from the United States could be

met 4n the four year perlod,
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6¢ Wood Pulp and Papor, Thero appcar to bo no rcquirements on

the Unitod States for wood pulp or for paper, The United Stotce will, in
1948 ond suocceding yezrs, be in a pesitieon to cxpert sizceble quontitics
¢f papor preducts if nocdod for Europcan rocovory. This will only bo
truoc in tho ovent that thers is ne inportant diversion of the prescnt
shipmeats cf Scandinavian pulp te Unitcd Statos menufacturora.

6. Hidos, Leathor and Shees. In the CEEC Repert no dotails

arc glven as to rcquirements of hides, leather and shoes. As Europc docs
not traditienally imoort any sizonble amcunts of thosc commoditics from
tho United States, it is folt that dorands ir this arcea will prebably bo
snall. There aro indications that tho requircnents during 1948 may be in
the neighberhoud ef 1,000,080 ocattlo hides, This is vory oleso tec osti-
mated oxports fer 1947, which havo preduccd o shortago on tho demostie
parkot. If the unusually high domostic cattlo kill is not continucd in
1948, it is preboblo thot cxports eof this magnitude would rosult in a
sovoro strain on tho Unitod Stetos loathor and shoo produccrss

7. Rubbor Products. In tho ficld of rubbor rreducts, fow prob-

loms ore presontod othor than oonveyor bolting., All tremsportotion iters
arc in froo supply ond proven capacity is available to preducs at a rato
far greator than any fercseccablo domand. Crudo rubtror is a stratogic
matorial which oculd Bo purchased for adding to tho Govormment stockpilo
samctire in tho futuro whon the world supply~domand positien would pormit,
Convoyer bolting is thc enly major rutbor preduct whero a

sorisus shortngo oxists. Production capacity is being inercascd, but tho
cutlook for 1948 is that demcstio demond will cxcocd the total preduction
for that yoar, Roqucsats ef tho European nations for 1948 alenc aro equal

te about enc-half of the United Stotes estimntod produstion, The Committoc
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recommeonds that thoso roquoats be ecrcfully scrooencd with rospoot te how
mach convoyor bolting oould aoctually bo put to uso in Buropoon soal minea
during tho noxt four ycars and particularly in 1948,

€. Chomiocala., Roquiromcnts of shomiocals woro net given in +tho

CEEC Roport, but cstimatcs havo boon mado that indicato that tho total
demand in 1948 en tho Unitcd Statos may bo in tho ncighberhoad ef $260
millionas. As tho total cstimatcd eutput of the United States! chomical
industry ia around $9 bdillions annually this figure roprosents a very
smnll poertien ef tho tetal., MNovertheluss, therc are somc critical arces

whore any inoreasc in exports oculd havo a sorieus cffcot en tho dcmostie

industry.
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VII. THE MAGNITUDE OF THT PROGRAM

A. NHature of the Caleulations.

The analysis in seotion IV on requirements and availlabilities indicates
linits oo thc quantities of a number of key commodities,that can be made evallable
to Europe. It is now urgently naccssary to estimaste the overcll ccost and 1t is
understandable that Americans and Buropeans attach great signiflcance to any such
estimate, whether it is the CEEC estimate as & measure of Furopean need or an
American estiiate as a measure of what the United Statee can underteke, This sec-
tiocn cf the report sets forth estimates of overall magnitude. But in presenting
then, the Committee wilshes to make two observations, heth of which are warnings
ageinst overemphasizing the irmportance of any such figzures of overnall dollar nag-
nitudes.

The first observation is thnt, while total nagnitudes heve to be ox-
preased in dnllars, the basic decisions should be mnde not in terms of smounts of
money but of quantities of goods. This has nothing to do with admlnistration, It
does not mean that any pert of a progron of Anerican 2id should necessarily take
the forn of the supply of comnmodities rether thnn the transfer of funds, It is
rathar » way of emphasizing the faocet that the real cost to the peovle of the United
States depends upon the amcunts ¢f gnods end sorvices supplied; thet 1s, the real
wealth transferred to the ;overnments and people of nther ccuntries. It does not
dapend upon the size of entriles in boosks of acccount,

The seocond obe=rvation hse to do with the nature and imperfections of the
figures., For reasnns explained in sectisn III on the ¥uropean recovery problem, the
amount of American aid required cen be estimested only by calculating the forei:sn
exchange deficit of the particlpating countries. To make such a calculation even
for a 1imited veriod 1%t 1s neoccesary to engage in a kind of econonle forecosting
which 1s subject to a wide range of error, rc matter how honestly and corefully

done. Furope's import noeds are affected by the smount of ccal that is mined in
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the Ruhr, the severity of the winter, the size of BEuropean crops, and rates of
production in nany European industries beside mining and agriculture. An estinate
of whot Europe will actually irmort must toke account of the avellsbilities of
supplies elgewhere in the werld., European exnorts depend directly upon prodﬁéiion
and that, in turn, upon imports. Unpredictable though they are, Eﬁiopé's imports,
experts, and nroduction can be more reliably fcrecast than can the prices ot which
Eurcresn exports can be sold and the prices that will have to bhe pold for ioports
of £o¢d snd raw materials, Yet a chango in the forecasting of any one of these
alterg the estinate of the forelgn exchan.e deficit.

Becauss of the inherent impossibility of nerrowingz the margin of errcr
to & tolernble size, no honest man will try to decide at this tine how rmuch said
Europe will need =nd how rmch 1t woeuld be wise for the United States to glve for
o perilcd as long as four years. Moreover, grave eonsequences would follow fron
any 1ll-advised attempt to achieve a finality for which there 1s no basis. 4 rigid
celling set ton low would provoke another erisis; one set too high wonld encourace
wvaste, Nor isg finrlity necessary. Preswiedbly, funds to e-ver most of whatever
progran is approved will be provided by Congressional spnropriation or by a publie
enrnoration whose annual budgzets would boe subjeet to Congreossional review, Henee,
the finel deoision will bte made year by year: ndninistratively, the unpredict—
ebility of the need wlll be recognized. Howevcer, the American people have a right
to know what 13 likely to bo the ultimete cost of any commitnent upon which they
enter. Accordingly the estimatee presented here are in the form of o renge of
pcasitbilities defined by an upper and a2 lower linit rother than in terms of o
speeific flgure. Estinates in this form of the mrgnitude of the whnle progranm

must bte supplemented by nmore precise flgpures covering the first year,

B. The Burden on_ the United States Treasury.

The Conmittee helleves that the burden cn the United States Treasury

in the forn of grants and loans would he approximetoly $5.75 dllliocns for the
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first calendar year of the program and between $12.5 and $17.2 billions over the
whole four~year period. If American alé is promptly mede avalleble so that the
e~lendar year 1948 may be taken as the first year, the unexpended portions of
appropriations already made for ald to the participating countries will cover a
part of the cost. It 1g estinated that approximately thres-quarters of s billion
of such funds will remain which would reduce the amount of new appropriations
needed to aporoximately $5 billions,

These figures do not represont the full foreign exchange deficlt of the
particlipating countries, The way they are caleulated 1s swwmarlzed on the follow-
ing pages in Table I for the yesr 1948 and in Table II for the yeers 1948-51. The
first step 1s to estimate the lmports that the Furopean coantries will need from
the United States and from Canada and DIatin America. This 1s the major cost
that the countries in question have somehow to cover in currencies other than
thelr own, HNext, it 18 necesgary to estiretse the participating countries’ em-
ports to the Wegtern Hemisphers. To the extent of their exports they will be
paying for their imports with their own production. Although exports and imports
are the two largest elemonts in the balance of payments, there sre other costs
thoy will incur and other rovenues they will receive in the currenciles of the
Western Hemisphere countries., One cost 1s that of supplies for dependent terri-
torles. Ancother 1s for services of all kinds, especielly shipping services. The
revenue itens include earnings on their remelning investments in this hemisphere
and what we pay for shipping and other scrvices. All of these items are summed
up in the third and fourth lires of Tables I end II. The result 1s a figure for
the estimated balance of payments deficit which moasures the exccss of the costs
and mast be met by the participating countries in the Western Hemisphere over
thelr revenues fron the Wegtern Hemigphers.

It 1s impossible to go further in tho calculation without encountering

a2 najor complication, Plainly, the size of the Europsan balance of paynents
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Het position on invieible account.,........ -. 56
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Unadjusted Balance of Payments,..eveeuna... -5.99

Terme of Trade Assumptions:
Agsurption of stable pricce of imports...
Assummption of felling prices of importe..

Adjusted Balance of Payments:
fssunption of etable pricee of lmports...
Assumption of falling prices of irports..
For Treasury Financlng. ..o v vvvecarsnnsss
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Assumption of falling prices of imports..
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deficit will very directly effect the prices the Furopean esuntries will have to
pay for European imports, If prices decline, they will Be able to buy needed fcod
snd raw materlals more oheaply; if prices stay at present levels er rise further,
their imports will cost them proportionately more. The CEEC made 1ts calculatlens
on the basis of an assumption the Committee belleves to %3 unreallstic. However,
to rest any ccnoluslens on any specific assumption as to the tehavior ef prices
introduces into them an unpradictably large element of uncertainty. Therefore,
two alternative aesumptions have been empleyed. One takes account of the present
high priaces and allows for little price decline in the next four years, The other
1s the optimistic assumption employed bty the CEEC that the prices the Eurepean
countries pay for thelr imports will decline steadily. The estimate of the balance
of payments deflclt has Been adjusted on the basls of each of these two agsumptlansg
and the adJusted flgures are those in Lines 8 and 9.

The resulting adJusted deficits are considerably_larger than the esti-
mated burden kecause they will not have to be covered In full by gronts er leans
from the United States Government. In order to arrive at the cost of the progranm
te the Unlted Statcs Government at.least threc deductians mast be made from these
figures, Flrest, whatever dollar funds the Internationsl Bank makesg available for
the flnaneing of capital develepment programs will serve to weke up a part of the
deflcit. Second, unless 1t 1s contemplated that the United States Government shall
make up the entire halance of payments deficlt incurred by the European natiens in
their trade with Crnada and Latin America, a further deduction oan Be made for
that proportion of it that is oevered in same ethor way, Third, there will almost
certainly Be some private capital funds avallable to fipnance Eurcpean governnents
and enterprises, especially in the latter part of the period, The American cor-
poratlons that have branch plants, for 1lnstance, will probably have to provlde some
such funds. ZEffective monetary and exchange strbillzation would make some Furopean
private dollar bhalances available, A successful recovery progran will certalinly
rlace a number of the European

~=62027
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governnents in a position to go to the private capital market before the four
years have elepsed. These deductions should total between $1 and $1.25 billicns
in 1948 and fronm $4 to nerrly $6 billions over the four-year period. The estimates
set forth sbove of the burden on the Troasury are arrived at by making these
deductions from the adjusted belance of payments deficits,

The final results appear in Lines 11 and 12 of Tables I and II. As to
the cost of the whole four—year program, thoe lowest figure arrived at by the
nost favo:able combination of assuuptions is $12.5 billions; the highest is $17.2
billions. There is a siiilar range of possible estinates for the year 1948. How-
ever, certaln possibilities as to the first year can be discarded as Highly un-—
realistic. It seems particularly unlikely that Buropeen imports can he bought
during the next 12 months at the prices that prevailed last July, in view espe—
cially of the large increase in the price of food that has taken place since then-
and the world shortage that seems certein to continue for snother year at least.
Congequently, the range of figures for the cost to the Tressury that is helieved
by the Comnittee to be relevant is from about $5.5 to Just over $6 billions, It
is recommended that planning proce:d on the 5&313 of the figure of $5.75 billions
as stated above.

C. Europeen Irmports.

This statement of conclusions necds to be supported and explained by
gome reference to the underlying estinmates. It is logical to begin with the
figures for European imports. Certain iiport requirements appear to have been
overatated eveon as requirements. However, those for foodstuffs and for mosat
consuners goods have not, and probably raw material requirenents are reasonable as
such, But certain of the figures for capital goods and equipment are decidedly
high. The most extreme case is that of agricultural machinery. The amount stated

to be required is so large thrt there is the gravest doubt as to whether it could
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be utilized by the importing countries even 4f 4% could physically be made avail-
able end its import could be financed., Mining machinery is enother case in point.
Although a high priority is and should be attzched to expanding coal production,
o highly competent study by the Europenn coal organization suggests the requirenent
rnay be lower than that stated by the CERC,

Fuar wore serious than the overwstatenent of needs i3 the revision in
import estimates required by limitetions on supnly in the United Statcs and else-
where. Total food and fertilizer imports will rlmost certainly be $3 to $4 bil-
lions less over the four-year period than those preojected in the Paris programn,

The gupply limitetion will be serious in the cese of cotton and non~ferrous rnetels
and it will be the controlling factor with regard to shipnents of many types of
equipnent and machinery fronm th2 United Statses.

Revised estineates of imports arc set forth on the following page in trble
III in comparison with the Paris figurcs, Ag the moargin between the two alterne-~
tive sets of reviged estinates indieztos, thore is grester uneertainty concerning
irports fron the Enstern Hemisphere thon those fronm Cenada and Latin Anerica or
from the United States, Total inports from the United Stetes for the four-year
pericd are estimeted to be fronm $2.5 to § billions lower than estimated by the
CEzZC when adjusted in the light of supnly possibilities, However, the revisad
figures for shipments from othar YWestern Hemiaphere destinstions range from threo-
auerters of a billion below to $1.5 billion above the CEEC figures. Thz Peris
egtinntes of what woﬁld be avalilable from Canada and Latin America would appear to
have been more realistic than their ap-raisal of thc supply position in the United
States.

D, Furopenn Bavworts
1t is more Aifficult to mnke nny reasonrble estiante of Europenn exports.

3ince the physical availability of supply will be the lluiting facter on imports
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Table 1T A, <=£0 States Import wequirements for 16 rFarticipating ‘ountries
’ and 'estern lermany
(In bhillions of aollars)

1248 Total 194c-1951
Other rastern Uther kEastern
USA  America Hemisphere USA America Hemisphere
Imports of Commodities Jovered by Paris
Technical Committees
Gommodities
1. Pood, feeding stuffs and fertilizer 1,h52 1,856 1,537 5,910 7,807 4,732
2. Coal and other 50lid fuclS.eevssena 342 —— ¢55 665 - 1,515
3. Patroleum productS..esesesssssscess 5123/ n.d, n.d. 2,137a/ n.a. Nea,
h-o .T.I‘Cm and Steel prod‘ccts...........- 3?0 - h-3 1’292 - 11‘-16
50 Timber.....-..c.......--.co.o---o-- 96 170 253 351 621 l,hl?
Equipment

6. Aericultural m2achineryeceseeeservas 370 - Nn.a, 1,128 - Nn.2a.
70 j‘l'?ining machinery-..-....---.--.---- 80 - n 220 i "
Bt Electrical equipment-.-¢.-...-.oo.o 150 - h 500 - "
9 Petroleun equipmente.csesceosrrsoas 166 - i 555 —— "
10. Steel pl‘:‘lnts-oo.'lciot.-.o-.o.ouuo. 100 ——— n h-oo - H
11. Inland transport equipment..eecesse. 203 - f : L0 - n
121 Timbel‘ equj-pment'aoao.---ou-ooo--.-- 10 —— L) * 32 —— I
13, Sub~total prorrammed items 3,853 2,026 2,L88 13,791 8,428 12,810

Other Imports
lllo Machinery’ NeCaSsserervvesesrssrrsvens 287]3/ - N.a, l,l}.[.& - noa'
15. Unspecifie'd.'cc.lo.’tnt!o.l.oloil'.o.t 1,?8?‘— ].,212 2,211 6,086 5,619 9’388
16. Tot!al ImpOl"tS (-13%.1&’(15')“.01tooc-o-.o.to-. "‘5,927 -3’238 _h,699 "‘21’025 —lh,OhT _22,198

.3/ Estimate of doller costs for petroleum imports from all sources. b/ Partial estimate,
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Tanle Ii7 B, s#stimated Imports of 16 Farticipating Countries and
.estern Jermany fgsuming Low .vailability
{™n billions of dollars)

1548 Total 19L8-1901
Other  Kastern Other vastern
USA  America  Hemisphere US4A America  Hemisphere
Tmports of Commodities Covered by Paris
Technical Committees:
Cormodities: -
1, Food, feeding stuffs and fertilizer 1,150 1,500 1,030 4,350 6,450 5,190
21 Coal and. .ther Solid fuelﬂ........a 370 —— 200 825 _— 1’150
30 PEtIEBleum-n--.....-.-.....o...--..- 250 235-8.-/ E/ 850 1,3652./ E/
L. Iron and steel productScesssvevecss 175 20 25 &75 80 70
5’ Timt)dl‘n 0"!‘2"‘02‘0.0'.‘!‘.::‘ Fefcsddevdt 95 lh'o 00 3)45 520 1’125
Equiphent:
6. dgricultural machinery.....accvevva 75 15 neg. L5 30 neg.
1. Eining machinerysieceseossversssasss 80 neg. " 220 neg. u
8. rlectrical equipment..cvevesesocaes 100 n u 355 L "
9. PetrOleum equipment....--.......... ?5 t " 3?5 " "
10. Steel lets....’..........."....'. SO “ " 200 t' "
11. Inland transport equipment...c.eoe. 60 Ll n 150 " "
12. Timber equipment-...............-o. 15 w " 55 o "
13. Sub-total programmed items 2,495 1,910 1,455 8,555 8,505 7,535
Other Imperts:
1}4. ;J:achinery’ r‘.ae.s.noto..I..O..l.l.l'oio hoo - n.a“ 1’3;0 - nﬁal
15. U‘[].Specj.fiEd.....-.-...-...--o..o-..oco 1,LLSO 1,050 13900 LI-;?OO h]BOO ?’ 900
16. Total ImpOl‘tS -(13)‘1L’£15) tedFudrdas e davad “11,3115 -2’960 "'3 ’355 -Ihj 905 -13]305 -15 ,h-35

g/ Estimate of dollar costs of petroleum imports from all sources other than iJ,5,x.
b/ Estimate of imports not available see fostnote a/.
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Table 1T C. istimated Imports of 16 rarticipating Countries and,
“estarn Germany .esuring iigh dvallability
{In billions of dollars)

Inparts of Commodities {overed by Paris
Technical Jommiitees:

Commodities:
1. Food, tfeeding stuffs and fertilizer
2. Coal and other 50lid fuelS..ieveesas
3. Petroleum ..vevurevsonssaesaononess
L. Tron and sheal productS.ssseccecess
5. Timberceseceovaonsrsacreosssransane
Equipment:
6. Apricultural machinery¥ecsscceesanss
7. ¥ining machinery..soesavenevcnsesss
8. Electrical equipment.cecseceseseoss
P Petroleum equipment..seessvcscsseen
10. Steel plant8..ivescesseresesroonvan
11. Inland transport equipment.........
12, Timber equipment..icieresersrencssn
13, Sub-total programmed items
Other Importa:
14, Machinery, Ne€eS.iesessessessorasnnsases
15. Unspecifiedicssiieisosenacnsecocsssans
16, Total Importe (13FLUI5),ceeeeeinniennne.

1548 Total 1948-1951
Qther zastern Other Zastern
USA  America  Hemisphere US4 America  hemisphere

1,270 1,825 1,600 5,320.- 8,325 8,500
370 —— 255 . 775 ~- 1,515
250 235a/ u/ 1,000  1,21%a/ o/
300 2o 25 1,135 80 70
95 170 215 345 620 1,250
125 15 n.a, 655 S0 N3

105 - i} 320 —— Lt}

125 - L L55 -— d

130 -- n 525 -~ n

100 —_ ] 350 — "

60 - i 210 - n

15 — 1t 55 - "
2,945 2,265 2,095 11,145 10,330 11,335
500 -_— Tlade 1’700 b TieQe
1,600 1,140 2,000 5,750 5,280 8,500
"S:O]-l-; '3 ;LI-OS "]4- 3095 "'18,595 “15,61_0 ""19,835

a/ Estimate of dollar costs of petroleum imports from all sources other than (.3.4,

b/ estimate of imports not available see femtnote a/.
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in so irny coass, A basis cxists for deternining what may reasonably be expected,
However, Buropeen export caprbilities denend primarily on Euromean production.
There is little doubt that Burovenn exports were over—estimatcod in the Peris
report, probsbly by a rnther large percentnge, Domestic production goals set
forth in the Paris report are generslly on tiac optimistic side. The ovidence of
recent production rates and recent exports suggest that it will be difficult for
the Europenns to re~ch the goels they have set. A spsll percentage decline in
dorestic production nay be sufficient entirely to wipe out an exportable surplus.
vioracver, 1t would be unwise for the Burapean governnents to merintnin exports by
irposing too severe an susterity upon domestic congumers., Wholly aside fron the
intrinsic desirebility of oaintsining an adeausrte standard of living, some in-
cregase in the supply of consuners goods seens olnost essentinl to the restoration
of production ircentives, The nttermt to reach export goels if expectations of
production are not fulfilled will only add to the inflationnry pressures thet are
rasponsible for go many of the nresent dislocations in the European ccononmy.

Aside from these general considerations thers ere a nunber of specifie
crses in which the unzveilability of imports will operate directly to linit
Buropean exporta, The case ef gami-finished steel products has beon noted in the
sectlon on steel requirenents.

It appears impossible for European exports of finighed steel products
te reach anything like the Paris figures without very damaging effects en thelr
domestic stecl consuming industriss. The textile industry nay turn out to be
another case. The world supply of cotton does not apwear to be adequnte to permit
operation of existing freilities to capneity without which large exports could not
be achieved, The quantitative inportance of this particular component 1s impos-
sible to gauge because 1t 1s not sepsrsrtod cut in the CEEC roport, As these two
examples lllustrate, the expsctatlon of European exports as large as those pro~

Jected in the Paris report is not consistent with reduced estimates of irmorts.
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The larger the reduction of imports imposed by supply limitations, the greater
the reduction of exports. On the basls of the smaller of the two alternative
ostimates of Furopern imports in trble II, it has gsesmed realigtic to cut the
CEEC figuras for exports to the Western Hemisphero during the whole period of the
program by about one~sixth. In dollars the cut is §1.7 billions, BEven taking the
highest estinate of Buropecan imports, sonewhat lower exporf figures rmst be used
to take mccount of specifie shortagos euch ss steel and cotton. The figures used
in arriving at a rough cslculation of the ®nlance of paymentsg deflcit are glven
in Tables I and II.
o, Prices,

The exports nand imports of participating countriecs will be the decisive
elements in thelr balances of payments. However, » third factor which will de-
cisevely affect the result is the relationship between the prices the European
countries recelve for their exports and the prices they have to pay fer their
imports. The Paris caloulations asoune that price relationships will change over
the nsxt four years in favor of the particinating countries., To glve effect to
this assunption, the figures for gross imports are reduced by 73 percent for 1949
10 percent for 1950; znd 123 porcent for 1951. The downward adjustment in the
cost of imports from the Western Hemisphere, (shown in Line % in Tables 1 and 2,)
amounts to over $2% billions for the four—year period,

In aporeaising the realisnm of thils assumption, it should be borne in min¢
that it implles & decline in the prices of foods ~néd raw materiels by more than
the assumed rcduction of 12 percent in the prices of all Furopeen imports. Unles:
future price changes follow a totally different pattern from eny that have oc—
curred in the past, the prices of many products will he relatively rigld even in
the face of » dzeline in the general price level., Specificnlly, there is no rea-
gon to expect that the dollar cost of most 1ltems of machinery and equipment will

he sharply reduced. Most of the reduction in the avernge cost of imports would
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have to coma about through a decline in the prices of fords and rew materinls,
Thes2 flexible price 1itoms make up about & third of CEEC's estimate of imports
frem the United States and more than half of total estineted imports from all
sources., Thus, the CEEC agsumption implies a decline in the cost of food and ravw
naterials in the order of 20 percent ovsr the next four yeara,

This agsummtinn is diffieunlt tc aeccept. It 1s pointed out in the sec~
ticns of this report dealing with epecific ccmmoditics that Eurcpean import needs
in neny fields ernnct he met bocause of tho unavailarility of goods, World sup-
plies of grain, neet, and fats and olls will protatly be inadeauate for four
yearg, Petroleun requiremerts of the megnitudo estimated by CEEC cannot be met
hecouge of the limitaticns nn world production, refinery capacity, and meang of
trrnaportation. The story is the same with regard to mnny raw naterisls and
narufactured goods., This ocutlecok for a contimued shortage of the foods and raw
nrterinls which Burope mast irmort, which arse also the goods with the most sengi-
tive prices, is not consistant with the assurption of a proncunced fall in the
prices to bc paid far imports by the partieipnting couptrics., Moreovar, the
prices assuned by the CEEC for the first year of the progran are those of July 1,
1947. Thus, the sterting point is too low, especially for foods., Realism re-
quires on upward revisicn for the first yenr.

Altkough the CEEC's assumption atout prices is almnst certainly too
optimistie, any specific alternative esswmptinon would alsc bo subjeet to an ex—
tremely wide moredn of error, Therefors, in recalculsting the foreign cxchange
dcefleit of the partinipating eountrles, twe alternstive assunpilons about prices
have been used to deicinine » renge of prssivilities; as with eancrts and ifmmorts,
The CEEC assumption derives a certain suthority fion its use in the Paris repurt;
it has theref~re been emmloyod as the most optimisiic elternative. To define the

less optimistic alternaotive, it has been nssumed thet prices in the first year
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would be 74 percent higher than July 1, 1947, and 73 porcent lower in the fourth
year, The Committee believes thet the actuml couree cf events willl he ruch closar

to the less optimistic aseurmption.

F. Trrde with the Bagstern Hemigpheres.

The cnly other factor of major lavortance in the calculatlon of the
btalance of trade deficit 1s the treatment of trade between Eurcpe and the Eastern
Hemisnhere countries, The CEZC estinated that this tradec would bo approximately
in balence in the first ysar of the progranm and that the European natlions would
accumilate a surplus of over $3 billions in the course of the four-year perlod.
It further assumed that this surplus could he used to reduce ths forelgn exchange
deficit expected to be incurred in trado with the Wostern Hemlsphere. 4 discus-
sion of this polint would lead too far afield from the text of the report and i¢
15 deferrad to the Appendix on the Magnitude of the Frogram in Part 111, The
essurmtion actually used in the revised czlculations given in Tehles 1 ond 2 4s
that only half of the Eestern Hemlgpharo surplus could be epplied sgalnst the
Western Hemigphere doficit.

. Significance of the Estimated Budgetary Cost.

If the estinates of the cost of tho foreign ald program to the United
States Trossury discussed in this sectlon are tc be sesn 1n perespective, 1t is
necessary to bhe cleer as to what the figures inolude, In the first place, they
inc;ude an eatinats of the occupaticn costs incurred by the United States Army
in Germeny and Austria, ninus the direct cost of United States troops and person-
nel. This 1itexz will soon be running at a rate of over $1 »1llion e yeer. The
net figures also inelude items of the sort that have been flnanced in the pest by
the so—-called post—-UNRRA relief progran rnd, indeed, ell forms of United States
Governnent srant or loan. For the first helf of celendar 1947, withdrawals and
distursenente for relief, loan, nnd grant—-in-ald purposes in Eurcpe, excluding the

British loan, have been at an annual rate of about $2 billions & year, PFrior to

http://fraser.st\ouisfed.org/’""'sgoz?
Federal Reserve Bank of St. Louis



-L1l-~

the astrhlishnent of ennvertibhility for sterling on July 1, rnd the ran on stere
1ing, British lcan withdrawals wers at the rate of §2.6 billions. Taking the
threc items together, Germany plus cthsr reliof plus British lcan, it may w»roperly
ha goid thet the United States has been covering the Buroneen feoreign exchenge
deficlt ot a rate of over $4 hillisns per year. We know that we are counitted to
ot least one major contimuing nutloy for occupation costs. To thls extent, at
least, the promosed prograi ls not a net additicnal burden ¢ver and olove thnse
which we would heve had tc bear in any case.

In the light of these comrents, the Comnitteels judegment as to magni-

tudes cen te expressed in qualiltatlve terms as followss First, as to the izme-

diate future, what is required 1g the contimuntion and a ncderate increese of
what the United States Government hos been doing, together with the initiation
of large—seale lending by the Internaticnal Bank, Although thie would not involwe
an Inereage in total amount, the expenditures would bte tetter dirscted and hetter
controlled as to destination and use, ond they would e mede in vursult of a nore
constructive ~nd more cloarly defined nbjective, Seccnd, £s to the whole four-
year program, precise enleulation is impcessible; the CEEC's estiumte of the
foreign exchange deficit will probably turn cut to have lLeen t¢o large; reverths—
less, the defieit will be of the order of nmagnitude indicatsd in the Parils report.
Viowed from the standard of the United Strtos interest in Zuromean re-—
covery, an estimate of the ~mount =f ald required 1s an estlzate of the price that
mst he pald for certein impsrtont henefits. The “encfits eres hunen, eeononio,
and politleal; they Include the preservation of a cartnin kind cf suiclety and, 1t
is hoped, the preventinrn of Werld Wor III, The Committes desires to emphosize 1ts
profound belisef thet there enuld he no ncre westeful procedure than to make tos
snrll an investment, Eurcpean requirements should he examinod realistieally. The
United States shculd limit 1ts ald to what 1s renlly necessary for recovery and
rmst linit 1te a2id en as to éafeguard its own roscurces, But if too narrow a con-
cention of what 1s needed for recovery preveils, the recovery progran will degen~
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VII. THE FINANCING OF EUROPEAN REQUIREMENTS.
A. Pregsent Dollar Regources.

The prineiple of helpipg Eurcpe to help itself applies to the flnancing
of the progren as well as to production, First then a brief survey of Europe's
own financial resrurces is in order.

Discussion of the world dollar shortage might give the impression that
the world outside the United States was bare of gold and dollars. This is not so,
The gold stock of the United States is at present approximately $22 billlons; the
amount of gold held cutside the United Statos, exclusive of Russia, or earmarked
for forelgn account in the United States 1a about $11 billions; and tc this may be
added cash dollar heldings, which ars claims on gold, to bring the total be be~
tween $16 and 17 billjons of gold and dellar balances. Thus the basic gold and
dollar reserves of other countries, as a total, are substantlally larger than before
the war in financial terms, though smaller in terms of purchasing power. They are
not far from their pre~war relaticnship to the United States gold stock,

The difficulty, of course, lles in tho distribution of these reserves.
During and since the war the liberated Western Burcpean countries have been stead-
ily losing gold and dollars, and up until very recently the neutral and Latin
American countries made substantial gains.

The net of all this is bhat the United States is nsot the only holder of
gold and dollars, and the dollar shortnge may be eased somewhat by the lncrease of
trade and the extenslons of credits among other countrles of the world in addition
to any ald which the United Stotes wmay render., These gold end dollar balances of
course represent the monetary reserves of these countries agolnst heavlily expanded
currency and bank credit; so the amount of leaway is not great.

More important thean officlal reserves is the amount of funds held by the
nationals of European countries, either in the fornm of hoarded gold, or 3n United

States or Swiss bank notes, and the still larger amount of balances and investments
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in the United Stetcs, Switzerlard, and elsewhere which are not today evailable to
meet the needs of those ceuntries, It is difficult to determine th® amounts of
funds of this sort, but, fer example, it is ostimated that in the case of Franco
the amount o¢f gold end United States bank notes hoarded is between 2 and 3 Billisn
dollars, The United States Dopartment of Commerce estimates that the areunt of
forcign investments in this ceuntry is apnroximately $8 billion, ef which $3 1/2
billion is stocks and bonds, with the rest principelly direct investments, reesl
estate, mortgages, and trust funds,

Several of the fereign countrics have employed varlous metheds of trying
te reach these funds by one legal device or another, with varying degrees ef suc-
cess, OSome pressure hes bcen breught upon the United States to =mct as & police-
pan in driving foreign funds back home, but this country has always taken the
position that foreign money here is under the pretection of eur laws and tredi-
tions as to the sanctity of the property rights of the individusl, These coun-
tries have e further potential resocurce in private funds of American business and
individualé. which would beceme available for leans or direct investment in Euro-
pean countries as soon as econonic conditiens became more stable. They ere now
being repelled by economic uncertainties. Experience in thils and previeus emer-
genclics apreary to indicete that the key to obtaining use of some of these re-
sources lies nst in legal corpulsions, but in the sstablishment of confidence on
the part of nationels of the different countries in the policies ef thelr ewn
Government, and especially in the stability of their own currencies. In this
situation, money can be coaxed, nct driwven.

Ta put the matter ancther way, we are all familiaer with Gresham's Lavw
which 1s that "ead neney drives eut good money." An essential reesson for the so-
celled dollar shertage in meny European countries is thet there hes been a flaod
of ®ad local money, and this bad money has driven the good money under cover lnto

Switzerland, the United States, and elsewhere.
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Bad money not only drives out good money but drives out goods, Secre-
tery Marshall in his Harvard address called attontiesn to the unwillingness of
farmers in many Buropean countries to sell their produce for dsubtful curreneles,
thus accentuating shortage of food. The situation cannot be corrected just by
supplying more dollars, to be hoarded in their turn, but o¢nly by turning the bod
money into good noney. That neans teking the well recognized steps to nonétary
stability=-balancing the budget, reducing the excess roney supnly, lncroasing
preduction, and fixing reeslistic exchange rates,

The effectiveness of a vigorous stebllization pregren has becn Indlcated
by recent experience in Belgliun, where such action, in conmbinatlon with other fac—~
tors, has resulted in increased producticn and trade.

The repert of the Parls Comnitteec recognizes this prineiple when it
lists as the second point in its progran "The crention and meintenance of internal
financial stabllity as an essential condition for sceuring the full use of Europe's
preductive and finencial resources." The questions which have arisen have related
not to thls principle, dbut to the tining »nd rethod of 1ts ap»lication. Some stu-
dents have suggested that currency stabilization, which hes as 1ts ain festoring
the balance between the volune of money and the volume of goods, cannot be effec-
tive until production has increased to a higher level, While currency etabiliza—
tion 1s easier when production 1s arple, the answer to this proposal at the present
tine 1s first that preoduction has already inereased substantially throughout riost
of Europe, and second that the currency disorganization is at present sc great in
France, Italy, and Germany that it ig a blighting handicap on production itself.

This Committee is of the opinion that currency stobilization is an es—
sontial immediate step without which further aid from this country will be waste~

ful and ineffective,
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B, Methods of Finanecing Amerjcan Ald.

Fortunately this country can draw upon a substantinsl body of experience
and well developed mechanisms in launching the Marshall program of aid to Burope.
The CEEC in 1ts Paris report recognizes four types of financial aid which may de
distinguished fron ench other not only 2s to the character of the aid, but as %o
the method of financing., Classified by their pwrposes, the distinction among
these four types has alreedy been recognized in the grants and credits already ex-
tended by the United States, as eunnariged in the table on the fellowing page.

1. Food, Fuel, and Fertilizer. The first type of eid is to nmeet hunger
and cold, It 1s the relief of human suffering and is a necessary basis for any
progran of rehabilitation., It now seems clear that the amount of dollars which
ney be spent in this area this winter is limited by what foods will be aveilable,
for the best thet America can do will feil to satisfy all of Europe's needs.

Looking ahcad, it is also evident that we cannot declde for four years
ahead just what the annual expenditures will be, for we do not know in advance
either how mich Eurcse will need or how much Anerica cen send. The reasonable
way to proceed is to make annual appropriations to cover the cost of food, fuel,
and fertilizer. The normal time te make these appropriations would be in the
Spring of the year when sone early estinmates are possible of the availabilities
abroad and here, subject to later revision when the facts are clearer. At the
present tine an eppropriation for the belance of this flscal year will correspond,
fortunately, with the present crop year., But next Spring it should be possible to
determine an approprlation for the fiscal year 194B8-49.

A further advantage of anrnual appropriastions is that they provide an
opportunity for the American Congress to review the progress that Furcpecen coun-—
tries have mede in developing their own resources. Appropriations for these pur-
posee should contemplate a reduction year by year in the amount required, subject

of course to the vegaries of nature,
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POTEITIAL GROSS SUPPLY OF DOLLARS UNDER EXISTING LOAN AYD GIFT FROGRAMS

(In millions of dollars)

Avallable or Funds drawn

Potentially through Un—
Avallable July, 1947 utllized
U. 8. Government lending
Export-Import Benk loans 3,500 1,820 1,680(¢)
Lend-lense "pipeline" credits 1,500 1,350 150(d)
Surplus property credlts 1,150 950 200
Ship gales credlts 330 160 170
Loan to United Kingdom 3,750 3,350(a) 400
Monetary Stabilizatlon credits 295 8(v) 297
R.F.C. Loan to the Philipplnes 70 70 0
10,595 7,7C8 2,687
U. S, Government Relief and Speciai Ad
U.N. R. B. 4, 2,700 2,700 -
Post-U.N. R R. A. 332 - 232(g)
Rellef in occupled areas 1,600 1,0n0(e) 800(h}
Greek-Turkish ald 400 - 400(1)
Philippine atd program 635 125(f) 510
International Refugee Organlzatlon 71 - 71
5,738 3,825 1,913
International Bank 3,266(3) 250 3,016(1)
Internationel Fund 3,406(k} 86 3,320(1)

(a) Through August 31, 1947: (b) Through March 31, 1947; (c) About $400 of this
wag already committed to non-Buropean countries by the end of July, 1947; (d) A1
tut $8 or $9 million of this 1s required to meet unpaid bills for goods already
procured; (e) Estimated; (f) $100 nillion mede stalleble in surplus materials;
(g) Appropristions for fiscal year erding June 30, 1948, a2s accepted by Congress
and including an allowsnce for China; (h} More then half of this is earmarked for
Asla; (1) Over 60 percent of this is earmarked for military purposes; {(3) This 18
consldered to be the probable celllng on World Bark dollar lozns., The Bank hae
about one half of a blllion dollars avallable to make loazns at the present time,
In addition, the Bank can sell 1ts own debentures in the Americen capltal mrrket
to raise further funds, However, the market will probrbly not absorb debentures
which would earry the total volume of debentures plus initizl contritutions over
the 1imit of the United States capltnl and other doller subscriptions, Although
the total euthorized lending power of the henk 1s $8.2 billions in various cur-
rencles, dellar loans are the only ones which can be used to purchrse materizls
and equipment in substantial gquantities for reconstruction purposes at the pres-
ent time; (k) United States quota of $2,750 million plus gold paid in by other
countries through Juno 30, 1947: (1) These funds are usable only as specified in
the Articles of Agreement undsr which the International Bank and Monetary Fund
were estrblished. The entire nmount csornot be made avallable in the immediate
future nor can it be made avallesble solely to Europe.

Digitized for FRASER ——6Z027
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

~Mb~

& second characterigtic of aid to Burcpe of this sort ig that it dces
not pravide by itself the mesns of vayment, It 1s not self-liquidating. To be
realistic we rmgt adnit that many of the countries of Eurcpe with thelr other bur-
d:ns are unlikely tc be able tc repay in dollaers additional loans which might be
nnde for the purpese of providing then with frod, coal, and fertilizer., DMore lcans
wsuld also stand in the way of offoctive operation of the International Bank. Ths
Connittee thercfsre belleves that appropriastinns for those purposos shouid in nany
crses be grants in aid, and not loans, and suggests a figure of $3.0 to 33,5 bil-
lions as belng of the apnropriate order of magnltude to cover such costs for the
first year of ths progren,

The repsrt of the CEEC finpnelal experts makas a sugzestion with respset
t¢ American ald which we belleve ghould be nade a pert of the terps of the grants
made for food, fusl, and fertilizer. The suggesation is thet the local eurrency
recelved Ly ony government fram 1te nnticnels as the result of Amcricen nsslstonee
shculd ba used i~ reduce »r avold inflationary borrowing fren bonks of 1ssae, cor
for praductlve purposes. We bteolleve this sugpestion 1s 2 sound one 2nd should de
a:bodled in definite, blnding terms, sc¢ that when & Buropeon givernment receliving
ald sells the fo2d or fuel t+ 1ts natircnels, the prceceds will n~t be used for
general spendling in the government budget, hut shall ecnstitute an anti-
Inflationary frrce or & dlrect ald to the developuont of the productlve cepaclty of
the country such as road bullding, To ingure the fulfillment of thle purpose 1t 1s
sugzested that ench eountry recelving such grants in 214 rake quarterly repsrts as
to the usss mede cf funds recelved from the sele of these surts of gZoods.

It should be added that making a distincticn dy nature of commcdity bte-
tvean grante-in~~1d and other assistance will 1in some ceses prave to be anocmalous.
Switzerland, for example, will be ahle to pay for all 1ts requirements including

fcod, whereas other cruntriess will find it less. easy to rapay even their loans for
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capital equivment. The agenecy administering the plan should therefore have the
power to deny grant—in-nid status tc rellef gocds when such o step would be ap—
propriate, In spite of such anomalies, the distinction between grants~lr—aid and
loans will stlll have to be mnde, and the judgment by nature of commodity s
prcbably the ﬁoat useful.

2, Industrial Eguipment. The Paris report recognizes thet a major part

of the industrial equipment called feor in the plan, with the exception of mining
machinery and agricultural machinery, would be financed by loans fron the Inter-
national Bank. This is exactly the purpose fcr which the Internaticnal Bank was
established,

The International Bank has a brcad charter cenabling it to make loans for
development and reconstructinn when the borrowing country prosents a sound preo-
gran whlch gives evidence of capacity to repay the loan,

The Bank has umusual quelificaticns for use as a spearhead for economie
reconstruction. It hes a staff competent to examine the position of countries
and to meke sure that funds are wisely used, It 1s internsticonal in character, so
that it 1s not open to the criticism of being sclely an Amerlecan agency., It uses
private funds and makes no present call on the United States Government budget.

It must consider the reasonnble poesibility of repseyment of 1its loans, which in-
volves questions of fereign exchango as well a5 domestle productivity. Whilc the
Bank has in theory lending power of §8 billinns, the Unlted States cash and guar—
antee of three billion dollars represents the amount which mey reasonably be
avallable within three or four years.

Experience in the past has shown that projects of the sort contemplated
here involve a vast amount of technical study and suggests that the number cf prej-
ects which emecrge after these technlcel studies have been completed 1s much less

than would at first appear probable, It 1s probable that the present rescurces of
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the Bank will be sufficient to cover loans of this type at least for the early part
of the period of the »rlan. 2Zut it ls rocommended by the Committee that, if thae
Bank's reserves should prove inadequate, they be suprlemented, presumably by an
increased United States! subscription. This recommendation is not to be undarstood
28 in any way affecting the criteria by which the Bank would determine the Xind of
loans 1t should make, or as & suggestlion however remote that questionahle loans
should be wndertalken, It is rather to he understood as a recommendation that the
Bank skould not be deterrod by coscern as to inadequaey of its ressrves fron making
loazns of this typc which it would willingly make in the abecnce of such anxilety.

It would be better molicy to supnlemont the Bank's resources than to adont any
other method of opcrrtion.

3. Hnw Matori~l and Short-Term Trojects. In betweor the requirement for

food and fusl and the projects which conld be financed by the Internatioanl 3ank
there lies a »iddle arca of neads which is not as closcely defined or detailed in
ths roport of the Paris Commitites. In this area ore raw materisls, perhaps egri-
cultursl rachinery, reopair narte,; ond mhnufacturnd goods. Those nre the sorts of
thirgs which are nscossary for on increrse in production, but they are not propar-
ly regarind as equipment or guitshla for financing under the Vorld Banl, Felther
are they nroperly matters for ;_;r.nr-.1.:.s in aid, =8 arc food and fusl.

The United St-tos Export—-Import Bank is now financing shinments of cot—
ton to Italy and Geranny undeor such plane. Witk ony lrmrovencnt in conditions in
Buropc o substantizl samount of ths movenont of row nmnterisl shiould be firnanced
cormercinlly, nnd this should reducc the anount which has to be financad under the
Marshnll Plan, Groadunl trrnsfer of this financing to commercial cknnncls should
bo cncoursgede

As £ nethed of finencing to accerplish thoze variocus purposcs the Corm—
nittco nronposcs thnt the United States Export-Import Banly, which 1s alrendy opera-

tin., in this fisld and has the persoancel and oxpsrience, should be entrusted with
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the administration of this part of the program, under general policles to be de-
tormined by the Congress of the United States and dy and under the direection of
the new organlzatisn creatsd to administer the program. Slnee this buslness is
different in 1ts general cbjectives and prospects of repayment from the present
business of the Expert-Impart Bank, that Bank should set up & speclal department
and be furnished with speclal funds for this particular functicn. The exact
amcunt of the funds rcqulred is diffilcult to determine far in advance, but the
first year's needs night amcunt to avproximately $2 billions. Funds for this pur-
pose should not be tled, but should be avalladble to spend anywhere and the Jonds
noved in any ships. Purchases frorm other countries will at tines lessen inflatlon-
ery pressurog in the United States.

As o nechanical means for assuring the maxisun repaynent to the United
Strtes, with a minimm of hurden on the forei,n exchonges, it is susgested that
when Burcpean governments receive nateriels under this plan and sell them to their
natlicnals, thcy deposit the proceeds in leeal currency in trust accounts elther in
the centrol bank of the country or in ocne of the large commercizl banks, under the
guarantee of the central bank and governnent with rosmeet beth to the payment in
local currency and the guarantee of the gold value of the loesl currency.

These locel currencies should be available, by rutunl agreecrnent of the
United States and the country concerned only for corteain specified parposes and
with the undertaking that thelr expenditure would not constitute a burden om the
forcign oxchange of thet country; that 1s, was not to he transferred into dellars.
The uses for which the funds cculd be spent would de specified, and would Include
the purchrge of otrategic row naterials which the United Statcs desired to stock—
pile, and which eould be obtalned elther in the country itself or in its dependen—
ecles, The purposes would alsc include expenditures tc aid in the producticn of

the strategic raw naterials, or othoer local currency expenditures regquired ty the
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United States Government, such as expenditures for its Embassy or representatives,
or expenditures for education or eultural purposes such as those specified 1n the
Faltright Act.

4, Funds for Currency Stabilization, The Paris roport suggests that
when the countries of Europe undertake stabllization programe they will reguire
some dollers end gold to add to thelr reserves as assurance for the success of
these programs, The Paris Committee indicates that the funds required for this
purpose are separate and beyond the other requirements listed, and the amounts
are difficult to determlne, though 1t suggests a figure of §2 blllicns, It nay be
noted first that $3 billion 13 four or five tines as large as the total amounts
required in the '20s for stabilizetion &nd is a sum which seems larger than nec—
essary if the European cruntries take the nccessary stere to correct the malad-
Justments 1o their internal economies. ¥With the present exchange controls and
other restrictions which are exercised, the amount of reserves required for cur—
rency stebllization should not be larqe.

The United States Congress has already appropriated and paid in to the
Internaticnal Menetary Fund #2 3/4 billions, largely out of the country's gold,
for the purpose of world currency stabiligation., It would nct appear reasonable
to ask the Congress for a further appropriaticn for this purpnse. The stetutes
of the International Monetary Fund appear to nake its resources available in
adequate anount for any country that carries through on effective stablilizaticn
progran, However, if it 1s the opinion of the Directors of the Fund that its
resources are not so aveilable, the statutes should be revised to make then sc.

It is, of course, clear that the statutes of the Fund, and irn particular the
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interpretation placed on the Fund's operation by the American Congress, prohibit
the use of the Fund by any country which has not taken adequate steps to place 1te
internal ecconomy in balance, and so would be using the Fund without prospect of |
repayment. The uge must be "temporary," and that eurely means that it st be in
connection with scund programs which have progpeet of plaecing a country in posi~
tien to nake repayment, A sound currency stabilization plan is certainly a major,
if net the principzl step in thie direction in the ccuntries of Burope.

C. General Comment on Methods of Fipsocing,

It is irmpossible for anyone to say st the present tine exactly what
amount ¢f'ocutside help Furospe will requirec feor its econcnic rehabilitaticn, nor
do we know within several billions of dellars the amount of econonie aid that
Europe will need and that the United States will be in a position to glve.
The Congress of the United States should not commit iteelf for large sune years i:
advance. However, it 1is essential to give Purope o pledge of our intersst in 1tp
wellbeing; to give it assurance thet its needs for equiprent will have thorough-
going and continucus consideration and assistance, to provide ths same facllitlesp
in the field of raw material, and set a pattern for decaling with food, fuel, nndl
fertilizer requirements fron year to year as the situation clarifiss itself. Suc
a clear indication of our intent should meke it possible for the Buropean coun— |
tries on their part to go forward with the economio changes which ere required to
bring them to a self-supporting basis, to key up their prcductien, to stabilize .
their currencies, and set thenselves wholeheartedly toward thet neasure of mutugl
cooperation, which pursued vigorously for o period of years will bring thea all

better living standards and greater assursnce of peace,
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%L, Financing Purchases Outslde the Unlted States

411 the dlscussion of fimancing up to thls point has been
dlrected to the problerm of financing goods supplisd from the United
States, But financing izports into Furope from other parts of the
world.is mearly s urgent and 1s s grest deal more complicated. European
recovery can be prevented or halted just as effectively by an inabllity
to obtain wheat from Argentina ond Caneda for cxample, as it could by
a lack of 4dollars to buy food from the Unlted States, Many of the
materinls and products whick Europe neede most urgently are in shert
supply here. For these 1tems it ls c¢learly in the intereest of the
people of the United States that Buropesn countries buy ~ maxinum
proportion of thelr imports clsaewhere,

4 nunmber of the countries which supply Europe with food and
raw materizsls have been generous in extending afid in the last two years.,
They have shipped goods to Burope in excess of the European exporte they
received in return, Several of these countries, notably the British
Dominions, have covered the trade deficit with grants #nd loans, Others
have accepted blocked European currencies in peyment, They have shared
with the Unlted States the task of extending aseistance for Buropean
Tehabilitatian,

It 1= te he hoped that they will contlnue to do so to the
best of thelr abllity, However, a number of thege countries are ba-
ginning thenselves to experience serious 2ifficultles, For instance,
Canrdlen importe from the United States are currently (es they regularly
were hefore the war) much greater thon their exports to us, At the sare
time they export more to Europe than they receive in return. The in~
abllity of thelr Furopesn customers to pay them in dollars has rcsulted

in a hesvy 4drein on theilr nonetary reserves, Certsin of the Latin
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American countries are in the sane position., Moreover, with a standard
of 1iving lower than our own, they 4o not have a large mergin of re-—
sources aut of which to support extensive aij to Europe,

50 fer ns the Eastern Bemisphere iz concerned, no serious
problem arises, The European countriee ns » group expect thelr exports
tn the Eastern Hemisphere almost to equal their irmports from that aren
in the first year of the pragrem and they expect their exports to ex-
ceed thelr irports from the Fastern Hemleaphere over the whole perloed,
However, the problem is ncute in the case of Cannda Ani Latin Ameriea,

Even after adjusting European import estimetes for the
evallebility of supplies, there is reason to believe that the deficit
of the participating countriee in their trade with C=nade ani Latin
Armerice will amount to between $1.9 and $2.1 hillions in the first year.
It 1s the Judgrment of the Committee that Aollar exchenge will have to
be rade nvallable to the European governuments to finmnce a subetantiosl
part of this deficit, The deteils as te the timing oni extent to which
dollars should be made awvailable for this purpose ought to be left to
the administrator of the agency charged with the execution of the plan,
for vhom gulding principles on this point should be 1l-1d down by the
Congress, Such guidance shouli nllow the ajdninistrator consideradle
flexibllity as to the proportion of the total sum at his disposal
thet he spends, or supplies to the Europern gcvernments, or nertlons
for then to spend In other Western Hemisphere countries, He would,
of course, be under all the usupl restrictions s&s to the total amounts
to be spent for a particular purpose, It must be ermphasized that the
imposition of a strict upper limit might well incresase the total cost

of the program oand intensify inflationary pressures in the United Etates.
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E, Relatlion to the Budget and Inflation.

This ecountry, ani in fact the whole world, 1s in the miist
of a great price inflation, EKeeping this inflation under contrcl here
1s important not only for us dut for other countries, for the United
States today holds the economle key to the clvilized world, So it 1s
essential that we pursue policles thet are not only generous ani helpful
in the ald they glve other countries, but which are also consistent with
eccnorle stabllity,

Any substantial program of foreign 214 1s inflatlonary in 1its
tendency, for the purchase of goois to export distributes purchasing
power, but the goods themselves mre shipped abrozd; so that the amount
of goods in this country which people mey buy 1s reduced, In view of
this Inflatlonary tendency of forelgn aild it 1s especlally necessary
that the method of financing should be non-infletionary. The broad
principle is thrt governrment speniing which 1s p~id for by taxes 1s
less Inflatlonary than that paid for by borrowlng.

A number of proposale have been mede for filnancing foreign
aid by some special sorts of borrowing from the public, They do not
st2nd up under analysis, for the Government 1s already borrowing from
the publie through savings bonds snd varicus other 1ssues rlapted to
different types of buyers abnut 211 that the public can buy, Additionai
berrowing would ~lmnst inevitably mesn a further incresse 1n bank credlt,
which 1s inflatincnary. The econelusion from this 1s that the cost tn the
Government of the forelgn »14 program must be met out of taxes, not
by borrowing. That is, the funis must be provided within a brlanced
budget. Further, in view of the present inflatinpary tendencies, it is
of great importance that the budget should show better than a balance,

and there should he A surplus left over to retire debt,
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There 1s still enother rcason why we mst financs the =21d
program well within a balanced budget., Other countries as part of this
program are undertaking to stabilize thelr currencies, which will mean
balancing budgets and reduclng the excess money supply. We vurselves
mist exercise leadership.

Fortunately under present clrcumstances this country should e
Able to meet essentlal roquirenments of n European ald vrogram within a
balanced Yudget, leaving something over for debt rotirement and tax ad-
Justments. In August the President estimated that the governnment
budget for the current filscal year ending next June 30 womld shew a
surnplus of $4.7 billions. Thie estimate included expected expenditures
of $4.3 billions for international affairs out of eypropriaticns al-
ready mede, but 1t included no estimates for additienal amounts which
might he appropriated under the Marsghall pregram. This Pudget estimate
has proved to he conservative.

Thus it would be possible to add $2.5 billions to the expend-
itures for forelgn ald in the current fiscal year and still leave 2
suhstential surplus, provided that expenditures in ether dircecticns
are not inereased. OSuch an addition would bring the totel estimated
expenditure for foreign and international affairs aid in this fiscal
yoar to about $6.8 billions.

Locking teynond the ourrent fiscal year it is of course
hazardeus to project the level of government recelpts as they reflect
business activity. Domestlc expenditure should show gome further re-
duction as wartime organizations and obligations are liguldated, The
requirements for the second full year cf aid to CEEC countries sheuld,

with any reasonable screening, be less than the firsgt.
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Thus the conclusion appears tc be justified that with governmental
seonomy at home, and with a continuance of a high level of business activity, we
should be able to finance a reasonable foreign aid program well within the limits
of a balanced budget,

F. Sunpary of General Principles for Financing Aiqd.

From the foregoing it appears clear that additionel aid which pey be
glven to Europe under the Marshall Plan should conforn to four broad general prin-
¢iples.

First, we rmst help Eurcpe to help itself, through developlng its own
resources and opening up the channels of privete trade and financing. Confidenco
in the soundness of currenecies is & first essentiel step, and this in tu?n neans
balanelng budgets and stooning governuwent bvorrowing from central banks,

Second, there rmst be encouragenent of private cepital to go to work
in Europe. In adéition to currency stabllity this teans the reduction of endless
regtrictions and rezulations and a freer movenent of nen and noney. It meens alsc
getting up the nachinsry of eid in such a way e2s to stinulete rather than supplant
the normal narkets.

Third, a clear distineticn sheould be drawn in nethods of financing and
adninistration between emerzency relief-—the food and fuel program, which should
dininish rapidly, will eall for annual eppropristions, and may well take the form
of zrants in sild,—snnd reeonstructior,—the more permanent bullding of reeovery.
In the fileld of reconstruction we should emphegize the use of more normal chan-
nels, should contemplate loans rather than grante, should use various existing
international egencics to the full, and should use the resources of private enter-
prise,

Fourth, the impact of the progran on the United Statos rmst be cush-
ioned. While the amounts involved pay scen modest corparaed with cut total re-

gources, they are marginagl anounts in the econcnic sense with respect to cur
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forelen trade, and with respect to the demrnds on our comnodity markets. But it
rmagt be kopt in mind that these nerginal amounts may tip the scale between ste-
bility and inflation, Likewlse, the agencles which execute the program zmst
adapt their operations frox: time to tine to the cendition of our narkets, and al~
ways have regard to the essentiel neod for econonic stablility in the United
Stetes as a keystone to world recovery.

If these prinaeiplos are followed rigorously and persistently and with
zoodwill there is reassn to believe that the United States has the means to meet

the critical needs of Buraope.
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VIII, T ECONQIC TLPACT O THE UNITED STATES

A, The Charncter of the Impnct,

The econonic effects of a Buropecn ~id progron on the Ancrican econ-
oy cennot be neasured with precision. Undur the procedure suggested in this
report, the United Stotes, while ngrecing to provide Europenn ald, woull set o
figure only for ths first yenr and fix figures for subsegquent years sas develop-
irng conditionsg nllowed. 3%ith no nver-nll npgnitude 2stablished, and with future
avallnbilitice of meny itens uncertsin, it 1s not possible to foresce the inpact
in detall,

Itlis possible, however, to exanmine the chafccter of the impnct. Such
an inguiry nny be directed either ot the way in which the whole progranm, os the
cunt of its nzgregntes, wlll affect the United Strtes, or ot the wny in which
sinrtages nf particulnar comnodities will exert thelr influences.

The first course calls for an investigntion of the Americen ferelgn
traie position, ns it hos stnod recently, :mdl as 1% might stend if a FBurepen
rid progron were adoptod. There is presented on the following pages a table
which shows the nes~ns used by forelgn countrice to finance purchases fron the
Urited States during the sccond quarter of 1947, ~nd the necns that they will
heve avnailnble in 1948 on the brsls of two z2lterncte assurmptlions.

The first hypothesis supposcs thot the suggeeted progrem of forelgn
2id 1s not adopted. Under thie oesunptisn totr)l Governnment oid to ell forelgn
countries in 1943 would be about $1.8 billiong for the yerr if new approprin-
tions for the occupled rress were nsade for the fiscal yeor 1949, The sccond
sssuption is thnt sufficiont zid will be gronted to nect the totel defielt
irdiented in the CEEC report, .

As indicrted in the table on sources of funds, totr)l expendltures by

the CCIC countries in the United Stoies in 1948, under the first assumptlon,
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nizht be shout ©4 billions, with expenditurcs by all countries totoling "12.6
billions. . The agnunl rotes for the second gquarter of 1947 were, respectively,
$7.43 and $21,16 billions, .

If 2id ie extonded to nmeet their full deficit, expenditures by the
CEEC countries in the United States might roach 7.3 billions in 1948, while
expenditures of other countries night smount to $10.8 billions, ‘The total
would be $18,1 billions, This is well below the rate for the second qunrter
of 1947 rnd sonevihrt below the sstincted retz for the whole year,

The differcnce of $4,2 billions bstween the 37,5 billions of finone~
ing rvnilable to CZEC countries under the socnnd rsswiptisn, nnd the incrense
of 3,3 billisns in their expenditures in the Unitecd Statos under thc szne
esswiption nay be explrined as follows:

1. Zven under the first rssunption, tho CZEC countrics are presuned
to use $2,4 billisng from the United Stafcs, the Intcrrational Bank ond Fund,
rnd their own rescurces, (Thies sun is included in the $7.5 billions unier the
second agsurption,)

2. Tho rest of the $4,2 billions, which amounts to $1.8 billinns,
ropresents balance of paynents deficits botweon GFEC countrics and the rest
of the world, Tt must be net cut of go0ld, dollars, other sssets or Unlted
States 21d 1f cesentizl cormodities are to be procured in the regquired volune
cutside of the Unlted States,

&g o result of reductions proposed in the present report, sponding
by CEIC countries would be raduced by about $1 to $1,5 billions, and re-spending
of dollars received from CZEC sources by nther countrics would be reduced 5,25
billions, Thus, total expenditures in the United Ststas undcr assunption 2,

would be reduced fronm $18.1 billions to rbout $16.5 to $17 billions, Thus, if
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SOURCES OF FUNLS USED FOR PAYMEWTS TC THE UNITED STATES

SECOND QUARTER 19L7 AND ESTIMATES FOR 19ug
{Billione of dollars)

Estimate for 1948 if no
asslistance ls granted
unier Marshall FPlan

Second guarter 1947 at
annual rate

Estimate for 1948 if full
trade deficit of CEEC countries
18 finsancel

Conference Conference Conference
plan Other plan Other plan Other
countries ecountries Total countries countries Total countries countries Total

United States 1mports of

goods and services, in-

cluding privete remittances 1,81 6.97 8.78 1.6 af 6.6 8.2 1.6 &f 6.6 8.2
U, S. Gov, loans and ai1d 5. 76 1,48 7.2b .9 .9 1,8 9
United States Private invest- [

ments, net b/ -0,16 0.8k 0.68 — -1 -.1 b
Dollars provided by World 1.5 1< N 9.9

Bank and Fund 0.59 — 0.59 K .2 .6 Y3 ’
Liquidation of foreign dollar : l

gssets, inclulding newly mined

gold 1.93 2.7%  b,67 1.1 1.0 ¢/ 2.1 L 1.2 ¢f
Less: Dollars paid to other

ATEAS ~2.,20 - ~2,20 - — - -1.8 &/ — ~1.8
Plug: Dollars recelved from

conference vlan countries - fe.20 f2,20 - - - -- £1.8 £1.8
Errors and omissions ~0.30 -0,5%0 -0,80
Totrnl dollars spent in Unlted

Stotes for goods and services,

income on investrents, and

amiortization of United States

Government loans 7.43 13,73 21.16 L.o 8.6 12.6 7.3 10,8 18,1

g] Excluding imports the payment for which is mesumed not to become avallable t0 the monetary authorities of the ex-

porting countries, Q/ Net of repayments of prineipal on loans,

g/ Officlal =2nd private assets, i,e, net of any increnses 4in private 2oller holdings.

g/ Including payment of the deficit of the lependent territorles of 0,26 billion dollars,

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



DOLLAR EXCHAYGE ARD DIRECT AID UTILIZED 5Y FOukICGH COUMTAIES,
SE;OND QUARTER 1947 AND ESTIMATES FOR 1948 — CONTIHUED

(Billions of dollars)

Second quarter 1947 at 1948 Assumption I 1948 Assumption II
annual rate (conference plan rejected) {conference plan accepted)
Conference Conference Conference
plan Other plan Otrer plan Other

countries countries Total countries countries Total countries countries Total

Expenditures for:
Earnings of U. S. invest-~

ments abroad 0.07 0.85 0.9¢ 0.1 0.6 G T 0.1 0.8 0.9
Repayments on government
loans 0.0% 0.01 0.10 0.2 0.0 0,2 J.2 0.9 0.¢
Services 1,05 1.67 2.72 0.5 1.1 1.5 0.6 1.3 2.2
Geods 6.22 11,20 17,12 3.2 £.5 10,1 ©b)d.l 8.7 1.8
Total expenditures in
U. S, 7.43 13.73 21,16 4.0 8.6 12,6 ©)7.3 10.4 18,1

a) Including payment of the defizit of the dependent territories of 0,26 billion dollars,
b) Including private remittances in kind of 0.2 »illion dollars.
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the foreign nid progran proposed by the Cormmittee is granted, totel cxports will
bo some (4 billions balow the annual rate of the second qunrter of 1947, and
probably scme §2 billions below the avernge for 1647. If the irmpect of an nid
progren nay be neasured by the aggregote doller nagnitude, 1t woull be less
unlcr the progrem proposed in this report than tho pressurc which results fron
the present rate of exports,

In zny case, over—all aggrogatc figures are not of primary importance
in gauging the impact of the program upon the American cconocy, It is of
intercst to know that the agsregato productive cepacity of the Unlted States
sppears ecnple, and that the goods distributed in Furope would constituts but
& snall percontage of the pzgrsgate production of the Unitod Stntecs, It is
uscful to kmow that nct cxports cver the rext four yoars would presunably be
conelderably less then in 1946 ond 1947, But such computntions shed 11ttle
light upon the roal cffecets of the nid program upon the Amcricen cconeoys

The renl cffecets of the progren rrisc out of epecial situctions,

If the Anmericen ceosnony is pinched at certain spots or scctors, this nay
lend to seriosus repercussions throughout the entirc ceononic structurc,
sven theugh the totel sum of moncy spent for purchesce in the United
States of scrreo compoditios is sninll rolatlve to the notion2l incone,
its cxpenditurs con set off 2 chain of inflationary reactions, In the
crsc of foodstuffs rnd other corvwditics the prices of which ore highly
scnsitive to changos in supply rnil denond, purchrscs for coxport could
kave & nerked cffect on the cost of living rnd sct off r~n upwnrd spirel

of costs ~nd prices, In the cnsc of n~ basic mrterisl such as stocl,

Federal Reserve Bank of St. Louis


http://vd.ll

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

B

the inflaticnary impact may be falt in tho fcrm of pesrvading scarcities
throughout the industrial structure.

Of all the ccmmodities cconsldersd in this report, the ome which
ils scarcest, and the cne which represents the largest single portion of
the foreign-aid reguest, is focd, Aeccording to cne view the persisterce
of high fcod prices since tho war has boen due chiefly to demestle denmend,
and the influence of fcod exports has been minor and sszeoncary. The
Committee believes that this opinicn overlooks the importance of marginal
demands, and that it 1s the sxtrz food withdrew: from the damestice supply
by exports which hes made the rexl differcnee., Through 1948 apd the first
half of 1947 the continuance of large foreign shipments sarved to prevent
the antieipated decline in agricultural prices, while the reecnt rise in
foreign requiraments, coupled with shcrt suppliss, has skyrocketed the
food market.

A sharp rise in the price of food has serious repercussicrs
throughout the economle system, Food is the most lmportant item in the
farily budget, ard beesuse purchases arc made dally, rising prices bring
quick cnd ipsistent demands for compensating adjustments in wages., Such
wage inereases, resulting largsly from rises in femily fcod costs, have
been granted freely in tho past 1in crder to aveld work stoppages wiilch
are still more expensive, These wage najustments have led to advances
in prices cf industrial produects, If further sharp 2dvances in food

prices occur, ancther turn in the wage~price spiral may be expected,



Another upswing in wages might benefit some groups of workers.
But many others, «specially salaried workers of various classes, would
suffer.

The impact in this quarter, then, is clear. Ths billions of
dollars which would be expended for foodstuffs under the plon would,
of themselves, havc no serious effect on the economy. But the vith-
drawal from american markets of the food which they would purchase
would exert a seriously inflationary effect.

The fertilizer situation is of course directly related to the
food preduction problem. American agriculture would readily rbsorb
the full output of the fertilizer industry, and increased quantities
are needed if we are to render naxirum aid to Europe. 3But, on the
other hand, Burcopean agricul ture stands in even greater need of
additional fertilizers, It is the view of this Comuittes that sound
policy dictates a substantial allecation eof our nitrogcen supply te
Burope next geasen. Even if this means siialler agricul tural preducticn
here, it would, eon balance, wmean a gain in the over-all food situation.

The cotton sitaatien is analogous t¢ that of foud, though
not so important, ‘the supply of raw cotton is not adequate to meet
both forcign and dormestic reauirements this year; hence the rise in
price may be considerable. It is possible nlso that allocations of
cotten to meet foreign requirem=znts might materially restrict the
supply of cotton fabries available for domsstic consumption. Since
the price of cotton textiles is closely liaked with the price of raw

cotton, and since cotton geods are an important item in the family budget,
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the rising price of raw cotton will directly nontribute to the pressure
for cormpensating wage adjustuente to usweet the rising cost of living.

The case of coal is intoriediate betweon that of foed, in
whieh the impact is directly on prices, and that of stezl, where the
shor tages ecaused by cxports would rotard industrys

The curre‘nt. level of coal production is hizh enough to
nake possible the required shipments to Europe without leaving
deficiencies here. Except for certain high-grade varieties, prices
do not appzar o have been much increascd by the large foreign demands.
I% is of note also that after tne first year European requirerents should
stcadily decline,

The steel problem 1s cne of grsat complexity and difficulty,
Notwithstanding the expected incrsase in steel production capacity in
1948, the supply will not bs sufiicient to mevt over—zll requirements.
The supply of certsin kinds of stecl has been far from adsquate during
the present yezr, and this situation may bz expected to continue. A
grecter allocation of stesl te meet foreign reguirements would thus
restrict ths possibility of expanding Ynited States production in such
importint ficlds es faru machinery, autorotil-s and building materials,
not to mention a host of lesser products =iads from stecl,

i gpeeial diffieulty ariscs from the fact that Burope reguests

#icfly serap snd seni-Tinished products, and these we cannot furnish
without curtailiny our stoeel production. It is the Corrd ttee's view that
finished and limited guantitles of semi~finished products can be supplizd

vl thout serious effects upen nur econoriy.



It is not expected, however, that the price of steel will be
greatly affected by foreign requirements. Additional allocations would
presumably be met from two principal sources: (1) shifts from other
expert markets to Europe, and (2) increascd production in the United
States, The over-all demand and supply situation would thus not be
greatly different from what it is at present. ioreover, in the case of
steel, prices are nore largecly determsined by the general level of wages
and other costs than by fluetuations in market demand and supply.
Accordingly, the repercussions of European steel requirements upon the
American economy as a whole will be less serious than those arising
fron the food simation.

Specific labor shortages are likely t¢ arise ia some
comauni ties due to an expanded demand for particular cormmodi ties.

But our wartive experience demonstrated that we could expand the
labor force beyond its normal lixits if necessary, The problem,
liowever, would become inereasingly difficult.

The total picture of the foreign aid program'!s impact on the
domestic economy makes it clear that we will have to naike some sacrifices
if we agree to carry out suech a plan, Without attempting to disguise
the fact that such sacrifices will be called for, we should exanine the
ways in which we ean uinimize them, nitigate their effecis, and spread
the burden equally among the whole people.

There are many measures which would dampen the domestic impact
of & Furopean aid program, and make exports available in the required
volume; Ihis Commi ttee cannot undertake to plan such measures, or even
to specify what control powers should be made available to the executive
aaencles,
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The Committee believes however that the responsitle azencies w1ll reouire exten~
sion of certain authority Fesed on existing legislation which will scon cxpire,
such as expert licensing suthority, and authority to issue prioritics for exzport
orders and to expedite shipments., The appropriate agencies should recosmmend to
the President at once partisl restoration of those limited war powers which they
believe to be necessary in order to carry out an economic assistance progran with
minimum adveree effects upon the domestic economy., At the same time ench ageney
should also start to work out the detalle of the specific administrative ceatrols
for which they rcguest authority.

Foreign dcmand for particularly scarce items has boen reduced during
1947 and rust continue to be reduced by oxport centrois. These controls serve the
double function of proteccting the esseatial reocuirements of the Zomestlc econony
agzinst undue dlversion of critiesl resources out of the country end securing
eoultable distribution of scarce cormodities among the verious foreien purchasers,
At the present time, the Department of Commerce administers 2 1litilted program of
export controls, It is iaperative that the authority for export controls be
continmued as long as any substantial elonesic sssistance is being extended to
foreign countries. It is ecually inmperative that sufficient appropriations be
made to permit expansion and ioprovement of export controls so that they can he
used to allocate suppllies of all critical iteme niore offcetively among competing
clainants,

The control of foreign demond is one side of the problai:, lut ths other
and more difficult side is that of devising mezns to make available for export
geods that zre in short sunrly, by reducing deomestic denand or otherwise. Volur—
tary measures to reduce demand are the ensiest to put into effsct and should be
rclled on wherever they are effective. If =nd where they are not, the Government
will probably vequire the muthority to set priorities for the purposc of insuring

the av:.ilability for export of limited amounts of the most critically necded
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items, It night also have to issue limited conscrvation orders, to control the
consumption of critical materials, such as those still in effect for tin. Espe-
cirlly in the field of food and agricultural comnodities it ~ight be necessary
to use the device of reouiring that limited quantities be "set aside" for exvort.
Any sctions of the sort here instanced or contemplated would operate at the
producer level and their effects would be felt only indirectly by concurers.
Such devices would almost certainly be edeouate to enable the foreign aild progranm
to be carried out and they would help to dampen its domestic =ffect upon partic-
ular markets for perticular goods.

It must be emphasized that these suggestions are made in connectlon
snly with the forelg aid program and not with the brond problem of inflation,
The Cemmittee 1s convinced that inflatisn is o seriosus current threat to the
stabllity of the American econowmy. But any conslderation of o progron to control

inflaticn would have besen beyond its competence oand ite terms of reference,
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I, THE ADIIUISTRATION QF & ZITROPEAN RIECOVERY PROGRAM

The Importence and Imture of Administration.

Y

The adninistrotion of any plan of Zurcporn ccononle asslstarce will
Ye vitrl to its success. A strong ond flexlble adzinistrative orgenization
will be essential bocause the cxeeution of such a plan will invelwve mueh rore
tham the nerg officlient puttirg into effeoet of a fully developed nrogram.

The constructlon of n detrilcd progran is impossidle at the prosont
time. %“he policies and tho over~all 1linits cen be estabdllshed now. But the
innumersble oporeting decleions wvhich will have to be mede in the eourse of
carrying out the plen cannot be renched in advence. It would be obviously
immpssible tn decide now, as a gingle exmrple, exnctly how nuch grain nay be
need~d in Froncz or in Bolgium in 1850, how ruch will be aveilable from the
United States and how much from other sources, =nd how it should be shinped.
FPuture declsions on theze and a great nuwsher of sinllsr gquestions will dcpond or
o variaty of intarrclatced frctors which ernnet now be aceurately forezeast, In
ordsr to get the naximun dan-flts from o plan with the nininun detrinent to the
United Stntes cconony, no attoupt should be rrdo, elther by the Adninlstration
or the Congress, to prejudge the cnorating decislons which will have to bo nade,

and probebly cften revised, Auring thoe life of the progrene It is with this

-+

convietion that tre Comrittoes hrng, in numerons nlroeacs throughout the preaccding
parts of this romort, assigned to sn ~dmindistrotor of the plan what havo szered
to the Cormltiee to be clerr oporotlng problens,

It ic both peesible and noacossary, however, to maks the over-all

=

dceisions as to goneral policics ond linits, which will define $the continuing
char cter of the nrogrom, pernit the particlortlng countrics to make thelr
plens, ard cnakle both Armerlea and Burono to attala the objectives set forth
in the Paris report.

The Corritbtee does net opposc the setting of over-»ll 1linits on as—
gistance given under ths plon, to the oxtent thrt such linits can be set

~-63027
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consistently with annual appropriationz. On the contrary, such limits must be
determined in general terms, and must not be exceedod without the consent of the
Congress, But the Committes insists on the dlstinction between general over-all
limits on United States! assistance limitations concerning speclfic needs of a
particular country at any given time.

The need for flexiblllty makes it imperative that the attention of the
Adpinistration and the Congress be directed to: (1) the functions which are csscn~
tial to the plan; {2) the basic principles and policies which should be followeds;
and (3) the establishment of a strong administrative organizotion to perform its
functions in accordance with the policies and prinelples lald down for its guld-
ance. )

To achieve continuity and flexibility, it is imperative that the plan be
plainly carried out in a non-partisan manner and in the best interests of the
country as a whole, If these rccommendations for a flexible’framework and for a
grant of power to make major operating declisions are adopted, tho need to securc |
and retain thc support and confidencc of the country becomes capeecially important.

Thig ralses the question of the relatlons of the Congress to the adminis-
tration of the plan. Since this is a matter peculinrly within the Jurisdiction
of the Congress, it is not approprlate for the Committce to malks speclific recom
mendationse It nevertheless wishes to strose its bellof that the Congress should
have closc relations with the administration of the plang this might be accom-
plished through existing Congressionnl committegs or bty a special Joint committce
of the kind creacted undoer the Atomic Encrgy Act, or in some other fashion. Such
a relationship 1s importent to the success of the plan, both because 1t would keep
Congress in closer touch with all devclopments, and becouse it would glye the

entire country grester confidonce in the manner of the pler's oxccution.
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Be__ The Functions of Administration.

Many of the functions which will have to be performed are dilscussed at
length in other parts of this report, particularly in the geveral recommendations
as to the principles and policles which should be followeds The problems aro
sumnarized here only as a bockground for a discusslion of the administrative

aspects of the plant

1, Evolving a Specific Prozram. It will be necessary to translate the
ovor=all plan into a program of particular items rcquired for specific purposes
on fixed dntese This should be done, only within the general limits and policlos
established at the start of the plans 3But, whilc it is possible now to make a
very general decision that the United States can'wisely and safuly supply certain
quantitics of goods needod for Europoan rocovery, it wlll be nccossary constantly
to roview the over-all estimates, and also to make certain that furnishing a
particular item or class of items within the total estimate will likewlsc be safe
and wise for us and necessary for Europe. 4t least three different methods of
handling this problem are likely to devolop.

In the case of bulk items such as wheat, coal, and fertiliger, the
participating-countries ray develop gquarterly or ansnunl programs basced on tho
anounts determined to be available in the United States or elsewhere. These
prograns would bo comsidored, modified if ncecessary, and thon tresented to the
allocation authorities to covor tho indieated perlod. Such commoditics aro.now
being programmed successfully by interantional orgenizations,and these arrange—
ments should bo continucds 3But if the existing internatinnal organizations
should at any time.in the future prove to be unsuccessful, similar orgenizations,
consisting of the participating countrics and the Unitod States should be formed,

In the case of scarcc cquipnent made for a particular purposc, it will
be necessary specifically to examine the nced for the itoms, tho offect or United
States usors of similar cquipment, the ability of producers to supply them, and

the financial and general effccts of the transaction,
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In the case of items not in short supply in the Unlted States, consider-
atlon may be limited to tho avallability of funds for the purchase, the effect of
the transaction on foreign exchange, and related problems, As the volume of
assistance diﬁihishes with growlng Eurcpean recovory, lecss and less detalled work
will probably be roquired. -

p ggocgging the Goodse Approved items wlll have ﬁo be moved to the
participnting countricse In the case of ﬁany'comuoq1tié§=th;s ﬁill 1nvolve}only
moking funds avallable to the prospeativo'purchascf, etther by &ifééffg;ﬂg#t]ﬁi
dircct loan or by arrnngenents for finﬁn;ing_thro;gh other ngcncieé such as iﬁé
International Bank or the Export-~Import Bank. Government procurenent should be
usced as little as possible, though in sonc cases it may be nccessary and the
authority for the CGovernment to buy directly should therefore be provided. The
perticlipating coyntries should be urged to use private means of procurement os
much as pessiblee In additlon to financing purchascs, other problems may arisc
when the needed cormodity is scarcce In such cases purchases may have to be co-
ordinated to prevent undue disturbance of the United States oconomy, particularly
in tho forn of incrcases in prices Export controls, priorities, and allocation
powers nay be ncedeq to lessen the ndversc effect on the donmestic economy of
supplying the 1temns, and to cxpedite the progran.

3« RAeloting the Progran to Forclen Pollicy. It will bc necessary to
coordinate the forelgn econcmic policlos of the United States and of the partici-
pating countrios with the plan. One of the fundarmental purposes of the plan, for
exorple, is to ald in stobilizing the currencios of the participaxing countries
end in solving their foreign exchangoe problems, thus bringing about freer converts
ibility of curreaclcs. These and othor related cnds.nay require coordination of
import{ and cxpert controls to obtain imperts of nceded connodities or to dispose
of surpluscs of cxportable commoditiocs to participating or non-particlpating coun-

trics, Donecstic fiscnl and nmonctary arrangenments, cuch as the establishment of
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ndegunto roserves, nay also be involved. While many of these issues are being
handled by ths International Fund and other exlstisng internatlonzl organizations,
and while others arc currently dealt with by the State Departnent, they acquire
new inportance in connection with an integrated recovory program, ~nd the way in
wvhich thoy are hondled must be coordinated with the administration of the plan.

4. Following the Program Abropds It will be necessnry to keep in touch
with the particlpating countrics and thelir contirulng contral organization in or-
der to goet informntlon enabling the Anerican autherities to sponsor the roquosts
for materials, to satisfy the United States that tho essistanco supplicd is Dbeing
put to the usc for which it was intendod, and to sec whother production goals and
financial gonls such as thosc sat forth by the participating countries in the
Paris report are being nets

It should bo nade o condition of centinued assistance under the plan
that the participating countries take all practicable stops to achicve the pro-
duetion ond monetary goals set by the pn?ticipating countrics for themselves in
the Paris reports Fallure to mako genulne efforts to aceomplish these rasults
would call for the cessation of further anssistance urder the progran.

Aid frorm tho United Statcs under the plar should not be conditioned on
the nethods by which the participaiing countries reach thess goals, so long as the
nethods arc consistent with bnsic democratlc principless Continued adhercnce to
such prinecliples is an essentinl condition to continued ald under the progran, but
the Cormittee does not believe that.this gondition should extend as for as adher-
ence to any form of ocononic organization, or should require the abandonnment of
plans previously adopted in o free cond denocratic manner which call for o differ-

ent forn of cecononie organizantion. While tho Cormmittee firmly believes that tho

Anerlean systen of competitive free cnterprise is th_best nethod of obiaining
high productivity, it docs not bPelieve that thls progran should be used as a

noans of requiring other countries to adopt it. Iﬁ the judgmeoat of this Comnlt-
tec, the irmpositlon of such conditions by the United States would constitutc an

Digitized for FRASERunwarranted interferonce with the internal n~ffairs of friendly nations.
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Cs___The Execution of the Adoinistrative Functiong.

In order to execute the functions indicated above, and to make the decl-
sions required by the oporation of the plan, the Committec makes tho following
recornendations for orgarizotionnl fromoworks:

1, The BEstablishnent of an Operating Agzency. The Conmittoe rocomnonds
that a new organization bo set up in the Unjtod States Governnent to adnirister
the progran of Europecoan econonic assistance. This recommendation 1s nnde partly
because o new organization could bo dirccted solely to the purpose of carrying out
the progran, without being influonced or hampered by different purpeses. In addi-
tion, the Comnittcec feels strongly that the progran is of najor irportanec, 2and
should not, in fact or in appearnnce, toake the form of an added duty imposod upon
an alrondy busy official or group of officianle. On the contrary, tho Conrmlttoc
feels that the pﬁsition of the head of tho organization in the Goverament, as woll
as the powers and form of the organization, should be suck ns to nake the Job
attractive to tho nost capnble men in the United Statcs. The head of the organi-
gation should be appolinted by the President and confirmed dy the Senatce

This new organization will be prinarily perfoerning an operating jobe
Exporience hag shown thnt such a task cannot be done offectively by a comnilssion
or comnitteo. Accordingly tho Cormilttee rocommends that the cparations of the
orgrnlzation should be entirely under the control of its own head, Roquiring hin to
get tho approval of z board or committeo bofore noking specific operating deel-
slons would nakc it alnnst inpossible to carry out tho progran, and would also
nake it doubtful whether a copabdble man could be found to administor 1t.

In o progran of the kind proposod there will be nany questions of broad
policy to be deternined, within the frenework lald down by the Congresse These
questions of policy will involve the foreign policy of the United States, and
domestie policies with respect to agricultural and fiscel nnttors, prices, and
donestic supplies of commoditiess These pclicy questions arc of vital importanece

to other Government departmonts, particula}ly the State Deportnent,
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In order that policy questions may be considered and decided with full
knowledge of the factors involved and the results which may be realized, tho
Comnittee recommends that a board of directors be established for the purpose of
naking broad policy decisionse The heads of the departnents interested in and
affected by the program should be nembers of this bgard, and consideration should
bo given to the inclusion of public menbpors as wells The head of the new organi-—
zation ghould be chairman of this boards The functions of this board should be
linited to decisions on brond policy questions: the board should not take part in
the actual operations or the opcrating decislons of the now organization.

An advisory group should also be créated consisting of represcntatives
of the public, business, agriculture, and labor, to consult with and advisc the
head of the new organization. This group might be similar to the one which served
the Office of War Mobilization and Reconversicnes It would bring to the new organ—
lzation the viows of large segmonts of the country. It would also assist in
naintaining public conficdence that the progran was being carried on in 2 non-
portisan nanuner aad in the best intorests of the country ns a wholes

In order to carry out the functions which orgzanization should exerclse,
the utmost flexibility and the ninirmun of red tape are vital. The rew organiza-
tlon, in its housekeeping arrangenents, should be freo from the restricticns
applicable to pernancnt Governncnt agencles., For omample, it should bo able to
hirc and dlscharze ormployces without regard to the normal Civil Service rules,
vith wages and safesunrds not less favorable than for regular ggvernment omployees,
so that compotent enployecs can be obtained by the organization. It should be
able to nako, amend anl cancol contracts freoly. It shonld have 55 much froedon
as possible from the detailed accovnting and bulgeting nroblens of the agenciecss
The Cormittec reconends that consideration be given to the use of . the corporate

forn of organlzation, as a noans of accomplishing this floxibility.
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2. The Agency's Relntions with the Demartoont of State, One of the

most important organizaticnal problems is the relation hetween the Department of
State and the new organization. The plsn ean be successful snly if the new
organization carrles out its functions with full reccgnition of the fact thét the
Secretary of State; subject to the airecticn of the President, has the responsi-

m
bility for determining the forelgn pelicy of the United States.l?%uropean reccvery
progran will, upon its approval by thls country, became an inportant part of the
foreign peclicy of the United States as it relates to the particinating countries.
By the terms of their proposal the participating.countries will undortake where
necessary to strengthen their national currencies by means of adequate flscal end
nonetary controls, to medify and exercise their import controls, and even to ecn-
trol thelir trade relatlons with non~participating countries in such a way as to
carry out thelir commitments under the program. As it develops the progran will
require close and oontinuous cooperation among the countries themselves, snd with
the United States. It may also involve prohlems concerning blocked local curren~
cles set aslde In payment for materisals shinped under the prOgrnm,.and arrangements
to obtain for stockpnlling strotegic end critical matorials needed in the United
States.

These ectivities will he an imortant fanction of the new organization
and its head must have authority to act with respeet to them., Because of the
importance of these activities to the foreign policy of the United States 1t ic
vital that the Seeretary of State have & leading volce in the deliberaticns and
policies of the new orgenization. IThe Committee reocormends theat the Secretary of
State be a menmbor of the board meking mejor paliey decislons for the new crganize-
tion, JFurthermore, the new orgamization rmat work ocut effective means for cooper-

ation with the Department of State concerning those major nperating gquestions

which have an important bearing on the frreign policy of the United States.
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3+ _The Agency's Operations Abroad. The new agency should have repre—

sentatives in Eurcpe to deal with the participating countries or any organization
set up by them. These representatives would have the job of investigating
requests from the particlpating countries and of screening them to make sure, on
the one hand, that they are necessary and, on the other, that they aro adequate

to accomplish the desired resultse The new organization would thus got factual
evidence to support its claims in the United States that European needs outweighed
the necds of the domestlc economy. These ropresentatives should alse be in a
position to make sure that the matorials and supplies sent over are put to proper
use znd that tho commitments of the particlpating countries arc met.

In vlcow of these overscas functiong it 1s cssentlal that the now orgeni-
zation have & chicf represcntative in Burope, reporting directly to the head of
thc new organization and responsible to him, for consulting with and advising tho
organization set up by the particinating countries and also for tho purpose of
coordinating the activitiesg of the yarlous local represontatives of the corgonizo-
tlon in the participating countries. A4s this chief roprescentative's duties will
extend to all sixteen of the particlpating countries and to Western Germany, he.
cennot bo wlthin or under the Jurlsdiction of any onc embassy but he should con
sult with and kecp thc Ambassador in oach country advised on matters affecting
that country. Becauso of tho uncertsin naturc of the organlzation which may be
sct up by the participating countries, 1t 1s not possible %0 makc any rocommeornda~
tiong as to the degroc of rosponsibility which should bo givon to this rcpresentoe-
tive. This should bo left to the discretion of the head of the new organizatlon,
acting with tho approval of the board.

The rcpresentatives dircetly assigned to the various countries willl have
to report to and be under the direct control of the hcad of the ncw orgenization,
At least one representative will be nceded in cach country, as well as such addi-

tlonal asslstance as necessary from now cmployccs or cmployccs asslgned from tho
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foreism serviccs While these staffs might bo physically located in the various
embassies, and for administrative purposcs mlght be cared for by the cmbassies, it
is ixportant that they should clearly be responsible to the head of the row organ-
ization, ond should report directly to him and not through the Ambassador or the
Department off State. Any forcign service employecs assigned to him shoild be
r2sponsible Yo him. The Ambassador mist be informed of all their activitics nnd
have access to all their communications, but he should not have the authority to
cersor or hold up ary reports to the new organization in the United Stntes. The
Committce is convinced that this direct reporting nnd clearly coptralized nuthor-
ity 1s vital to thc successful oporation of the new orgonizatlon.

On the other hand, it iS.OSSOHtiﬂl that the unity of American represcne-
totion in onch country should bo prescrved in the Ambassadnr ~nd that therc shoul?l
not be two roprescntatives of tho United States 1p.the participating countrics.
The local represcatatives of the new orgnnizoticz, in addition to investignting
and rcporting, will widoubtedly find it necessary to discuss various agpoets of
the program with the narticipating countriss in which they arc located. In mony
caseg dlscuseions will be of a technical nature which can best bo harndled by thoso
local represcntatives dealing dircctly with technical officials of the country
inrolveds, In other cases they will involve gquestions of sufficicont importonce to
our foreign poliecy so that the Ambrssador should deal with them himself. In

cither casc the Ambnssador shonld coordirnte ard control nll these discussicns,.

4. _The Azcney's Operntions at Home. Whon the requircments of tho
participnting countrics have been chocked nnd serecned by the orggnizaticn, it
will have the general reeponsibility for acquisition and delivery, Tals will
invelve first o decision as to vhother the items, individuanlly and as a part of
the totnl prograom, can be wisoly and safely exported by the United States. In
thoss recurring decisions, therc must be takon into ncecount nnt only Amcrican
requircnents but also the roguircments nceded to mnintnin the cconomices of othor

countrics and to corry out our foreign policy in other parts of the world.
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The Committee feels that these decisions as to the relative needs for
particuler comnoditles of the partlceipating countries as o _roup, es cowpared with
the needs of the United States and as compared with the needs of other forelim
countries, should not be placed in the huinds of the new srganizstion, The new
orgonizetion should nct bte empowored to declde what the total amount of our exports
of 2ny comnodity should be, or what share of the total asnocunt of exports should go
to the particiveting countries, though it should, of course, bo enpowered to deelde
how the amount allocated tc the participating cocuntries should be divided among
then., While there would be advanteges in centrelizing the powers completely in
one nan's hands, these are outweighed, in the Committee's cpinion, by the dised-
vantage of making one man both advocate and judge.

It weuld be preferable to place these decisions in the hande of agencies
able to balanco the respective claims irmpartislly and wisely after t=king into
conslderation both the clains of the new orgenization and the claims of the United
States and the rest of the world., The Congress, in the Second Decontrel Act of
1947, hng riost recently expressed its intentions bty deleganting these decisions to
the Sccretary of Comiierce, the Secretary of Agriculture havine Jurlsdiction in
the first instance over foods, The Conmittee rocormends that any additional
allocation or pricrities vowers which may be granted in connection with the pro-
gran should likewise be exercleed by the Dopartnents and not by the new organiza-
tion. The new organization should be represented sn all Departmental comnmittees
which participate 1n these deeisions, but the Departments should have the final
decigion.

In this conneetisn the Conmmittee feelg it desirable to point out that
the person making the declsions as %0 the kind and quantity of ltems which can be
exported wilsely and safely, and the needs of the dqmestic ceonony, mast be advised
by renresentatives of the domestle cconony as well as by the new orzanization and

representatives of foreiyn eountries, both within and without the Govsrnment. To
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the maximun extent practicable these declslons should be made with the advice of
carzfully chosen advlsory commlttces, representative of domestlc producers and
consumers of thoe matorlals in questien.

While the Cormitteo recommends that the declsleon as between fhc clalnos
of the participating countrics on onc hand and the clalng of the United States and
the rest of the world on the other hand shounld not be made by the new osrganizatlon,
the Committec recommends that 2ll eleins by or for particlpating countrles should

be Inltiated and approved by it, and that it should have powor to deny er roduce

any allocations made to the participating countrics which would conflict with or
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irmpedo the progranes No export prioritics or export licenses should be grantoed for
cxports to the partieclpating countries cxcept wifh the approval of tho new organi-
zatlon.

Control ovor tho lssuvance of export licenses to participating countries
nay be of the greatest importance to the nov organization. Where a participating
country proposes to uso substantinl portions of its funds to get fron the Unlted
States goods not relativoly important in the achiovement of 1ts promlsed produc-
tion and nonctary goals, it secns clear that the new organization should have
power to prevent thls, thercby supplomenting the import controls established by
tho participating country. |

Se The Agoncy's Rolc in Financing, Since one of the principal funce

tions of the now agency will be to finance or to arrange for the financing of
Europcan purchases, its rclations with the Internationnl Benk for Reconstruetlon
and Developnent, and with the Expori-Import Bank will be cxtremely important.

The Committee therefore rcecommends that its head be nade a member of the Watlonal
Advisory Councll and of the Advisory Board of the Export—Import Bankes The relo-
tions between the now ecgoncy and Anerican representation on the International
Bank rust be very closc, in view of the Committcce's rocommendation that cxpendi-
tures for long-ternm capital irmprovenents be fipnneed by the Bark to the fullest

extent possible under 1lts anthority and policy.
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The Committes rocomnends that the Export—Import Bank be smpowered to
make or to guarantee loans, under the euthorization of and directives from the
head of the new organizetion, These loans or guarantees would be sithér supple—
mental loans for capital improvements, in the event the International Bank could
not finance an entire project, or loans to firance the purchase of raw materials
for industrial commodity inventories. The Committec recognizes the difficulties
of one organization operating by lasuing directives to another, but rccommends
this arrangement go as fc limilt the number of lending apgencles lnvolved and also
to avold burdening the new organization with themass of administrative detall
which 18 involved in this sort of lending operation. Amondment to the leglslation
establishing the Export—-Import Bank is necassary to euthorlze it to engege in
this sort of operation and to make 1t clear that, in such activities, 1t le aoting:
solely as the agent of the new organigzatlon and subject to 1lts directives, and is
engaged 1n an operction entirely distinet from its reguler business. If arrange-
mentg of thls kind are not made, the Committee would redcomend that the new orgen—
1zation itsolf be authorized to nmake or to guarantse the loans, 1n which eveng
the facllities and staff of the Export~Impord Bank should be made avellable for

its asslstancs,
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