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1,- The Appropriation Reguest for 1950 51,

The ECA proposes to request the appropriation for Fiscal Year
1951 of ¢3,076,077,266 for all purposes. The way in which this figure
is arrived at can best be explained by reference to Tables 1 and 2 which
show, respectively, the source'and disposition of ECA funds from the
beginning of the program through June 30, 1951, The following is a
summary of the more important elements that enter into the calculation,

For the current fiscal year the ECa has available for obligation
a total of »3,917,180,300. Of this amount, hovever, w46,941,194 rep-
resents funds allocated to specific countries by the ECa prior to the
beginning of the current fiscal year against previous year's program.
Thus the balance of $3,870,239,106 is the sum available to cover the
needs of the current year.

On the basis of a careful appraisal of the progress of the Euro-
pean Recovery Program, it is now estimated that this full amount will
not be required to.meet essential needs in the current fiscal year.- It
is, therefore, proposed that 75 million of the funds available from
previous appropriations and other sources be carried over into Fiscal
Year LQfl to count against the needs of tiat year.

The total funds required for obligation in the Fiscal Year 1551
* amount to ¢3,151,077,266, Since %75 million of Fiscal Year 1950 funds
will be available to cover a part of this requirement, $3,076,077,266
of new funds will be needed. The total includes administrative ex-
penses and the cost of such special operations as the Technical Assist-

ance Program, the transportation of helief Pzckages, and the procurement
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of strategic materials, the requirements for which are described in
separate justifications., =& total of 64,377,266 is requested for these
purposes, leaving a requirement for program funds of $3,086,700,000.

It is with the need for program funds in Fiscal 1951 that this Justi-
fication is primarily conceimned.

The basic statistical material presented herevith in justifica-
tion of this appropriatior request consists of balance of payments
estimates and estimates of required dollar imports for all the par-
ticipating countries for both the current fiscal year and the Fiscal
Year 1951. The significance of these estimates, especially for the
latter of these two years, and the manner in which they were srrived
at can be fully understood only in the light of the charge that is
taking place in the nature of the European recovery problem and iu the
ECA's approach to the admiristration of economic assistance. These
changes are discussed below. The statistical relationship between the
balance of payments calculations and the amount of the appropriations
request is, however, perfectly straightforward and is shown in Table 3
entitled "EIP Aid 1949/50 ard 1950/51".

The upper part of the table shows the proposed direct country
aid for the tvwo fiscal years. The figure given as total direct country
aid for each year corresponds to the figure for total ERP aid which
appears in Col. 3, Liae 10 x. of the consolidated summéry balance of
payments table for the year in guestion. Certain adjustments to these
direct country aid figures are given in the lower part of Table 3, of

which only two require mention at this point. The first is a figure of
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$189.6 million shovn in Table 3 as a reserve for special purposes in
the current fiscal year. This is a sum deliberately withheld by the
Administrator from direct country aid to be used as an incentive to
the participating governments to accelerate overseas development, to
press forward aggressively with trade liberalization and to accomplish
certain other results. The ECi's present plans for the use of this
fund are discussed in a subseguent part of this justification,

The other adjustment item is an allowance for aid to French Indo-
China. This program is just about to be initiated by the ECA with the
support of the State Departmeri. No such program was contemplated until
the recognition of the Bao Dai Hegime in French Indo-China appeared
imminent. The program itself is not expected to finance all types of
dollar imports into French Indo-China. Bather it will be used tc sup-
plement dollar imports élready being financed by the French Treasury.
It will thus be a project type of program not directly related to a
balance of payments calculation. To put the mattar another way, ECA
dollars will be provided only to finance dollar expenditures that would
not otherwise be incurred and that have not been incurred up until tne
present time. Some account of the expected ccmposition of the program
will be given in a separate memorandum but its general nature pre-

cludes the use of a balance of payments analysis.



TLBLE I

SOURCE OF ECL FUNDS

hpril 3, 1948 - June 30, 1949

Original Appropristion (P.L. 793)
Public Debt Transaction (P.L. 472)

Less Amount Allocated for Investment Guaranties
April - June 1949 Supplement (P.L. 327)
Recapture from P.L. 389

Total

Less unallocated carryover

Total for disposition before June 1949

. July 1, 1949 - June 30, 1950

Carried over from 1948/49
Regular Lppropriation for 1949/50 (P.L. 327)
Public Debt Transaction (P.L. 327)
Recapture from P.L. 389
Reimbursement to Appropriation b

Total available for Commitment

Less unallocated carryover

Total for disposition in FY 1950

July 1, 1950 - June 30, 1951

Carried over from 1949/50
kppropriation Pequested
Total for disposition in FY 2951

1949

China Appropriation
Korea "

6 Feb. 1950

4,000,000
1,000,000

27,700
1,@74)000
6,060,800,000 4=
~ 78,821,869
5,961,978,131 v

78,821,869
3,628, 380,000
150,000,000
5,000,000
8,037,237
3,870,239 ,106:
75,000,000
3,795,239,106

75,000,000
3,076,077,266
3;3515077,266 °
Z %65 ecro°<
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TLBLE IX

DISPOSITION,OF ECAL FUNDS

April 3, 1948 - June 30, 1949

Program Funds

Special Operstions

Confidential Fund

Administrative Expenses
Total Available for Disposition
Less Amount Allotted but not obligeted
Total Obligated |

July 1, 1949 - June 30, 1950

Program Funds

Special Operations.
Confidential Fund
Ldministrative Expenses

Totel Lvaileble for Disposition

Add Previously s1loted but not obligated

Total /Lvailable for Obligetion

July 1, 1950 - June 30, 1951

Progrem Funds

Special Operations
Confidential Fund
Mdministrative Expenses

Totel Lvailable for Disposition

1/ Excludes carryover of 478,821,869 to FY 1950.

Vi
e

85,953,000,00C" l///
15,1

4 531
13,550,0214/
$5,081,978,131 ¥

~46,941,194
$5,935,036,937 &/

diws_82,100:420206 ¥ Yt
39,500,000

50,000
15,265,000

§3,795,239,106 &/

446,941,194
83,842,180,300 ¥

+66. =2 $3 086,700,000 I,

37,
8. 777,266 - ,
4 1oo 00 05 §53
15,500,000 N3 -

/s
sa,rsl--,mv,%& 376 -

2/ Excludes proposed carryover of $72?OO0,000 to FY 1951.
: b
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TCONOLIC COOFERATION ADMINISTRATION
Table III
ERP AID 1949/50 AND 1950/51

(Million dollars)

Country 1949/50 &/ 1950/51 b/
Austria 166.4 130.6
Belgium-Iux. & Belg. DOT 256.9 150.0
Denmark 87.0 68.3
F. T. Trieste 13.4 10.5
France and DOT 673.1 528.0
Germany (Fed. Rep.) 736.3<£/ 580.6
Greece 156.3 156.3
Iceland 7.0 5¢5
Ireland 4.9 35.2
Italy 364.0 305.2
Netherlands and DOT 295.6 202.5
Netherlands " 2hB.1 202.5
_ Indcnesia . 715 N
Norway 90,0 70.5
Portugal 1.5 4.7
Svoden 8.0 6.0
Turkey 59.0 6.3
United Kingdom 919.8 721.5
Total Direct Country Aid 3949.2 3071.7
Reserve for Special Purposes 189.6
Indo-China Program 5.0 15.0
Total Program Funds 4143.8 3086.7
iess GARIOA -ho3.L (not applicedle)
Total ECA Program Funds 3740.4 3086, 7
Noa-Program Expenses 54.8 6. L.
Total ECA Funds 3795.2 3151.1

3/ Source of country data: Letter from Deputy U. S. Special Representative in Eurcpe
to Secretary General of OEEC, October 7, 1949 (See OZiC document C (L9) 156).
Amounts for Belgium-Iuxemburg and Italy are ECA estimates.

b/ Scurce of country data: OESC document, PR (49) 54, lst Revisior, Amnex B, p. 9.
Amounts, except for Greece, are about 75 percent of OEEC recommended country aid
for 1949/50 pricr to establishment of Reserve. For Greece, allotment 1s same as
for 1949/50.

c/ Includes GARIOA of $403.4 million (amount in President's message January, 1950).
The ECA aid is $332.9 million.
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2. Recovepy gnd Incentives

The ehange that is teking place in the character of the recovery
problem in ¥estern Europe is & direct consequence of the impressive
progress already made toward the objectives of the European Recovery
Program. This progress is already taken almost too much for grented.
On the physical side alone thé results of ERP, measured in terms of
production, have been better even than the forecasts of optimists.
Even including the relatively low Germen flgures, a consolidated index
of industrial production for the pérticipating area as a whole shows
industry operating at 118% of its 1938 level (the index number is 132
if the German figure of 83 is excluded from the average). On the asgri-
cultural side, production in the participating area is just under the
pre-war average. Total consumption is generally about back to pre-war,
with the exception of housing; although population increases have left
per capita consumption below pre-war. Though the Marshall Plan coun-
tries are still, taken as a froup, running a large deficit with the rest
of the world, the gap is narrowing, it is concentrated almost entirely
on the dollar aree, and a few countries are coming near to overall bal-
ance. Nor cen recovery progress be wholly measured in physical terms.
An important accomplishment of the combined European and hmerican ef-
forts that flowed from General Marshall's famous gpeech at Harvard in
the middle of 1947 has been a remarkeble improvement in morale--the
turning of despair into hope--which has been the biggest single factor

in stopping the Communist drive in Europe.
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The extraordinary recovery of Europcen prdduction end consumption,
the great increese in intra-European trade and in exports to meny out-
side markets, the welcome lessening of internel pcliticel end sociel
tension, end the turning Qack of Communism in Western Europc have all
been thz indispenseble prq-coﬁditions which had to be established be-
fore the necessary structural chenges in Europc's economy could begin to
be mede in eernest. ECA aid has played a vitel role in meking these
achiecvements possible. It hes frequently been emphezsized, in connection
with the Buropean Recovery Program and previous eid progrems, thet dol-
ler imports, clthcugh small in rclation to the current total resources
of the perticipeting countries, ere criticel in the sense that they are
essentinl to maintnining and inerecsing current levels of production,
consumption and investment. Because of its slender endowment of natural
resources in reletion to its lerge populetion and its highly indus-
trielized economy, ‘icstern Europe is peculierly depcndent upon imports
of foodstuffs, feeding stuffs, fuels and industrial raw materiels. Al-
most helf of total imports must be peid for in dollers end aimost four-
fifths of the doller imports are being finenced by ECA (including
GARIOA). At this mid-point of the program, it is perticulerly essential
thet this fect be kept in mind. Tdthout ERP aid, urben food consump-
tion would fall fcr below present levels. Industriel production and
investment would decline prceipitously end large-scale unemployment
would appeer in the major perticipeting countries.

Getting production up_and mainteining e sizeblc ennuel increase

both in productivity end in ebsolute production may not be essumed to be
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finelly accomplished until Burope is self-sustaining with adequate cepi-
tzl accumulation to grow. Todey Eurcpe still depends cn ECa finencing
to maintain preduction. Such aid--on a decréasing besis--will still be
needed next yesr &nd in 1951/52. ECA eid has in effect provided that
extra margin of resources without which the perticipating countries
could not have ottained from abroed those commodities ard services on
which the revival of their production, consumption and exports depends.
It has given them both a breathing spell and the means of lessening in-
ternal political and social tensions while at the same time commencing
the work of fundsmental internal and external adjuiiments.

But this task is at best only half finiched. During the remaining
two years of the ERP the problems which face the participating countries
are only slightly less urgent than those which confronted them in 1947,
and are & great deal more difficult to solve. If the economy of Europe
is to continue to grow in terms of production, trade, and consumption--
particularly vigorous efforts will be needed during the last half of
the Marshall Plan in two directions: the earning of dellars and the
economic intepration of Europe. A continuation of the Marshgll Plan,
on e declining but still substantisl scale, is necessary to enable the
Europeans to proceed with the immediate jobs sheed. Continued American
sssistance is needed to cushion the shocks and dislocations of unifica-
tion, to meintain essential imports until Eurcpe is able to sell abroad
gll that she heeds in order to be self-supporting, end to strengthen the
authority end prestige cf centrel institutions during the period of

their infancy. Continuation of ECA eid until mid-1952, therefore, 1s
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one of the essential conditions not only of progress toward unification
and external balance, but also of the mcintenence of recovery already
achieved,

As attention is shifted from the recovery of production to the
problems of trade and payments and the structurel chenges thet are needed
within the Buropean economy, it is natural thet the administration of
the Mershall Plan should reflect a compareble shift in emphasis.
Broedly speeking, this shift may be seen s =2 move awey from the deter-
minetion of aid allotments on the basis merely of "requirements" and
the placing of greatly increased emphasis on the use of ECA aid to pro-
mote the necessery structurel adjustments.

1t is the E0A's intention to sdminister ERF aid in such a fashion
as will provide the strongest incentives to parcicipating countries to
meke maximum progress toward the twin goals of internel unificetion end
external balence of payments. These incentives need tc be egpplied in a
positive feshion--thet is, en increasingly lerge portion of the total
aveilable ECA aid should be extended only to individuel countries which
heve zcturlly committed themsclves to underteke importent steps toward
these objectives end which would be uneble to carry out these commit-
ments without the increment of resources supplied by the ECA. Countries
which were not willing to assume any of the risks, or meke any of the
internel edjustments, ettendant upon the lorering of trade barriers and
the frecing of intrc-Europcen payments would not be eligible to recelve

any of these speciel ECA funds.
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In essence, this system of incentives showd amount, over the re-
maining period of the ERP, to a gradual adjustment of the ERP countries
to the more rigorous pressures which they will encounter after mid-1952
when ECA aid comes to an end. The participuting countries should, in
effect, increasingly earn their ECA dollars by undertaking more and more
of those actions and adjustments required if they are ever to secure by
their own efforts all the dollars they need. The recovery progress of
the first two years of the ERP has been so great that the countries are
now strong enough to stand a gradual acclimatization to the conditions
of a world in which they will have to earn all their dollars by their own
efforts and ECh-type aid will not be available.

Already during the current year a series of moves has been made in
this direction. At the beginning of the year, the Administrator an-
nounced his intention to withhold a special fund which would be available
to encourage the liberalization of trade and payments within Europe.
ine existence of this fund has operated as a spur to efforts by the OEEC
as a whole, and groupings of countries within the OEEC, to develop ar-
rangements for freecing trade and payments which would oualify for assist-
ance from the special fund.

At the same time, in adopting the OEEC's recommended division of
aid as basic planning figures for allotments of ECA funds to the indi-
vidual participating countries, the Administrator made cleer that these
planning figures were subject to review on the basis of performence of
the inhividual countries in line with the objectives of the ERP. Some

use has already been mede cof this principle in connection with the effort
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4o eliminate the prectice of dual pricing in intra-European trade, and in
connection with the carrying out of decisions related to the expension
of petroleum refining capecity in Europe. Moreover, the 1949/50 planning
fipures included in the present submission already reflect a tentative
withholding of $25 million from the Italien program because Italy hed
not, until recent weeks, adopted a sufficiently vigorous policy of pro-
moting public investment &and loosening unduly tight restrictions on
credit for private investment purposzs.

1In sddition to these moves, the ECA has in several instancos used
the device of a special reserve fund tc increese the interest of Euro-
pean countries in particﬁlar types of assistance avallable through ECA
funds. Special funds have been set up this yeer for the development of
strategic materiels and the provision of technicel assistance; while
full use will not be made this yeer of the total funds set up for these
purposes, they heve greatly increased the emount of activity in these
fields and give promise of increased activity during the second helf of
the ERP, |

Provision was also medc (in setting up the gencrel roserve fund
referred to sbove) for the finencing, outside of regular country sllot-
ments, of industriel projects involving two or more perticipeting coun-
tries, end of projccts for the economic development of the overseas
territorics of ERP countries. In both cascs, the result of setting up
speciel funds has been a considerable increase in ectivity leeding to
the dévelopment end submission to the ECL of projects and prcgrems in

the fields concarncd. A further discussion cf the present plans for
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disposition of these special reserve funds appecrs in a later section
of this document.

It is the intcntion of the ECA to continue throughout the remeinder
of the Progrem to develop effective techniqucs for relating United
States ecconomic assistence to performence by the perticipesting countries
in matters affecting Europeen recovery. To this end, a sizable propor-
tion of total 1950/51 funds will be initielly withheld by the ECA. It
will be ellotted to the ccuntries only es and when their performence
werrents it; and some pert of these funds will be used to support and
help finance the operetions of the-proposed European Payments Union,
when estsblished, and eny related zentrel institutions formed for the
purpose of working toward the objlective of a single Europeen market erea.
(To further these purposes, the ECA intends to request authority to
transfer scme pert of its approprietion to e European central institution
or to individnal Europcen countrizs in the form of dollars, rether than

in the form of commodities or services.)



3. The "§ew Look" in Prozramming

A most important step in the direction of tuilding performance
incentives into the administration of ERP asslstance ig the new system
for the development of country progrems and the determination of
country allotments for 2950/51. The genesls of this Ynew look" in

programming is describded by the OEEC in its Second Report, which is
about to be published by the Organization, 1n the following terms:

"When the Organisation came to consider last autumn
the form in which national programmes for the period
after 1st July, 1950, should be drawn up, and the treat-
ment wnich should be accoriéed to them, it was recognised,
in agreement with the representatives of the E.C.A.,
that circumstances were different from those which had
apylied when previous programmnes were considered. It
was therefore decided to change the programming practice.
Tais greatly alters the character of the national pro-
gremnes and the type of statistical forecasts which they
contain, conpared with the programmes for 1948-49 and
1949-50.

Previously, national programmes had been drawn up
to serve the -mrpose of determining the total amount of
dollar eid which was necessary to support the European
Recovery Programme during the year ir questionm, and of
recommending the diutribuiion of aid made avallable by
the United States. These programses were "Requirements"
programzes. The internel consistency of cach was care-
fully examined by the Organisction, and they were
checked to see whether they were mutually incompatible
in any respect.

In this vay the economic programmes, their
strengths ond wealmesses, problems and goals and the
policies to implement them becams goenerally known. One
result was o careful screening of the dollar clement to
ensure that the amount of dollar ald deemcd necessary
was put a2t a minimum lovel and when its distribution
came to be settled thut it mede an effective contri-
tutior townrds the objectives of the Buropean Recovery
Programme. This operation was conducted twice end it
has become apparent that the pottern established in
the first half of the four-year recovery program:e 1is
gener:zlly equitable. It was agreed that the resulting


http:progra.me

pottern could be accepted. Other conditions indicated

also the possibility and desirability of adopting a

new approach for the last two yeors of the programme."™

ECA representatives worksd closely with tae OEEC in developing
the new system. It was essential, as the OESC Report clearly states,
that notional programs "should reflect policies designed to take
account of a smaller and decliaing amount of aid. The preparation of
trequirements! programnes would not necessarily have had this effect.”

Accordingly, the ECA made the best aggregative judgment which
was then possidle of the minimum amount of US aid which the Agency
believed would be required for the progran year 1950/51 bty the
participating countries as a group to maintain the recovery progress
slready achieved in the first two years of thé program and to make
possible further progress toward the goals of the ERP. This judgment
was that the figure shorld not exceed $3.1 million--a figure which
was consistent with a rather steep reduction in US ald during each
year of the four year program, and at the same time consistent with
the need to maintain through the nrovision of adequate dollar imports
the momentum of the European production ond export drives. Tre OEEC
finolly adopted the figure of $3,071.7 million of progran funds for
fisczl year 1951. It should be noted that this figure, together with
the tentative figure of $,061 million for EXP in fisccl year 1952,
would bring total aid during the life of ZR? to 815 billion (exclud-
ing GARIOA for fiscal yeors 1948-50), as comparcd with the original

estilnte submitted to Congress of $17 billiorn.



After considerndle discussion with the OECC, it wos ogreed that
the most equitable basis for making o tentative distribution of this
figure among the participating countries for programming purioses
would be to divide it in pronortion to the OEEC's recommended division
of 2i6 for the current fiscel year. This results in o tentative old
figure for ecck country for the fisczl year 1951 which ig 25 percent
veliow the recommended amounts of nid agoinst dollnr deficits mode by
the OEEC for the fiscal year 1950. Only Greece was excepted from
this otherwise uniform treatment. The OESC ggreement coversd not only
the basis for preparation of initial country programs, but also in-
cluded the rccomuendation thot the scme proportions apply to the
division among the member countries of that part of the 2id mode
available which the ECA might assigr to meet direct dollar deficits
ofter reserving funds to promofe overseas development, internmational
arojects, increased 1liberalizatidn of intra-Europcan trade and pay-
ments and other dcsirable common pPuUrposes.

From the US voint of view, there were four main advantages of
an "outomatic" division of aid. First, through the operation of such
o system there would be an automatic incentive for countries to im-
prove their performonce and thereby better treir fereign exchange
position (either by increasing their reserves or by increasing im-
worts from the dollar arca). Uader the previous syetem, countries
had o legitimcte fear that significant improvement in their perform-
once--for exam;le, exceeding their export target, or squeezing their

dollar imports down below progrommed levels, or finding some non-~ECA
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gource of outside finencing like an International Bank loan~--would
result in o review of their progrom which would show a reduced dollar
‘deficit end therefore o reduced "need" for aid. Assurance that
country £id will be distrituted on a proportionate basis (to the ex-
tent it is not held out in special reserve funds) would reassure the
individucl countries on this score.

Second, an "automatic! division of cid would provide a practic-
2l system for confronting each country with the inexorable fact of
declining US aid, and thus bring that assunption into the forefront
of all economic planning and forecasting doue by the Govermment of
each participoting country. Each Governmont would devote its energles
to selecting the policies cnd mepping out the actions that would
enable it to bring its "dollor deficit® within dhe confines of the de-
clining «id figure. The energies of individual goveramcnts would
thus be diverted away from preparing o case for receiving a gven
amount of 2id, and attention would be riveted on the adjustments re-
quired in national policies and international action in order to move
toward independence of e¢xtraordinary outside assistance.

Third, the ECA felt thot the adoption of an "sutomatic" division
of aid would help to frec rot only the individual countries btut the
OEEC itself from the very time-consuming operation involved in recom-
mending e division of ECA éssistance among the participoting countries.
The division-of-aid function was immortant and nccessary to the OEEC
at the beglnning. Tiis function gave the Organization prestige, an

immediate job to do, and an excellent occasion for inquiring into
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nntional policies and programs, cnllecting necessary facts and
figures, cnd recommending national or internatioral action in line
with the objectives of ERP. 3But now, with the QEZC devoting more and
smore of its time to the problems involved in libderalizing trade and
payments and cushioning the rqsulting shocks and dislocations and in
promoting increased productivity and expanded doller exports, the
problem of equitatle distribdbution of aid has become of secondary im-
portance, particularly since a pattern has been developed by the
Organizetion which is reasonably ncceptable to all the members.

Fourth, the new system made it possible to free the Orgnnization
and the individuul couﬁtries from n considerable turder of detniled
commodity forecasting, vhich becomes more a1l more difficult in a
period vhen trade is being 1iberalized. In fact, if continued it
would tend to force on countries a nerpetuntion of commodity controls
which the US Government wishes tc see abandoned in Europe as for as
possible and which with fow exceptions are no longer Justified by
commodity shortages. Freedom from some of the detailed commodity work
would enable the OESC and the individunl countries to conceatrate more
on anolysis 6f the use of resources ("national accounts analysis")
anrd on preparing in greater detail material related to the balance of
payments.

This advantage was recognized by the OELC as well, which puts it
this woy in its Second Report.

"Pinnlly, it was most desiroble that the Organi-
zation should devote its major efforts to denling with

{ssues fundamental to the basic problems of viability
ond closer econcmic integration, none of wkich can be
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fully 4treated within the framework of national programmes.
Since it was now wossible to avoid the preperation and
screening of progrommes in great detail, the efforts of
governments and the Organization could be conceatrated

on these basic problems."

In line with these principles the OEEC, in agreement with ECA,
instructed the participating couwutries to prepare thelr 1950/51 pro-
groms on the basis of assumptions which are set forth in detail in
the Second Report of OEEC as follows:

"The first assumption woas thet the programmes would
be drowa wp within the limits of dollar cif,equal to (ex-
cept in the case of Greace)1 , for 1950-515/, 75 pcercent
ond, for 1951=-52, 50 percent of the amount of E.R.P.
doller aid recommended by the Organisction for the fiscal
year 1949-5027. Bach couatry would therefore be able to
moke a woriting assumption as to the amournt of dollar aid
it could expect ond to moke its plans accordingly. As a
means of making the assumed cmount of cid more effective,
it was coasidered extremely importont that morc flexibility
should be zllowed i the use of E.R.P. dollzrs eventually
appropriated than had prevailed in the past. The total
amow:t of assistance was assumed to be $3,072 million for
1950-51 and $2,061 million for 1951-52 compared with
$4,202 million for 1949-50. These figures include the
United States GARIOA appropriation for Germany.

;/ It wes recognised that Greece, in which peaceful conditions have
only recently beer restored, has been unable to achieve the szme
momentum of recovery as other participants. She wos therefore asked
to submit a programme for 1950-51 based on an amount of dollar aid

no larger then that recomuended for 1949~50, and a programme for
1951-52 based on 75 perccnt of that amount.

2/ The proportions establishcd vetween the agssumed amounts Tor 1950-51
will set the pattern for the distribution of thet portion of the aid
eventually appropriated by Congress for 1950-51 which would be allo-
cated on a country basis. It hos not yet been deciced whether this
procedure will apply to the eventual distribution of the ap»ropri-
ation for 1951-52. .

3/ For Belgium and Iuxemburg the ocmount of aid to meet the direct
dollar deficit in 1949-50 was taken as $200 million. In the cuse of
Germany, the amount of zid for 1949-50 to be taken as o basis was the
total of aid recommended by the OEEC for the Bizone and for FZOG and
of a GARIOA allocation of $426 million assumed by OEEC when adopting
its reccmmendation.
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L eeccnd assumption relates to 'the level of intra-
Buropean assistance. Just as 1t was necessory for all
participants to plan for the inevitable rapid decline in
the amount of dollsr aid, so countries, which, in their
intra-Buropean currency relationshins, are in longer term
disequilibrium had to plan to dispense with the special
grants ond credits which have supported them.

Countrics (other than Grecce)l/ were asked to assuue
that no more special resources would be available in
1950-51 to meet intra-European deficits than 60 percent of
the net draving rights established for 1949-50, and that,
in 1951-52, specizl resources up to 40 perceat of the
1949-50 net drawing rights would be available.

Craediter countries had no 1limit placed upon the ox-
tent to which they could programme for & surplus, but they
were not to assumc that they could earn gold or dollars
from other participants as a consequence of that surplus.
These assunptions express the need for incentives to debtor
ond creditor countries to devise -lans in keeping with the
longer ters possibilities of special outside assistance.
Thus, although these assumptions do not in any way pre-
judice the future of the intra-Buropsan Poyments Agresment,
and do not constitute any comuitment regarding the resources
available under such an agreement, their general character
ig consistent with the principles of the proposed new pay-
ments scheme outlined in Part III, Chapter 23."

Whether the figure of $3,071.7 million (oxelnding Indo-China)
for totnl country aid for the Fiscal Year 1951 accurately reflects the
degree of improvement which can be foreseen betwsen this year and next
con only be judged from a study of the notional programs tuilt around
the aid figures which rasult from the applicatior of the above as-

suaptions. Such an analysis is presented in a subsequent section.

I/ Iz view of Greece's cpecial pusition, she was asiod to assume that
in 1950-51 intra-Buropean .ssistance would not be availahle in excess
of her net drawing rights unler the Payments Agzreenent for 1949-50.
in 1951-52 the amount to be assumed as avoilable was 60 rercent of
the 1949-50 figure.
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4. The Use of Funds in 1549/50

As indicated in the introductory section of this justifioation,
two major judgments must determine the performance of the ECA's request
for $3,076,077,266 of new funds for the fiscal year 1951e The first
concerns the proposed use of funds in the‘ourrent fisocal yeer and the
extent to which, if eny, presently aveilable funds can be counted
upon to cover the requirements oI the following fiscal year. The second
major judgment concerns the ECA's analysis of the European balance of
payments in the fiscal year 1951 itself. It is convenient to deal with
the two judgments in this order, to disouss the proposed use of funds in
the current fiscal year before proceesding with the enalysis of probable
needs end possible eernings in 1950/51

The belance of poyments end import tanbles for 1949/%0 thet are
presented herewith contain up-to-date estimates of the magnitudes role-
vant to & judgment voncerning the need for funds in the current fiscal
yeare No attempt will be made to present a systematic justification of
ithese resultse Rather, the estimates for 1949/50 should be regurded as
e progress report on a program elready largely determined end in the
process of exeoution. Neverthelecs, certain specific comments are in
ordere

First, it mey be noted, thut the renppreisal at this time of
probable dollar receipts end doller expenditures of the p-rticipeting
countries has lead to certain changes in the estimates of dollar aid
for the current year eand hos nlso yielded ¢ somevhnt more optimistioc

picture than the estimetes prepercd some eight months ago. For most
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countries, the estimates of dollar aid for the current year that are
presented herewith are besed on recommendetions arrived at by the OEEC
in September 1949. These estimates were so oconstructed by the OEEC that
their totcl wos spproximately equal to the whole mmount of program funds
expected to be evailable for the yeer. The ECA reduced all of them by
an even 4¢385 percent so that the sum of the estimates of direct
country aid would fall short of the total avallable program funds by
epproximately $150 millione The purposo of this action was to
constitute the reserve fund referred to sbove. In the current re-
appraisal of netionel programs, the ECA hes further eltered its estimates
of doller anid to be provided to two countriess Belgium and Italye

In the case of Belgium, the estimate of aicd for the year wns
reduced by $55.6 millione The amount of dollar cid to be received
by Belgium from thc ECA is determined, not by Belgium!'s enticlpated
dollar deficit, but by the size of Belgium's expected surplus in its
trade with the other participating countries. Since the devaluations
of September 1949, European trede generelly hns been fur better belanced
then previouslye In particular, the lorge chronic surplus vhich
ocharacterized Belgium's trade with the rest of Europe prior to last
September has been greatly reduced in recent months. In line with a
consequently reduced estimate of the Belgian trade surplus for the year,
the ECA is now allowing for en extension of emaller drawing rights by
Belgium to other perticipeting countries and the provision of & similarly

smallgr sum of conditional dollar aid to Belglum.
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In the case of Italy, the estimate of aid for the current year heas
been tentatively reduced by $25.1 million. The resson is the long delay
in the echievement of a high rate of capital formation in Italye This
delay undoubtedly represents e setback to the recovery program in that
countrye At the seme timo, it reduces Itely's current need for dollarse
Since the beginning of the current fiscal yecr, it has been the announced
policy of the ECA to withhold doller assistance wherever cn over-
defletionary situetion within a pnrticipeting country impedes its recovery
and reduces its rrte of absorption of dollar imports. Accordingly 1t
seems probzble that the amount of direct country nid to Italy will, on
the basis of this volicy, fall short of the earlier estimate based on
the recommendction of the OEEC.

The second general comment thet mey be mnde on the figures presented
herewith for 1649/50 is thet the reserve position of the Europeen
countries now seems likely to show & very slight improvement during the
year whereas, eight months ego, it appeared that the European countries
would drew down their reservos by something of the order of $200 million.
This more optimistic prospect is probably relatod closely to the devclua-
tions thot occurred lest Septembers In the cese of Greet Britain, the
more cptimistic picture for the current fisoal year is merely the obverse
of the run on sterling thet occurred during the fourth quarter of the
fiscel year 1949. For the other countries as well, the develuation
improved their treding position even though they had suffered no such
speculative loss of reserves as had the British Trecsury in the months

immediately preceding this major change of policy. It is worthy of note
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that, although the picture is today for more optimistic than eight months
ago, it is still possible to foresee only e nominel increase in reserves
for the group of countries s o whole. Moreover, in at least two ceses,
the projected improvement hes & speciel explanetion. In the ocase of
Belgium it results from the fact that dollar aid ic determined by the
country's foreign exchonge earnings in its Eurupean trade; nct by its
"peeds™e In the crse of France the estimate of a sizeable increcse in
reserves reflects the result of a loan from the Federal Reserve Bank of
New York for which a part of the French gold reserve is pledged as col-
laterale Cleerly, this Iincrease in reserves is not reals Indeed, more
sophisticeted accounting would show little or no increase in this ocase.
Aside from these two countries, only tho Nethorlends has the exrectation
of en increase during the current year whereas most of the other
countries must expect snme further decline.

4side from these generel comments, what undoubtedly requires the
most coreful explanation im & justification of the proposed use of funds
in the current year is the reserve for special purposes of $189.6 millione
This is not e reserve for contingencies. As described abové, it was
deliberately crected (to the extent of $150 million) by an ecross-the-
board cuts in country aid programs for the yeer. The setting up of
this ressrve wns the first step tcken by the ECA to change from the
nllocetion of rid on the basis of needs to incrensed emphasis upon the
encouragement of specific uses of economic resources, B8 described aboves
The particuler purposes for which the reserve wus constituted were
officially described in a letter deted August 31, 1549 from the Deputy

Special Representetive to the Secretary General of OEEC, as followss
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“The broed objective of the general reserve fund is to permit

the finencing of activitles which cre expected to make an
exceptionally significant contribution toward Europeen economic
recovery but which cannot be incorporated et this stage into

the various naticnsal programs toword which the bulk of ERP cid

is being alloceted. While it ic imposeible to specify in advence
all the types of uses for which it may become desirable to employ
the general reserve fund, three such uses are presently envisaged,
namely, {(c) to oncournge the further development of overseas
territories, (b) to finance investment projects of speoial inter-
national significence, and (c) to promote the nost rapid possible
liberalization of intre-European trade ond paymonts by providing
safeguards egninst certein unforeseesble risks involved in
meesures of liberalization."

The reserve fund is now carried on the books at a figure somewhat

larger than that originally contemplated as & result of e) the accrual

of cértain funds to the Administration and b) a downwerd revision in the

ost

imate of funds required for special operetions, especiclly technical

assistunce projects and stretegic materiels purchasese. Proctically ell

of the anticipated savings through reductions in doller eid to Belglum

aend

Ttnly have been included in the estimeted cerryover of funds to count

against the requirements of the next fiscal year. Principel uses of which

it is exjected that the reserve fund will be put are the followings

Ovorseas Development Projects $40,000,000
International Power Projects 14,500,000

Replacement of shortfell in
GARIOA Funds 4,000,000

Allocations to promote Trade
Liberalizetion 126,100,000

TOTAL $164,600,000

These various uses are discussed in the following sub-sectionst

Overseas Development

Up to January 28, 1950, the OSR has received firm project

submissions or indicetions regarding forthcoming projects ugeinst the
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overseas development fund for the fiscal yeer 1950 totelling an

estimoted §31.6, distributed as followss

United Kingdom $11.6 million
France 10.0 "
Belgium 347 "
The Netherlands 2.0 "
Portugal 443 "

The United Kingdom total will probably reach $19 million. This would
raise the total from $3146 million to epproximetely $£39 million.
Excmination of the projects received to date irdicates that
they are generally eligible for EC4 nssistance end it seems probable
that, as in the case of the British submissions, there may be some
pdditions by the other metropoliten powers to their initial requestse.
Prior to receipt of the actusl submissions and cereful project-
by-project enalysis, it is not pcssible to predict with certainty the
amount that could wisely be oblignted fér oversecs development during
the current fiscal yeere. In light of the informetion summerized above,
howover, it appears that ECA assistance needed in comnection with sound
development projects, which could be obligeated during the current f'iscal
year, mey run up to about $40 millions This is based on an assumption
that projects weeded out bascnuse they do not meet ECh criteria, together
with projects which mey require such time for development that funds
cennot be obligated before June 1950, will probably be offset by addi-
tional requests on waich funds can be committed during the current yeare.
It is also bnsed on the correct assumption thet it is EC4 policy to
encourage & vigorous approach by the metropolitan countries to the problem

of accelerating development in the DOT'se
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It has been roughly estimated that the essential dollar cost
of these DOT development projects will generally comprise only some 10
to 15 percent of the total cost, the reme inder being covered by locel
or metropolitan funds or by other non-doller fundse. Analysos of the
dollaer and local currency costs of cortein projects already submitted
show the following results:
A U.Ke submission covering 29 projects

involved.-.....-..........$7.6million

(The total additional sterling costs are

estimeted at an equivelent of (79 milllon)

UeSe roed building equipmont initially

roquired for a road development project

in the Congo it ectimotod a6t o o ¢ ¢ « o « o $26 "

(The totrl cost of this over e lO=-yeer

poeriod is estimated at $120 million in

locel currencies)

The estimates of dollars that cen be wisely committed during

1949/50 refer only to those which would be derived from the reserve fund
end do not include possible oxpenditures urder technical assistance or
stracegic meteriels programs or from regular program fundse In this
connection it should be mentioned that the proposed African trensport
survey, tho contemplated Africen soils survey and othor projects of this
kind will have their dollar expenditures (to the extent that these are
made availeble by the ECA) met largely out of technicel aesistance fundse

International Projects

The projects which qualify es “internctionel projects™, under
the terms of the letter quoted above, have to dno with the electric power
industrye Projeocts are under consideretion for thermal, hydro and trans-

mission developmentee
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The :cparate national power programs presently underway fall
short of providing full power requirements of the countries concerned.
New thermal power plents wculd provide the quickest means of adding
tnereased genereting cepacitye However, certein hydro plents are also
included in plens now being developed so situated es to best conform to
overall European requiremontse

The internetiontl projects for thermal power development
now undsr consideration totel 700 MW, while the proposed hydro develop-
ments total 300 MW--1000 MW in alle The totel dollar equivalent for the
entire program is estimoted et §164 million of which $110¢5 million is
the estimeted ECA dollar requirement.

While the totel program of 1000 MW is considered as being
possible of accomplishment, it is necessory to frce the feet thet many
of the projects in question will not be sufficiently developed to reqguire
obligation of funds from the 1949/50 approprietion. It therefore appearé
that not more then 1/2 cf the thermel development of 700 MW and 1/3 of
the hydro progrem of 300 MW cen rensonebly be considered for financing
from 49/50 fundse With this in mind, & totnl of Eg_gilligg for thermnl

development and §5.56 million for hydro development has been tentatively

oarmarked for 1949/50 fincncing, making o total of $14.5 million.

Liveralization of Trede

The use of funds from the csntrnl reserve tn promote trede
liberclization is contemploted in three types of situations. First,
in a number of countries the effective obstacle to the removel of

restrictions on imports is the pressure of powerful protectionist

- Q ? -



groups within the economye Under ceriain ciroumstances, an intelligent
approach to trade liberalization is by way of a program sponsored by the
government.in question to provide transitional economic relief to groups
or localities severely affected by the removal of restrictionse The
ECA entertains requests from netional goverements for ndditional dollar
aid to support such programs.' Although the immodiate need is usuelly
for the local currency rather than for dollars, the availability of
dollars greatly increases the incentive effect of the offer and the
expenditure of additionel looel currency funds in any country is ept to
be translated, at least in part, into increased imporuse

Seoond, in other countries the major obetacle to trade liberal=
fzation is a fear of the loss of monetary reéerves. An undertcking by
the ECA to provide additional finencial support to a country if this
fear turns out to be real may make & decisive difference in the willingnese
of the government to take the risks inherent in the opening nf its doors
to imports from its neighborse

Third, perhaps the most promising single use contemplated for
ECA funds, is in support of a European Payments Union including all
or most of the participating countries.

Ls yet it 1is possible to give only & rough indication of the
emounts of funds likely to be used during the current fiscel year for
these several purposess Three countries seem most likely to be candidates
for special aid in support of particular groups pdversely affocted by the
reﬁoval of restrictionse The countries and very roughly estimated

amounts are as follows1
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Norwny $15,000,000

Denmark $10,000,000
Frence $20,000,000

TOTAL $45,000,000
The one couﬂtry likely to need cdditionel dbllar support during the
current year to offset & loss of reserves is the Federnl Republic of
Germanye The Germen Government hes ftaken the lend in = courageous
progrem of liberalizirg imports. On a conservetive basis, {15 million
shculd be ellowed for additional support in this ocase.

It is quite impossible to give ery independent estimate of the
sum likely to be needed to permit the establishment of a Europsan Payments
Union or to support such regional groups as the proposed FINEBEL group,
consisting of Itcly, France, and the Bernelux countriese At the present,
time it apmears likcly thet the FINLBEL errangement will come into
existence in the near future. If it does, it may well be worthy of
modest financiel support by the EChAe It does not eppear likely that
a mrre inclusive Europeen Peyments Union will actuclly come into opera-
tion much before the end of the current fiscal yeare Tho possibility
that a new Payments Union cean bse crented soon will be considersbly
lessened, however, if the ECL does not have funds which could be used
for its initiel support. It is expeoted thot, in the noxt fiscal year,
e very considcrable sum will be noeded for this purpose. In the current
year, et least $50 million should be availables It should be olearly
understood thet this sum moy not in the end prcve to heve been needede

The rete of progress towerd more effective monetery errangements in
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Europe is frr too dependent upon political developments to be predictable
with eny socurncy. It is believed essential, however, for the purpose

of the ERP that the Administrator be in e position to dispose of a
moderate sum of this general order of megnitude for the purpose of
encournging end sypporting éuch a development.

Relation of Special 4id to Balance of Payments

It has been pointed out above that, on present estimataes, the
reserves of the Europeon countries will inorease slightly during the
current year if they receive {3,949.2 million of country aide. From this
it micht . eppeer thet the actuel expenditure cf the ECL reserve fund,
however laudible thc purposes, would gn to swell European monetary
reserves still further. This is true in part, but only in pert, and
therefore is deserving of ¢ further word of comment.

To begin with, no part of the 3545 million proposed to be
used for overseas territorics development o for international projects
would find its wry into increcsed monetary reserves. Dollars would be
used for these purposes ~nly to cover dollar outleys. Thus, the
additional doller resources made availeble would be metched by expenditures
not allowed for in the belance of payments estimates submitted herewithe

Of the $126 million proposed to be used to foster trede liber-~
nlization, & part would undoubtedly find its way into monetary reservess
But a part would be absorbed in dollar outloys made necessary by trade
liberalizations For .Instance, the Norwegicn Government's proposed program
for the relicf of special groups would involve the provision of new

industriel fecilities to employed lebor rendered surplus in high cost
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industries. Dollars would be used almost exclusively for extra dollar
expenseses In other countries, the oonnoctloﬁ might be less direct but,
a8 noted above, an inorease in expenditures within the country is
certain to cause some inorease in the demand for dollar importse It
seems likely, on belence, tha@ no more than half of the emount of the
reserve could find its way into increased monetary reserves even if it
were all used during the current yeare. Such a development would resul
in a total increase in reserves for the whole grup of countries of only
about $25 million during the year, provided the misleading increase in
French reserves is disregarded for reesons Ciscussed eboves It should
be emphasized that, although these special uses of ECA funds cannot be
forecast with as much precision as direct covntry aid, they probably
represent the most truly constructive ectivities planned by the ECAe
Some further saving from the figures here given may woll turn out to be
possible at the ond of the yeare But it would be a serious limitation
on the effectiveness of the program if the availability of these funds

wore further forecast et this time.
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5. Progrems for Country Ald in 1950/51

Thé preceding section was concerned with the first of the Swo
me jor Judgments involved in preseing the =CA's appropriation reguest,
that is, the judgment as to the proposed use of funds in the current
fiscal year. This section 18 concerned primarily with the requirements
Tor dollar aid in the fiscal year 1951. In chis section, the essential
expenditures of the European countries and thelr prospects for dollar
esrnings are discussed if. terms of the whole group of countries rather
than for esch country individually. The basic decision as to the amount
by which tne ald to be furnished in the fiscal year 1951 could safely
be reduced below the level of the current yeer was based upon the
aggregative analyelis below.

It is the judgment of the =CA, based on the detailed analysis
summarized in this submission, thet doller earnings by the participat-
inz countriee as a group cannot realistically be forecast at a figure
higher than that shown in the attached tables and that, in the aggregate,
the needs for doller expenditure, primarily European imports whieh must
be paid for with dollars, carnot without damage be compressed signific-
antly further than has been done in piojections ghown in the tables.
The remeining portion of this subtmission is devoted to an explanation
of the basis for this judgment.

The European Recovery program for 1949/50 calls for $3,949.2
million of direct and conditional aid, In 1950/51 the total amount
requested for all country-aid programs (including incentive programs)
is ¢E{O7l.7 million, or 3877.5 million less than has been gscheduled so

far for allotment of direct and conditionel aid alone in 194¢/50.
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This peduction in ECA aid is made possible by increased dollar

earnings and by cutting down on purchases that require dollar peyments.

The sectisnse which follow deal with:

(a)

(b)

(c)
(a)

(e)

(£)

Increased earnings of $276.5 million from exports,
shipping, tourism, migrant remittances, and interest
and dividends.

Dollar savings of $578.1 million on imports, ship-
ping, tourism, migrant remittances, and interest
and dividends.

Projected exports to dollar areas for 1950/61.

An apalysis of the over-all current account and
capital account balances.

The means of financing the net dollar balance avall-
able in 1949/50 and 1950/51, and ZCA policy with
respect to reserves.

The import program for 1950/51 and the effect on
European recovery of & further decrease in dollar
imports than has been projected.

a. Major sources of dollar earanings:

Zstipates of gross dollar earnings are available for all parti-

cipating countries with respect to exports, shipplng, tourism, migrant

remittances, and interest and dividends. nother" invisible earnings and

payments (including the British oil account) are available only on &

net basie and are discussed in section (d) below.

The change in projected groes dollar earnings for all 16 coun-

tries in combination 1s shown below for each of the categories for

which groses earnings are available:
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Earnings from: 1949/50 1950/51 Improvement

Expor te $1,461.1  $1,678.6 f217.5
Shipping, etc. 463.5 475.4 £ 11.9
Tourisam ' 196.4 241.2 4 44.8
Migrant remittances 74.4 77.1 £ 2.7
Interest and dividends 195.1 194.7 -0.4

52,390.5 $2,667.0 #-276.5
The first ;hree categories--exports, shivping, tourism--are those in
which the efforts of Europeans to help themselves can bear the most
fruit. Exports are discussed in greater detail in section (c) below.
The 23 percent increase in earaings from tourists will be the result
partly of promotional efforts by the Europeans and partly of investments
in facllities for tourists, made in the earlier years of ERP. The
increase in shipping earnings is comparatively small. The effectiveness
of the improved fleet of European countries manifests itself chiefly
in decreased dollar payments for shipping shown below. ECA enticipates
a small net increase in migrant remittences, though there is likely to
be a decrease in such remittances to Germany &s conditions there become
less desperate.

Interest and dividend receipts will not chenge significantly.

The projected totel of $195.1 million earned in dollars from interest
and dividends in 1949/50 comes largely ($107.5 million) from investments
in the United States. These in turn are largely British, Dutch and
Belgina. The Department of Commerce estimates United States payments
of interest and dividends to EHP metropolitan areas of $110 million in
1948. These countries appear therefore tc have estimated investment
income rather completely, (It may be noted in passing that each of the
PC's paye more to the Unlted States in interest and dividends than it

receives.) ;3 _
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b. _Major Sources of Dollar Savings:

While dollar earnings are increasing, the programs call for
decreased expenditures for goods and services that must be pald for in
dollars. The program developed by ECA calls for dollar payments in the

aggregate as fcllows?

Payments for 1949/50 1950/51 Dollar Seving
Imports $4,966.6 $4,431.0 /535.5
Shipping, etc. 709.8 665.5 f 44.3
Tourism ’ bl.2 61.5 -10.3
Migrant remittances . 10.0 9.9 ¢ 0.1
Interest and dividends 256.2 247.7 / 8.5
$5,993.7 $5,414.6 /£588.4 -10.3
$5v8.1

The most impressive change is the decrease in dollar imports amounting
to atout 11 percent. This is discussed belew in section (f). Dollar
freight payments will be reduced about $44.3 millien. In conjunction
with increased dollar earnings for shipping this means that the dollar
deficit in shipping accounts for Western European couniries will be
reduced by $56.2 million dollars, or by about 23 percent.

Interest and dividend payments in dollars by Europe decrease

as debt is retired, Migrant remittances from Europe to the Western

Hemisphere are not idportant and will not change significantly.
Tourisn is the only category in the current account that will
require more dollars in 1950/51 than in 1949/50. This increase of
$10.3 million dollars is necessary to finance larger commercial stafis
in the United States and tripa by European businessmen to thg United -
States and Canada. It may be regarded as an offset to the $217.5

million increase of exports to dollar markets shown above.
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¢: Dxports to Zarn Dollars

A key question th.t must be answered in connection with this
budget request is whether the ERP countries are doing as much as they
may reasonably be expected to do to earn dollars. And this in fact
amerges in terma of the question: Is the ZCA export progrem for 1950/51
adequate?

The proJjected dollar exports are a8 follows:

To: 1949/50 1950/51
U.S.A. $ 752.0 $ 869.4
Canada 340.8 442.1
Other (Chiefly latin America) 368.3 367.1

$1461.1 $1678.6

The ECA has treated all exports to Capada and the United States
as dollar exports. Part of the trade with Latin America and with other
parts of the world is conducted in terms of dollars. The total for this
trade shown above does not include the settlement of gold and doller
belances arising under bilateral agreements. The change in settlement
payments is discussed in section (d) below in connection with the
analysis of net capital operations.

1t follows that one should look only to the Unlted Stetes and
Canadien accounts for increases in "dollar exports.” Increased exports
to latin Americe will show up 1n'the figures for total exports to Latin
America in all currencles.

In order to test the adequacy of the program for exports that
earn or save dollers for Europe, the ECA has therefore examined the

progrem for all exports to the Western Hemisphere. Since the 1949/50
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figurss are themselves projections, it is more meaningful to compare

19£7/51 projections with the actual record for 1948.

To: 1948 1949/50 1950/51
U.S.A. $ $ e28.9 § 752.0 $ 869.4
Canada §$ 341.6 340.8 442.1

latin America (All currencies) 1,143.8 1,201.5 1,335.9
$2,314.3 $2,294.3 $2,647.4

The figures for 1948 are the nistorical record of shipments
submitted by the countries. These figures are identical vwith those
sutmitted on & peyments basis for all countries except France and the
United Kingdom. For $hese two countries' payments, especially from the
United States, were larger than shipments. There is no reason to
question the reallty of this difference; but the selection of the ship-
ments basis, which is the most easily understood and which seems to be

used in all cases for 1950/51. glves a picture of higher exports to the

Unived States in 1950/51 than in 1948, whereas the balance of payments
figures for 1948 ($875.6 million) would show unchanged dollar earnings
for 1950/51. In the case of Canada, shipments by the PC's in 1948
excaeded payments by only $0,7 million, while in Iatin America export
peyments in 1948 were less than shipments by 37.2 millions.

One may therefore say that exports to the Western Hemisphere
are planned to rise from $2,314 million (on & shipments vasis) or $2,354
million (on & payments basis) in 1948 to 32,647 million in 1950/51
(essentially on either a payments OT shipments basis).

The projection for 1949/50 (a8 revised by the ECA from the

country submiasions) fite reasonably well with the historical pattern
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of trade through November, 1949.

Thus between 1948 and 1950/51 there will be relatively little
change in the doller value of totel exports to the United States, nearly
a 30 percent rise in exports to Canada and an 18 percent rise in ex-
ports to Latin America (whethér paid for in dollars or other curren-
cies).

The table suggests three questlons: Is the total for 1050/51 as
high as it might reascnably be expected to be? Why do exports to Canada
and Latin America grow so much more rapidly then those.to the United
States? Vhy are projected exporis to the United States in 1950/51
either the same as in 194€ or only slightly higher then those achieved
in 1948 and does this indicate that European recovery has bogged down or
that it is really moving forward?

The question as to the adequacy of the projected level of exports
in 1950/51 must be answered separately for each area. An analysis of
the Latin American balance cf payments jndicates that European exports
to that area in 1950/51 could only be substantially higher if Europe
also imported about as much more from Latin America as it expects to ex-
port. The Canadian market might absorb another ten or twenty million
dollars worth of goods from the ERP countries in 1950/51; but the pro-
jected increase is large in any event, the indiceted possible increase
has not been proved by detalled comparison with ERP submissions and
woyld not sipnificantly affect tho total of dollar trede in any event.

Testing the Estimates for Exports to the United Strtes in 1950/51s

The real question is whether Europe could sell morc to the United

States. The projected total is the result of two completely independent
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studies that were later merged. The first of these involved an examina-

tion of the programs submitted by the countries. The totals of the

national submissions for 19050/51 end the recommended figures are as fol-

lows (in millions):

Submission ECA Program

Austria $1e.1 $ 15.0
Belgium 95.7 102.0
Denmark 24 .2 23.3
F. T. Trieste 0.04 0.2
France 100.0 100.0
Gernany (Fed. Rep.) 75.0 70.7
Greece 26.2 26.1
Iceland 2.0 2.4
Irelend 1.5 1.6
Italy 62.0 66 .4
Netherlands 39.5 4.0
Norway 24.8 25.0
Portugal 14.7 13.4
Sweden 54.0 64..6
Turkey 41.1 52.7
United Kingdom 250 .1 265.0

3828.9 2869.4

The national submissions on a shipments basis are the came as the figures

on a payme

nts basis except for the United Kingdom and the Netherlends.

The United Kingdom did not estimate payments for exports to the United

States separately from exports to the Western Hemisphere.

The Nether-

lands figure is taken from the Balance of Payments submission; *he estl-

mate on a shinments basis was $40.3 million.

In several instances - notably Austria and Germany - the estimated

exports to the United States exceeded the apparent possibilities of the

market. By and lerge, however, a study of the
ghowed that most countries could reech and som

notably Belgium, Sweden and the United Kingdom

- —

United States market

o could exceed their goals,



An Independent Estimete of Eggort Pogsibilities:

The second study of exports to the United Stetes in 1950/51 origi-
nated quite independently of the national submissions. The ground-work
for this study was leid in a report prcpared on November 5, 1949, on

Prewar end Post-wer 'nited Stétes Imports from ERP Countrles as Roleted

to the Possibility of Increased Doller Earnings. For this report,

United States trede statistics were examined to discover every commodity
thet had been sold by any one ERP country to the United States in an
amount of either £100,000 in 1937 or $300,000 in 194€. 47 summery tebles
were prepared for leading commodities (1ike whiskey) or commodity groups
(1ike hides and skins) covering the years 1936-38 and 1947, 1948 by
querters and the first threc quarters of 1949. These tables embraced
more thzn 80 percent of United States imports from the metropolitan ERP
countries in 1948, For each onc of these commodities an cstimate wes
mede for imports in 1950/51 under favorcble conditions, after consulting
at length et leest two experts in other governmont agenci:s for each
commodity. The preliminery phase of this work was completed by meking
rough projecticns on the basis of historical trends for the miscel-
laneous 20 perceﬁt of the trade not otherwise covered.

On the besis of this study a report was made on Januery 20 thet
there seemed to be no basis in United States trede statistics or trade
opinion for estimeting imports of more than $240 million for 1950/51 end
thet 9230 million was likely to be e better figure.

Adjustmerts Required to Compare OEEC end ECA Fifurcs for Exports with
United Stetes Import Statistics:

The egreement of this preliminery figure for total exports to the
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United Stetes in 1950/51 with the European submission wes more gpparent
than real. Both needed to be adjusted before they mey be compared. The
submission and the ECA program figufes above both contain $10.5 million
for exports by Denmark "o the United States" which are in fact exports
to United States troops in Gergany. These need to be deducted from the
submission end program figures to become comperable with United Stetes
trade statistics. On the other hand, the submission needs to be raised
$19.1 million to hecome comperable with United Stetes import statistics
because this part of the value of nickel and ferromanganese processed
in Norwey and of tin processed in the United Kingdom and the Netherlands
is not included in exports. The goods ere processed on toll and the
value of the raw material appears in neither the imports nor exports
submitted nor in the ECA revised balance of payments tablec.

On the other hand "United States imports for consumption" contain
two items in 1948 that were carried forward into the oripinal estimate
for possible United States imports in 1950/51s lend-lease ships re=
turned ($10.2 million) and household and personal effects of migrants
($6.9 million).

For comparative purposes the PC submission becomes 8828.9 - $10.5
/4 19.1 = $838.5 million, while the original irdependent estimate sub-
mitted in ECA becomes %830 - %17 = 3813 million.

The ECL Bstimate for Bxports in 1950/51s This type of comparison

only became possible, however, after the two separate lines of investi-

gation were merged. In some instances the projections made from United

States ;tatistics alone were lowered in the light of facts developed by
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study of the Europoan program. Generally, however, the study of Euro-
pean submissions had revealed excessive optimism with respect to certain
exports without revealing other places where the Europeans had under-
estimated the market because they did not submit any detail on small
items. The final ECA estimate--particularly for categories lumped in
the submissions as "miscellaneous"--rests squarely upon a line-by-linse
analysis of United States trade statisfics.

The net result of the joint effort wes to develop identified
prospects for exports of about 3854 million (plus personal effects) in
terms of United States imports for consumption or of about %845 on the
basis of OEEC statistical classifications.

This appeared to be the maximum that could be developed after con-
sidering every sub-group of Unitcd States import statistics. It would
be easy to find experts who would fecl each line is over-estimated. It
would be hard to find experts who would wish to raise any line.

This process of estimation, however, has two drawbacks. Using
historical data it is impossible to get away from the data on low im-
ports in the sccond and third quarter of 1949. This sobering reclity
tended to dampen the estimates of even professional optimists. More
importantly, pcrhaps, this method of estimation neglects the new product
to some extent. Therefore, as a final gesture of faith in the United
Stetes market for European products the ECA added about %24 million to
provide for seles that may develop in ways that cannot be revealed by

statisfics cf the past.
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Thus the estimate of 3269.4 million of PC exports to the United
States (about $€78 million plus personal effects in United States sta-
tistics) is the most that can reasonably be estimated for 1950/51. It
is based on predictions from United States trade statistics vnder as-
sumptions that are favorable to large exports to the United States. It
combines individually reasonagle but optimistic forecasts. This vould
be likely to result in a slightly over-optimistic total. Even so, the
estimate has been weighted with an additional allowance for specially
favorable but unpredictable developments.

Relative Growth of Exports to United Stetes and Other Areags The

more rapid growth of eiports to Canada and Latin American than to the
United States is to be explained partly in terms of economic forces and
partly of administrative practice. Both Canada and Latin America dis-
criminete against United States exports and fevor Evropean sources.

Even spart from such discrimination, however, the initial growth of ex-
ports by PC's should be greater to tiiese arecas then to the United States.
British exporters favor sales efforts in Canada because they have much
less fear of losing that market than of losing the United States market
through adverse teriff legislation. Beyond this is the fact thet the
United Stetes took over the European expost business to Cenada and
Latin America during the war. If European goods can compete in the
United States merket over a tariff, they compete even more strongly with
United States exports in third markets. Until this eree of competition
has been exhsusted, one should expect more repid growth of European

trade in third merkets than in the United States. The historical record
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and projections for 1950/51 do not meen that Rurope is not being thought
of es en effective compatitor in the United States market.

Rocovery of Exports to United States between 1948 end 1950/51: PC

cxports to the United States in 1950/51 will be greeter in volume than
in 1942 and will heve a greeter dollar value. Recorded imports for con-
sumption by the United Stetes from all ERP countries (except Switzer-
land) werc 3867.9 million in 1948. From this is to be deducted 810.2
million for the value of returned lend-lease chips - en item thet cannot
possibly affect Buropecn eernings in 1950/51 - end %6.9 million of house-
hold goods recorded as imports. Thus the quostion is whether in 1950/51
the United Stetes will import more than the 8850.8.million of Europeen
merchandise (end of returned U.S. merchendise £nd containcrs thet
normelly result in a credit) imported in 194€ .

The prcjected totel of $869.4 million of exports to the United
Stetes in 1950/51, for reasons explained above, wculd produce & figure
of &872.0 million in United States import statistics.

Between 1948 and the end of 1949 United States prices have declined
8 percent. Thus merchendise thet sold in 1942 for $€50.2 million would
bring ebout %783 million in today's merket,

The projecticn of %27€ million for 1950/51 (in terms of United
States tradc stetistics) was made at prices prevailing in the fourth
quarter of 1949 or trending down. Thus total vclume of PC exports to
the United States is expected to be about 12 percent larger than it was

in 1948.
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Fundementally, however, the assumed achievement is far greater than
this overall showing would seem to indicate. 1948 was still a year of
shortages in the American merket. Scrap metal prices were fantastically
high. There was a "grey market" in ircn and steel, autos, paper and a
number of other products. Out of the total of about 8850 million of
European merchandise bought b; the United States in 1948 no less than
#2500 million represented trade in 9 commedities or commodity groupss
brass scrap, iron and steel scrap, aluminum and manufactures (largely
scrap), lead and manufactures (scrap and metal), autos, tractors, wood-
pulp, newsprint and steel mill products (except scrap). In the fourth
quarter of 1948 business in these commodities averaged over 820 million
per month and in January and February, 1949, it was still above $22
million.

It wes the drying up of this business that accounted for most of
the slump in European treade with the United States in 1949. Imports of
these commodities dropped to &7.5 million in April and reached a low of
33.1 million in September.

This kind of trede is projected at about %7.25 million per month
in 1950/51. This estimate was prepared only after extensive consulte-
tion. Most experts would regard it as high.

In contrast, the basic trade of Europe (exclusive of these 9 com=-
modities) averaged %53.5 million per month in 1948, still averaged 8.1
million in the low second quarter of 1949, and has averaged about 359.5
in September, October and November, 1949. This level probably reflects

geasonal buying for the Christmes trade as well as basic strength. It
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is projected at an everago of about 846 million for 1650/51. Consider-
ing price changes since 1948 this meens a 34 percent incroase in veclume
between 1948 and 1950/51 in all the range of goods embraced in our basie
trade excluding the 9 items that are bound to lose part of their 1948
merket in the United States.

The rate of recovery of exports to the United Stetes projected
for 1950/51 is consistent with the objectives of the ERP. It represents
a trend of growth from the good year of 1948 through the bad year of
1949 to January, 1951, of ebout 12 percent per year compounded, Alter-
netively it mey be thought of es involving a 30 percent recovery in
besic exports by July 1, 1950, from the low five months centering about
July 1, 1942, end & 20 percent growth factor during 1950/51.

d. Analysis of the Oversll Current Account and Cepitel Account Eal-
ancess

The mejor items in the current account, &1l of which ere availeble

on a gross besis, were discussed in sections (a) and (b) above. They

indicates
1949/50 1950/51
Cross earnings on experts, etc. 82,390.5 82,667.0
n  expend. " imports, etc. 5,993.7 5,414.6

To complete the current account analysis it is necessary to consider
also two items thet ere eveileble only on a net basis for the countries
in combinetion: net invisibles (cther then shipping, tourism, nmigrant
remittances end interest and dividends) end the net current and capital
account for the French, Dutch, Belgien and Portuguese DOT's. (British

DOT's are netted in the capitel account .)
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"other invisibles"™: In the current account of every nation there

are a variety of "other invisible™ transections (in addition to shipping
etcl) that are usually smalle 'Uhder current trading conditions in Europe,
European countries use this nccount not only for such things as motion
picture rertals and insurance, but also for conmission earmnings arising
from the processing for re-export of rew materials thot would normally
be reported as imports but which are now excluded from both imports and
exportse This item has been unrevelled for major items, like Norwegian
processing of nickle and ferromanganese ond United Kingdom and Netherlands
processing of tine

The "other invisible™ account for all countries in combination
calls for net dollar poyments of $172.9 million in 1949/50 and $202.9
million in 1950/51. This represents e $30 million net demand for ad-
ditional dollar payments of which the United Kingdom accounts for $8
millione The United Kingdom carries its oil account in this category
of invisibles which is reported by the United Kingdom only on a net
besise The detaii is highly claseifiede..

Other countries estimate both their gross receipts and peyments
for "other invisibles". 1In order to complete the reccrd the figure for

countries other than the United Kingdom are projected as followss

164¢ /50 1950/51
Receipts $13C.0 126.6

PD.!EentB 1.67-9 177.5
Net "other invisibles" $-2845 $=5040

While “here are small changes in estimated receipts and payments for
meny countries, the entire worsening of the aggregate for all countries

ariges from e non-recurring change in both the receipts end payments of

e single countrye _ 4;,,.



DO™!'g (other than United Kingdom): Finally, in analyzing the

changes in the current account between 1949/50 and 1950/51, it is
egtimated that the French, Dutch, Belgian and Portuguese DOT!s in
combination will require $58.1 million less net dollar financing in
195C/31 than in 1949/50, Of this amount $37.5 million reflects merely
the disappesrance of Indonesla from the Netherlands! DOT account.
There is, however, a reduction of the net dollar deficit of the other
DOT's of $20.6 million to a net total of $83.0 million in 1950/51.

Sunmary of chanses in current accounb: The changes on current

dollar account described in sections (a) end (b) ‘and in this section
on other invisibles ant the DOT's may be gummarized as follows for
the Metropolitan PC's and their DOT's:

Increase in dollar earnings of Met FC's $276.5 million

Het decrease in dollar sperding Ty Met.,PC's 548.1

et decrease in dollar deficit of DOT's

for 1950/51 20,1

Reduction of dollar deficit in 1250/51 $835.2

Elim, of deficit of Indonesia in 50/51

accounts 47,5

Qeduction in dollar deficit from 49/50
accounts 8882, 7

In this summary we have treated the $30 million worsening of the
other invisible account as an offget to the dollar saving of $578,1
million described above. The net dollar saving by the Met PC's in
195G/51 over 1942/50 should therefore total about $548.1 million.
The total reduction of the doller deficit, as described up to this

point, alds to $882,7 million. The fizure used below of $882,6
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is correct, The difference s due to r~unding.

Nt capital operations: While the current account position of

the PC's and their DOT's will improve to the extent of £882.6 million,
their capital and settlement account position becomes worse. In 1949/50
the ERF countiies collectively gave up $89.0 million more gold and
dollars then they received on'settlement accounts and capital operationms.
In 1950/51 there will be a net dollar drain of $290.2 million through
casital account transactions.,

Net government lending to forcign governments auounted to $30.3

million in 1949/50. In 1950/51 there will be net repayments by foreign
governments (in excess of new borrowing) of $112.6 million. In parti-
cular Canadian net lending will decrease and Tmited States government net
receipts for amortization will increase. On capital account this repre-
sents a worsening of the situation of European countries of £142.9
million. The duta for these estimates come from United States govern-
ment sources.

Other public capital overations, which has been identified item

by item, yielded $70.3 million of net capital to Europe in 1949/50.
They will require net repayments by Europe of ©49.8 million in 1950/51.
On two items of this latter estimate ECA is seeking further information
from the governments involved. This shift from net borrowing to net
repayment involves a decrease in funds availeble to trinance the deficit
on current account of £120.1 million.

Thus the net effect of changing from s net berrowing to a net
repayment position in connection with public loans 1s more than enough

to account for the worsening of net canital operations as a whole.
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Settlements and inter-area transfers: The settlements mosition

of Buropean countries will become better. The PC's (other than the
Tnited Iingdom) will pay out about $25.3 million more than they receive
under settlements agreements in 1949/50 and only about $9.2 million in
1950/51, The most marked imérovement is in the United Kingdom account
(which includes the ﬁOT‘s). Whereas the Tnited Zingdom will pay out net
about $246 million in 1949/50, this is estimated at $122 million in
1950/51. These changes in part reflect the effect of greater exports Dby
the PC's to other parts of the world and the consequent improvement of
their trade balance.

Net private investment and other capital operations yielded about

$79.7 million to Europe in 1949/50 and are expected to yield ornly $3.4
million net in 1950/51. Llong term private capital investment is not
large but is expected to increase by more than 50 percent. On the other
hand, short-term dollar balances were being built up in the United
Kinzdom after devaluation and yielded gold and dollars in 1949/50. In
1950/51, on the other hand, it will be necessary tn build up private
dollar balances to finence trade, so that the flow will again be away

from Europe.
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e. Required dollar finencing in 1949/50 and 1950/51, and available

means:

The net gold and dollar payments requirements (after allowing for

public and private capital movements and for settlements operations) may

thus be summarized as follows:

1949/50 1950/51 Imnrovement
Current balance $-3,917.1 $-3,034.5 $/882.6
Net capital operations -89.0 -290,2 -201.2
To be financed &-14,006.1  $-3,324.7  $f6Bl.4

New ECA aid was the chief means of financing this dollar drain

in 1949/50. There were zlso certain other extraordinary sources of
funds such as troop pay, etc. 1In 1950/51 these sources will be smaller,
but there will also be net withdrawals from the ECA "pipeline", The
means of finencing the dollar imports in excess of dollar availabilitiles

are therefore tlanned as follows:

1949/50 1950/51  Change

ECA aid $3,949,2 $3,071.7 $-877.5
Other receipts 68.4 20.7 -27.7
Reduce pipeline 0 262.0 4262.0
Means of financing $4,017.6 $3,354.4 $-643.2

In 19&9/50 the means available will permit the rebuilding of
reserves to the extent of about $11.5 million. The indicated increase
of $29.7 million in reserves in 1950/51 is also nominel, for it is not
the intention of the ECA deliberately to plan the use of its funds to
rebuild reserves, much as larger reserves arc needed., If, however, a

x

couhtry can carry out its progrem, it is not the policy of ECA to pena-

1lize a country that saves enough to increase reserves moderately.
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The Bipeline operrtion meens in effect thet the vmlue of imports
in 1950/51 which will be peid for with funds oblizeted in earlier yemrs
will be greater than the obligetion incurred in 1950/51 for goods to be
delivered in later years. As ECA nid begins to taper off, the flow of
goods will become less. As i£ does s0, the funds oblignted at the end
of the year for later delivery of goods will becoms less then the funds

which were so cbligated at the beginning of the year. This draining of

the pipeline mesns thet-on & net basis pert of the imports of 1950/51
heve alresdy been provided for in esrlier BCA eppropristions.

f. Doller Imports:

Dollar emrnings from exports and such invisibles as shipring =and
touriem have heern estimeted at meximum levels for 1950/51. Doller
receipts on capitel account heve nlso baen liberelly estimeted, Reserves
ere slrerdy too low to count on finencing any significent amount of
dcller trede by further drafts on PC resarves.

It follows thet any decresse in the level of ECA eid, beyond that
already projected for 1950/51. will heve to be met by reducing projected
doller experaitures. This means in fect thet imports would have to be
cub, because the most importent cepitel payments end interest peyments
are contractual. The only large item in the dollar current account, 8s

indiceted in Section (b) Pbove, is dollar imports, They pniount to:

1949/50 $ 1t 966.5 million
1050/51 © uuzo
Reduction $ 535.5 million
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In the case of imports, as of exports, it is helpful to consider
the total imports from the Western Hemisphere rather than dollar imnorts
alone. The distribuvion of imports emong the US, Ceneda and Latin
America is shown in the summary tables, The totel for the Western Hemis-

phere is as follows:

Food and Agricultural Imports 1949/50 1950/51

Food _ $1,966.2 $1,776.1
Feed & fertilizer 379.6 377.8
Natural fibders 799.4 835.5
Other agric. products _.313.2 290.5
Total $3,L58.1 $3,279.9
Industrial Imports 19u49/50 1950/51
Fuels $ Uu66.0 $ U323
Ind. rew meterials 896.3 T74.8
Capital equipment 955.6 gu6.5
Other mftures & raw material 228.8 210.0
Total $2,5u6.7 $2,263.6
Grand Total $6,005.1 $5,543.5

In appreising the possibility of any further reduction of dollar
imports it should be remembered that dollar imports have been allowed
for in the projections only when alternative sources Are not available
and only when the elimination of projected dollar imports woulc result

in retarding European recovery.
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In this connection two points are to be noted. There have been exports
of commodities, ".ike passenger sutomobiles and canned fruit, to countries like
Belgium. Such exports will continue in 1950/51; but a reduction of aid will
not cut these imports. Belgium recelves no direct aid. Also, these imports
could be eliminated only 1if Blegiﬁm returned to a system of licensed foreign
trade.

The second point to note is that cutting dollar aid will result in
cute in the importation of specific commodities like wheat, tobacco, non-fer-
rous metals or mining machinery. Relative to the total supply of these partic-
ular commodities the cut is likely to be large. Thie is the kind of comparison
thet is needed to evaluate the damege to the economy of Europe of a reduction
of dollar imports. It is not proper to compare the cut with the %otal GNP of
Western Europe, 5ecauae Buropean goods and services are not generally freely
interchangeable and, where interchangeability is possible, they cannot be re-
pllocated qui dily enough to repair the gpecific damage caused by cutting down
a specific import.

Broedly speaking a reduction in dollar imports below the levels shown
will eritically impair consumption standards or current industrial activity,
or will seriously retard improvements designed to increase Burope'!s capacity
to earn dollars in the future. The first will happen 1f doller imports of
foodstuffs are ocut below projected levels. The second will occur if Europeans
chooge to take the cut in raw materiel supplies. The third will occur 1f they
reduce:imports of machinery and equipment or if they have to dump extra exports

of their own cepitel equipment on world merkets to pay for food and rew materials.
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The import program is discussed separately for jndustrial im-
ports snd for food and egricultural imports in the pages which follow.
But first, the prodecure used in fgereening" the import programs will
be briefly explained.

The "Screening" Procedure, The import policies of the partici-

pating countries are necessarily directed toward decreasing dollar ex-
penditures as rapidly as possible. This is not & goal in itself dbut is
dictated by the current and prospective inability of Western Europe to
earn, even with major effort, sufficient dollars to support a continu-
ing high level of imports from the United States and other Western Hem-
isphere countries. The screening procedure by which the industrial pro-
gram has been established for the fiscal year 1951 has been directed at
minimiiing dollar imports in every way possible consistent vith spesdy
European recovery. Especial atfention hes therefore been given to the
beét possible use of dollar ivems. Even where prices may be somewhat
higher in non-doller areas, substitutions of these non-dollar sources
have occurred.

Several related tut essentially independent approaches were used
to screen the 1950/51 industrial program. Bach of the commodity special-
ists prepared independent estimates of probable consumption of the major
raw materials and manufactured products. These requirements were estab-
1ished according to consumption trends of the past related to projections
of general industrial ectivity in fiseal 1951. Within the range of esti-
mation, only selective allowance was mede for increased consumer intake

or use. In the case of coal, for inatance, the requirements reflect a
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continuation of very strict domestic heating gllocations. Restricted
use of gasoline for non-commercial vehioles has been assumed. Con-
sumption increases have been gllowed only where domestic production or
intre~Buropean trade would provide .arger consumer supplies without re-
course to significant dollar components and without unduly affecting the
investment programs underway. Increased use of synthetic fibers:
fabrics is an illustrative exception of this kind.

Availebilities of industriel items were independently derived.
Where dollar sources muet be tapped, reviews were undertaken of the world
supply-demand situation. This was an important element in the non-fer-
rous metals program where Western Hemisphere sources mast be tapped for
some share of the needs of all perticipating countriec. Expenditures on
copper, lead, sluminum, zinc and other non-ferrous metals and ores com-
prise 144 of the total outlays in the Western Hemisphere for industrial
items. Maximum possible use of availsbilities in Rhodesia, the Belgian
Congo and other non-dollar sources were postulated before entering the
residugl requirements from the United States, Canada, Mexico and South
America. In sddition, meximum proportions were estimated to be utilized
in concentrate form within the capacity of Western Burope to process
the raw materials for thelir use or export.

In many cases the tight gscreening of dollar imports at this stage
provided for substantial use of high cost domestic or non-dollar instead
of low-cost dollar sources. In the case of sulphur, for instance, en
essentiel raw material for the rapidly growing chemicals industry, in-

creases are assumed in the prdgram in the substitution of pyrites and
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high cost Italian sulphur to minimize purchases of cheaper gsulphur from
the United States. Such substitutions were balanced agéinst their esti-
mated effect on the increased ccst to European industry and 1ts com-
petitive position especially ae it related to dollar export possibili-
ties. Indeed, this kind of screening was 8o rigid that the program will
have to be constantly reviéwed to insure that, by economizing in dollar
imports, Europe does not become non-competitive in world markets with
respect to its exports.

The independent reviews of requirements and availabilities were
next considered in the light of jnter-related commodities and investment
patterns, For instance, an energy study covering the historical and
projected energy needs for Western Furope was undertaken. This was for
the purpose of appraising the relevive use of coal, petroleum and
electrieal power. With the increasing cvaetlability of coal from domes-
tic and Eastern European cources & maximum dependence upon this item for
commercisl use has been assumed within the technical and price 1imits.
Fven with this full use of coal, the program reflects almost complete
cessation of exports from the United States. At the beginning of the ECA
program OvVer $300 million a year was used for American coal including
ocean transport charges. The program reccgnizes full use of local re-
sources for electric power and inclvudes further large expenditures for
Yoth thermal and hydroelectric power jnstalletions. Such power facill-
ties not only will contridbute much needed energy for increased pro-
ductivity but, once installed, they require minimum dollar needs for

continued operation. Within the general United States Government policy
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of maintaining American 0il Companies in the petroleum trade where the
dollar drain is not substantislly enmhanced, shifts to sterling oil ere
postulated. In addition, estimetes are based upon a mejor increase in
the use of Buropeen refinery cepacity. The processing cost, which has
a esignificant dollar component has thereby been reduced.

Upon the completion of the atudy of requirements and avallabll-
1ties of each individusl commodity and of related commodities, the total
.industrial program was revievwed in relation to the agricultural and food
programs and the general economic and financial status of each partici-
pating country. Through this procedure the budgets of dollars and other
currencies for each country were assessed and further screening of the
dollar importe was made necessary. In the case, for instance, of the
Netherlande it was necessary at this stage of the review to revise down-
ward scveral raw materiels lmports. This will subject the high level
of industriel activity to serious risk because it depeﬁds on reaching
the assumed availability of these items from non-dollar sources, which
in some cmses is s5till conjectural. Further, it was necessary to elim-
innte or revise downward certain housing progrem increases which it hed
been hoped might be possible in 1950/51 in the intereste of increased
productivity and politicel and sociel stability. Even though the doller
component of this program is small, only current housing progrem rates are
pssumed with two mejor exceptions - Italy and the Federsl Republic of
Germeny.

The final prograxs heve, therefore, been the result of a careful
review of the needs and avellabilities, commodity by commodity end coun-
tryihy country. There was a strong tendency, in view of prospective
dollar ;eqpirements and the amount of FCA aid 1likely to be available,
to press for the most optimistiec estimates of non-doller supply avail-
gbilities. Dollar imports have been estimated at the most conservative

levels consistent with & celculated risk of continued recovery monentum.
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1950/51 Prograr:_for Industrial Importss Next year's program reflects
a very substantial reduction in dollar imports. Imports into the parti~

cipating countrieg from the United States are slated to decline by 12 ber-
cent below the current fiscal year. Imports from Canada are expected to
decline at a slightly lesser rate owing largely to the devaluation of the
Canadian dollar last fall. Latin Americsn exports of industriql goods
to Europe are expected to decrease also, even though earnings of the
European countries in that area are slated to increase rapidly. The de-
creases in imports from the Western Hemisphere are expected to be re-
placed by increases in intra-European trade and increases in trade with
the Sterling Area and other non-participating countries. For example,
more lumber and pulp and paper are expected from Eastern Europe next years
Increased levels of industrial production will be sustained by increased
intra-European trade in chemicals, such as alkalis, plastics, dyestuffs
and other industrial chemicals; and rubber products, such as rubber
tires, tubes, camelback and repeir material, and mechanicel rubber goods.
Tncreased domestic production of febricated items and added avallability
of a few raw materials such as lead and zinc will also provide for in-
creased levels of industrial activity. Western Europe will also produce
e much larger share cf its own needs of industrial and agricultural ma-
chinery.

Even with the increased non-dollar availebilities, a substantial
risk is being undertaken with the reduction from previous levels of pro-
gremmed dollar imports. Any failure of agriculturel crops to reach anti-

cipated levels will absorb the dollar budgets currently allocated to the
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minimum necessery needs of non-ferrous metals, petroleum, and 211 of the
other raw meterisls and finished items for which Western Europe must con-
tinue to use its scarce dollars. Any failure, too, of postulated avail-
abilities of such items as coal from Poland, lead from Germany or lumber
and pulp from Finland would s;riously cut into dollar evailabllities
presentiy budgeted for other essentials to recovery. The incressed
levels of production in Eurcpe will need more copper, and these increases
cen come only from the dollar erea. If the dollars are not available for
such crucial and basic items, reductions in congumption will be reflect-
ed in a grocter then proportional reduction in the totsl level of indus-
triel output. It will also result in iner=esed costs throughout the
cconomy of Western Europe. IncTecses in the imvort of crude oil, much

of it necessarily from dollar comperies, is also antjicipated to maintain
cnergy levels required. Any feilure of dollar eernings and ECA aid to
resch estimeted levels might scriously hemper energy consumption through
reduction of crude oil purcheses.

4 further reduction in the rates of flow of many of the raw mate-
rials which arc presently imported from the United States and other
Wostern Hemisphere srees would scriously jeoperdize Europe's production
levels, Such items as sulphur, carbon bleck, hides and skins are basic
jtems in the domestic production progrems both for internel use and ex-
port drives. /fny reduction in presently estimated rates of import next
year would hinder seriously the recovery program. If, for instence, car-
bon black imports from the United Stetes had to be reduced, very serious

repercu591ons would be felt in the motor transport system since carbon
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black is an essential component in the tire-meking process.

The investment programs of the participating countries is now at
a critical stage. A few have reached the point where the major large
projects cre approvéd or the funds about to be committed. Once these
commitments are made they must proceed. These become fixed charges and
inerease the impact on rew materials of any reduction in doller aveila-
bilities. TWhere, however, industrial projects have not yet been com=-
mitted -~ for instence, in the electric power field -- grave concequences
would be felt in the energy needs of many countries if these were cur-
tailed. Western Europe must increase very substantially its power and
energy cepacity if it is to be assured of production levels and produc-
tivity sufficient to be the bese for full recovery.

The 1950/51 Program end Post-ERP Dollar Imports of Industrial

Commoditiess By 1952/53, industriel imports of the participating coun-
tries from the Western Hemisphere are expected to decline very
substantially from current levels. It is conceivable that industrial
raw materials and machinery and equipment imports will decline by al-
most three-querters of a billion dollers. Such declines will be dicta=-
ted by the inebility of Europe to earn sufficient dollars to maintein
higher levels from doller osreas. Vhile the lowsr levels anticipated are
likely to be the result of actusl decreases in demand by Eurcpean im-
porters, some part of the drop must be expleined in terms of a continua-
tion of import restrictions which will be ths result of continued dollar
stringency. The mejor olement in the reduced imports is expected to be

a reduction of sbout #400 million in capitel goods items from the Unlted
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States., The investment progrems of the participating countries are r.ow’
et very high retes end mackinery end equipment from the United Steates

is moving or on ordcr for large increeses in capacity from steel making,
cil refining, chemicel production and textile fabrication. If this in-
vestment program is completed on schedule, the reduction in dollar im-
ports is expected to be possible without unduly effecting continued re-
covery. For example, by 1952/53 steel imports and raw meteriels for
stecel meking ere likely to drop from 1949/50 levels of atout 4160 million
from tne United Stetes to ebcut #30 million. The increesed Europeen ca-
pacity will replace £he current imports.

By the time ERP is over, lowered dependence of Viestern EBurope on
doller supplies of non-ferrous metals is anticipated, especially in lead
end zinc cnd, to e lesser extent, copper end miscellencous non-ferrous
mctels end orcs. In the crse of non-lerrous metals, devclopments in
non-dollar crees are expected to substitute for current doller imports.
The lavels achieved in 1952/53 are expected to be minimum levels which |
cen be sssumed for continued recovery in Western Europe. Machinery im-
pérts 7111 roproesent necessery amounts of spere parts and nev types of
cquipment not eveileble from the enlarged cepacity of the ERP countries.
Iron end steel impcrts will reprcsent normal movaments of specielty
jtems, Other semi-fabricuted items and raw meteriels will by that timo
rcpresent minimum noeds of items not replaceeble from within Europé or
from other non-perticipating countries in the Vestern Hemisphere. It
is expected thet Europec will continue to require such items &s cerbon

black, hides end skins, end tanning materiels from the Vestcrn Hemisphere
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at rates not fer below current levels,

It will be seen from the above analysis, that the import levels en-
viseged during the post-ERP pcriod enticipate only a modest increese in
levels of living in Western Europe and will require e cereful use of re-
sources. If Europeen esrnings in dollaer ereas ere larger than presently
assumed, there is little doubt thet the strength of industricl position
will be considerevly enhanced. This would meke possible more satisfec-
tory living levels, {ncreszcd trede throughout the world, and a general
strengthening of the economies ¢f Western democrecye

However, unless the 1950/51 doller import program goes forwerd as
pianned, these doller sevings in later years will not meterialize except
upon a basis of restricted 1living thet would jeopardize our investmcnt
in European recoverye. Imports of United Stetes equipments, though small
in reletion to total investment expendituros, erc nevertheless a criticel
element in the plens of the perticipeting governments to modernize and
inerease the productivity of the industrics on which the success of their
export drive depends. Thile, by mid-1952, it should be possible to re-
duce equipment imports from the United Stetes sharply, it would be &
serious error of economic policy to force this reduction too eerly in the
program, at e time when re-cquipment and modernizetion plens in the mejor

perticipeting countries ere still in mid-course.
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Tood and Agricultural Importst

Agricultural imports have been rubjected to the same kind of
gcreening process that has been applied to jpdustrial commodities. How-
ever, since more than 85 percent of the agricultural imports from Canada
and the United States consist of 5 commodities or related groups of com-
modities, the analysis of projected agricultural imports can proceed on
a more comprehensive speciiic commodity basis than could be attempted
for industrial products within this brief compass. Ihis type of analy-
gis can obviously be made for each of the major industrial commodities
also , as was indicated, in passing, by the discussion of non-ferrous
metals, energy, etc.

It will be clear from the anai&sis of agricultural cormmodity im-
vorts that among the factors which must be cansidered in connection with
s further cut of dollar imports is the effect on United States exports
and domestic market conditlons.

motal food and agriculture imports in 1950/51 from all sources,
including Western Europe'ls own DOT's, are estimated to have a dollar
equivalent value of $9.7 bdillion--almost exsctly the same as the dollar
equivalent value of 19&9/50 imports. Since average agricultural prices,
in terms of dollars, are estimated to be about L percent lower in
1950/51 than in 1949/50. it follows that the physical volume of food
and agriculture imports in the year ahead should be about 4 percent
larger than in the current year. This small increase in volume is
almost whclly a reflection of an increased volume of intra-European
trade which it is anticipated will grow out of the contemplated relax-

ation of restrictions within Europe.
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As compared to the fiscal year 1948/49, the dollar equivalent
value of imports in both 19&9/50 and 1950/51 will be about 5 percent
lower, but because of the.substantial decline in prices, the volume
should be higher.

Between 55 and 60 percent of all food and agriculturel imports
from all sources consist of food (bread grains, fats and oils, sugar,
meats, dairy products, etc.). The dollar equivalent velue of these im-
ports in 1950/51. as in 1949/50. ijg abtout $5.6 billion which, because
of the decline in doliar equivalent prices, represents a larger quantity
somo 5 perconte ‘Bocauss the -artieipated ircrease in i:p{rts is to be
largely from other participating .ountries, it will consist principally
of low calorie foods. Consequently, if indigenous Crop production in
1950 is as large as in 1949, food consumption in 1950/51 ghould be only
very slightly jncreagsed in terms of calories as compared with the cur-
rent fiscal year, but should be very close to the pre-war level. Its
quality will, however, still be below that of pre-war in most of the
participating countries, as per capita supplies of meat, dairy prod-
ucts, sugar and fauts and oils will be less than pre-war, whereas bread
grains, potatoes, vegetables, frults and nuts, and fish will be above
pre-war levels.

The volume of food imports in the fiscal year 1950/51 is calcu~-
lated on the assumption that distribution will be unrationed with the
exception of the United Kingdom for most major food commodities, and
with the exception of individual foods in other countries (such as

sugar in Germany and Austria and coffee in Denmark). The factors
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restricting consumption of high value foods will be, on the one hand,
the limited purchasing power of large numbers of consumers and,

on the otier, the inability to permit imports, particularly imports
from dollar sources. If it is assumed that by 1952/53 Buropean food
consumption should be equal t;. or perhaps slightly above, pre-war in
volume and almost equal to pre-war in quality, then the contemplated
level of food consumption in 1950/51 ig entirely reasonable. There
etill would be considerable progress to be made in the two succeeding
years, particularly in food quality.

While the dollar equivalent value of food imports in 1950/51 is
expected to approximate that of 19h9/50. imports from dollar sources are
scheduled to decline by nearly $200 million, or about 12 percent, &s
coupared to 1949/50; and by $750 million, or 30 percent, as compared
to 19&8/&9. The.decline in the volume of imports from dollar sources
will be somewnat iess than the decline in dollar value since the unit
prices of food imports are expected to be about 5 percent lower in 1950/51
than in 1549/50.

With the exception of sugar, practically all dollar imports of
food and agricultural commodities in 1950/51 will criginate in the United
States and Canada. Imports of food and agricultural commodities from
these two countries in 1950/51 are calculated at $1.9 million, as com-
pared to $2.1 million in 1949/50 and $2.7 million in 1948/49. The
declina in 1550/51 as compared to 1949/50 of $164 million is about 8
percent. Ixclusive of cotton, for which some increasc in dollar imports

is projected, the decline amounts to §195 million, or 12 percent.
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Five commodities represent B85 percent of the imports from the
United States and Canada: bread grains, fats and oils, coarse grains,
cotton and tobacco. The balance of the dollar imports from these two
gsources consists of a wide variety of miscellaneous items, ranging
from Canadian cheese to Unite@ States turpentine, nearly half of which
are imported by the United Kingdom. Projected imports of miscella-
neous commodities in 1950/51 at $2u45 miliion reflects a 17 percent
decline from imports of similar commodities in 1949/50. While a number
of those commodities are frequently considered as loss essential from
the point of view of Turopean economic recovery, it must be remembered
that many of them are products which traditionally relied heavily upon
the export market. It might be pointed out, too. that shipments of
these commodities to Belgium are relatively large. All in all, it is
pelieved that the projected level of miscellaneous food and agricul-
tural imports from Canada and the United States in 1950/51 is about
as low as can be considered realigtic. Imports of dollar sugar in
1950/51 are projected at $141 million, or 23 percent, below those of

1949/50.
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Bread Grain

The largest single dollar import for 1950/51 is bread grain
from Caneda and United States, amounting to an estimated 10 million tons
with a value of $753 million. This represents a 7 percent reduction from
1549/50 and reflects, on the one hand, & slight reduction in total bread
grain imports, and on the other, the projection of an increase of nearly
30 percent from non participeting countries (largely Eastern Europe)
which will probably not be realized. The quantity and value cheanges may
be summerized as followss

BREAD GRAIN

(Millions)

Total Dollars Non-Dollars
Year Quuntity Velue Quuntity Value Quentity Value
1948/49 16.2 1,462 13.3 1,163 249 299
1942 /50 14.3 1,113 10.7 827 3.6 286
1950/51 l4.1 1,058 1040 753 4.1 305

Indigenous breed grain production for the participating countries
in 1950/51 is estimated et just over 33 mi¥lion tons ~- very slightly
larger than the estimeted 1949/%0 output. The prospective increese in
bread grain production in Turkey in 1950/51 (Turkey had an extremely poor
crop in 1949) is expected to be offset by somewhut smaller production
in such countries as Belgium, France, Germeny and the Netherlands, where
orop yields in 1249 were extremely highs Total brend grain supplios in
1950/%1,arc projected at about the same levels as those of the current

fiscal year

- 67 -



In eddition to a questionable 30 percent increase in bread grain
imports from Eastermn Europe, an increase of 25 percent 1is contemplated
in imports from Latin America. Most recenf reports from Argentine suggest
that en increese in this order of magnitude is extremely unlikely unless
the crop to be harvested a year from now (Jenuary, 1951) is much larger
than those of the lest two or three years. In summary, the most likely
prospect appears to be that with iﬁports from United States and Cenada
of not more than 10 million tons of bread grain in 1950/51, some moderate
decline in carry-over stocks may occur, as estimates of indigenous pro-
duction and supplies from non-dollar sources are both likely to be over-
optimistics

Fats end Cils

Imports of fats and oils from all sources in 1950/51 are expected
to be about equal to those of 1945/50 but substantially larger than those
of 1948/49, as will be seen from the following taeblets

FATS & OILS

ZMillionss

Total Dollars Non-Dollars
Year Quantity Velue Quontity Value Quantity Value
1948/49  2.83 1,458 o55 271 2028 1,287
1049/50  3.00 1,289 43 145 2.57 1,144
1860/51  3.03 1,238 «36 120 2.67 1,118

Purchases from doller sources are expected to decline about 15
percent in 1950/51 ~-- a continuation of the decline that is taking place
during the current year as & result of increased availabilities from non=

dollar sources. Increased supplies ere expected to be obtained from all
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non-dollar sources (i.es, Latin Jmerica, the Sterling fLrea end other
non-participating countries)s During both 1948/@9 and 1949/50, about
one-half of the non-dollar fats and oils ocome from the DOT's. Becanuse
Indonesia wes considered a DOT in 1949/50 while it is now one of the
6ther non-participating count;ies, imports of oils from DOT's appear to
drop sharply during the forthcoming fiscal years If correction is made
for the reclassificction of Indonesia, imports from DCT's in 1950/%1 are
almost identical to those of 1949/50 end the decline in imports from the
TUnited States and Caneda is slightly more than compensated by imports
from non-dollar sources other than DOT's.

Fets end oils include those required for jindustrial ss well as for
food purposes. Indigenous production of fats and oils in 1950/51 is
estimnted to be about the same as in 1949/%0 (the increese in animal fats
erd oils from enruel crops being offsct by the biennial decline in pro-
duction of olive oil). However,‘there was some increase in stocks of
fets and oils in 1945/50 which it will not be nccessary to repeat in
1950/51, so thet, ir nddition to mceting the incrersed industrial re=-
quirements reflected by the projected higher rate of industrial activityf
supplies are expected to pemit an incresse in per cepite food consumption
of about one kilogrcm for the yeere This still leaves per capite fat
oconsumption aﬁout 11 percent below pre-ware. Any lower supply would be
likely to require the reimposition of fats and oils rationing (fats and
oils are now rationed only in the United Kingdom, Norwey end hustria), &

step which it would not be procticeble or desireble to takes
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Coarge Grein
The third of the five major food and agricultural imports from

dollar sources (United States and Canada) is coarse grain. In summary,

imports of this commodity are projected as follows:

COARSE GRAIN
(¥illions)
Total Dollars Non-Dollars
Year Quantity Value Quantity Value Quantity Value
1948/4¢2 6.7 487 2.8 175 3.9 312
1949/50 8.5 502 3.0 178 5.5 324
1950/51 8.8 500 3.0 172 5.8 328

Total imports of feed grains in 1950/51 are vrojected at a level
slightly above that of the current fiscal year which, in turn, is esti-
mated to be substantially larger than those of 1948/49. In contrast
to declining imports of bresd grains and fats and oils from the United
States and Canada, feed grain imports in 1950/51 are forecast at the
19&9/50 level in quantity, although slightly less in value because of
the moderate expected decline in prices. Feed grain imports from non-
dollar sources reflect only a slight increase fiom 1949/50 to 1950/51
but even so it is doubtful that the p-ogram for either year can be ful-
filled, This is primarily because of the lack of availabilities in Latin
America, Imports from non-participating sources (largely Eastern Evrope)
in 1950/51 are estimated at 15 percent ébove those of 1949/50, bat prac-
tically no increase is expected from Latin Americe. Indeed, the projeo-
tion for 1950/51 from Latin Americe is almost certainly too high in
view of the rapid deterioraticn in the Argentine corn crop to be har-
vested in March 1950. The most recent report from the United States
Embasgsy in Buenos Aires is that there will be no exportable surplus from

the 1950 crop. -72 -



Recause of lack of rainfall in 1949, the indigenous European
coarse grain crop was 2 or 3 percent less than that of 1948 and 5 percent
less than prewar, Indigenous productlion in 1950 is carried at practically
the prewar level, Imports at 8,800,000 tons will, however, still be 20
percent less than prewar, so that total avallabilities of 39,000,000 tons
would be about 7 vercent less than prewar although 4 percent more than
during the current fiscal year., The increase in supplies is, of course,
associated with the recovery in livestock production, Indeed, the in-
crcased availability is less than the expected increase in livestock
output, thus implying some improvement in the efficiency of livestock
feeding as well as the prospect of better pasture conditions in 1950/51
than in 1949/50.

Cotton

With the gredual recovery of the Europcan textile industry, the
nced for exvanding the volume of cotton imports is apparent. In addition
to the clothing requirements of an increasing ﬁopulation and the indus~
trial requirements of en expanding volume of industrial activity, cotton
textiles constitute the lergest single source of foreign exchange earnings,
In 1947, cotton yarn production averaged 68 percent of wewar; in 1948,
70 percent of prewar, and for the first ten months of 1949, B8 percent of
prewar, A further increase to about 95 percent of prewar is pro Jected
for 1950/51 which, in turn, requires a corresponding increcase in lmports

of raw cotton, These may be summarized as follows:
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COTTON

(Millions)
Total ‘ Dollars Yon-Dollars .
Year Quaptity  Yalue  Quantity Yalue  Quantity Yalue
1948/49 1,31 1,099 66 1496 .65 603
1949 /50 1.36 1,048 70 497 66 551
1950/51 1.43 1,100 75 528 .68 572

Both the quantity and the value of cotton imports from the United
States in 1950/51 are projected at a level higher (about 7 percent) than
for the current fiscal year which, in turn, will be higher than in 1948/L9,
At the same time, modest, but only very modest, increases are proJjected
in non-dollar suppiies. However, projected supplies available from non-
dollar sources have been scheduled to the limit of their anticipated
availsbilities, The only non-dollar cotton not expected to be fully util-
ized in 1950/51 is a limited quantity of Egyptian extra lonz staple. Be=
cause of its very much higher cost, this cotton cannot be economically sub-
stituted for short staple cotton even though the latter has to be purchased
with dollars.

If the gradual improvement in cotton textile production in
participating countries is to be maintained in 1950/51, it is apparent that
the increase in dollar cotton from the United States will be necessarye.
Indeed, it would be desirable if imports of U. S. cotton in 1950/51 could
be expanded even above those yiow scheduled. Lack of adequate supplies of
raw cotton is resulting in the forcing of large increases in synthetic
fibder production in cervain participating countries. This production has

now reached a point in some countries that governmental interference is
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required to get it into consumption. This represents, of course, an
uneconomical utilization of resources and one that could require continued

governmental intervention.

Tobacco

The last of the "big 5" dollar imports is tobacco, The three-

year record is as follows:

TOBACCO,
(15411ions)
Total Dollars Kon-Dollars
Year Quentity Value Quantity Value Quantity Yalue
1948/ 59 298 326 155 150 o143 176
1949/50 «305 343 .166 175 .139 168
1950/ 51 <310 331 0152 151 +158 180

The participating countries! imports of tobacco from all sources
in 1950/51 are progected at slizhtly above the 19&9/50 level which, in
turn, was slightly above 1948/49. In the earlier year, a mumber of
countries drew down stocks while others, perticularly Germany and Austria,
had a very low cigarstte ration (and a very extensive black market).
Imports of dollar tobacco in 1950/51 ave, however, projected at a level
about 10 prrcent less than in 19h9/50, with the decline slightly more than
made up by the increases of tobacco from non-dollar sources.

The major decline in imports of U, S. todacco will be by the
United Kingdom, wnich is planninz to dfop its dollar imports in 1950/51
to $60,6 million from $84,1 million in 1949/50, The British anticipate in
1950/51 draving down stocks of American tobacco by some 35 million pounds,

thereby offsetting the decline in 1950/51 imports., This may be possible
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although it will leave stocks of U. S, tobacco on June 30, 1951 at an
extremely low level, A similar reduction in stocks cannot possibly be
made in 1951/52, so that imports of U. S, tobacco will have to dbe
increased or a very substantial change made in the present (and pre-
ferred) blends of British manufactured tobacco. The decline already
programmed for imjorts of U, é. tobacco in 1950/51 will be considered

& most crucial matter by the interests concerned.
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