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ABOUT THIS BOOK

So far there have been two approaches to the European Recov-
ery Program: that of the aroused opponents who object either
because they want to wash their hands of Europe or because,
sympathetic with Russia, they view the program as an attack on
the USSR and her satellites; and that of the host of government
experts who are not free to analyze the problems publicly with
complete objectivity.* In the current volume, the writer, though
in agreement with Secretary Marshall’s view that the ERP is a
prudent risk, nevertheless does not hesitate to criticize the pro-
gram and to point out its weaknesses. Above all, it is essential
that the ERP should not be oversold as the Bretton Woods pro-
gram was to some extent. Thus government officials are not
justified in telling the country that the program is not inflationary
or that it may not require the imposition of controls. Miracles
should not be expected from expenditures of fifteen to twenty
billion dollars over four years; and it is preferable to warn the
country now against over-optimism rather than to have the pub-
lic disillusioned in the next few years. The object of this book
is not only to explain the ERP and the major issues involved;
but also to offer some points for consideration when the legisla-
tion is again reviewed early in 1949 and later years.

* Literature by economists is beginning to appear in substantial quan-
tities. See especially S. Alexander, The Marshall Plan (National Planning
Association, 1948); G. Haberler in an article scheduled to appear in the
September 1048 issue of American Economic Review, and B. F. Hoselitz,
“Four Reports on Economic Aid to Europe,” J. P. E., April 1948; F. A.
Lutz, The Marshall Plan, International Finance Section (Princeton, N. J.,
1948); also essays by S. E. Harris and C. B. Hoover in The Journal of
Finance, February 1948, and essays by S. Alexander, L. Gordon, C. B.
Hoover, K. Mather, and E. S. Mason in my Foreign Economic Policy for
the United States (Harvard University Press, 1948).

[ vii]



EUROPEAN RECOVERY PROGRAM
World War II cost from six hundred to eight hundred billion

dollars. Distortions and maladjustments, resulting from war, do
not disappear as suddenly as hostilities are terminated; and it
was mistaken policy to assume that the end of hostilities would
be accompanied by a simultaneous return to prewar economic
conditions. Is it surprising, in view of the vast damage done by
war to plant, inventories, and morale, that a war costing about
three quarters of a trillion dollars should require United States
assistance of twenty billion dollars over the first two and a half
years of the postwar period, and an additional fifteen to twenty
billion dollars over the four following years? Is it not obvious
that Western Europe, having lost the means of paying for one-
third of her imports, the product of generations of savings, should
face an intractable deficit in her balance of payments?

In view of the perplexing economic and political issues raised
by the Marshall Plan and because of the divergent interests sup-
porting it, it was to be expected that the Foreign Assistance Act
of 1948 would show serious flaws; but the country should con-
gratulate itself that the act is much better than it might have been.

Among supporters of the legislation were those frightened of
Russia and communism and desirous of bolstering capitalism;
those who viewed European recovery as an essential condition of
prosperity in this country; those who wanted markets for sur-
pluses; and those who would help Europe out of humanitarian
motives. The resulting legislation necessarily reflected the views
of these groups as well as those of the numerous Americans who,
though recognizing the need of legislation, were determined that
the costs should be kept down to a minimum and that the project
be run on business principles.

In the gestation period of the ERP, the Congress profited not
only from the reports of the Paris experts, representing the six-
teen participating governments, but also from a most thorough
examination of needs and availabilities, by the executive branch.

ese
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(In the evolution of the ERP various government agencies or
departments collaborated in preparing materials for the Congress.
The important officials have been designated as the “executive
branch.”) To my knowledge, the executive branch issued forty
printed volumes devoted to the problems of deficits in the bal-
ance of payments, requirements of European countries by com-
modities and countries, availabilities of required commodities in
the United States and elsewhere, the manner of financing the
deficits, and so on. The work was of an unusually high quality;
and though forecasts for four and a quarter years are of limited
value, they nevertheless are indispensable for a study of the
problem.

The Congress was not prepared to accept, without checks of its
own, the three able reports by the experts appointed by the Presi-
dent, nor the voluminous materials prepared by the executive
branch. Congressman Herter’s conscientious Select Committee
on Foreign Aid examined the results of the administration
studies and, under the able direction of Dr. William Y. Elliott,
produced twenty-four independent reports on germane issues.
In addition to all this, the House and Senate Foreign Relations
Committee held searching hearings which covered 3750 pages,
or around one and a half million words. (Hearings before the
Appropriations Committee were additional.) That the final act
is of a high order is probably due to the conscientious prepara-
tory work, and Senator Vandenberg’s statesmanlike handling of
the legislation.

The current volume starts with a chapter giving some high-
lights, then in two chapters in Part I deals with major issues. In
the following nine chapters, we elaborate many of the problems
discussed in the opening three chapters. He who must run while
he reads may be content with the introductory chapter and the
brief conclusion; the harassed Congressman, official, or business
executive might be expected to read Part I; and the general reader

[ix]
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and student unhurried, might be sufficiently interested to read
the entire book. Abbreviations, footnotes, and sources of figures
are presented at the end — pp. 275 ff.

I am under special obligation to my colleague, Professor Wil-
liam Y. Elliott, to Dr. Charles Kindleberger of the State Depart-
ment, one of the many able public servants who participated in
the formulation of the program, to Mrs. Margarita Willfort for
help with the manuscript, and to Mrs. Anna Thorpe for typing
it. My wife kindly helped with the proofs.

Seymour E. Harris
Cambridge, Massachusetts
September g, 1948
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EXPLANATION OF TERMS

For those who are not familiar with economic terms, the fol-
lowing definitions may be helpful:

BALANCE OF PAYMENTS

This term refers to the international transactions of a country.
Credit items of Country A (say) include exports of commodities
and services (for example, shipping, tourist expenditures by for-
eigners in A), interest and profits on foreign investments re-
ceived by A, payments on account of money borrowed or received
gratis by A from abroad, and repayment to A of funds advanced
previously.

Debit items include imports of goods and services, interest and
dividends paid to those residing abroad, expenditures by A’s gov-
ernment abroad, payments on account of new loans and assist-
ance to interests domiciled abroad by A.

Invisible items include receipts and disbursements on current
account, (for example, shipping, income on investments), exclu-
sive of commodity exports, and also exclusive of capital move-
ments.

Should debit items exceed credit items, the difference is made
up by gold shipments or release of gold or foreign exchange held
abroad, or by borrowing.

DOLLAR SCARCITY

For many years, dollars available to foreigners have been
scarce in the sense that the demand for dollars exceeds the sup-
ply at the current price of the dollar in terms of pounds sterling,
francs, pesos, etc. The scarcity may be reflected in pressure on
the exchanges, with the result that the foreign currency depreci-
ates and. the dollar appreciates; or in shipments of gold to the
United States, the offer of gold, which is exchangeable for dol-
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lars, reducing the demand for dollars; or (what is usual) control
of the demand for dollars and their mobilization by foreign
authorities, and replenishment of dollar supplies by obtaining
loans or grants.

EXCHANGE EQUILIBRIUM

Some economists accept as an indication of equilibrium the
absence of substantial gold movements, or strong pressures on the
foreign exchanges which result in downward movements in the
external value of a currency and corresponding rises for other
currencies. Others presume a position of disequilibrium even if
there are no substantial movements of gold or exchange rates
if the gold is retained and the exchanges relatively stabilized by
restricting monetary supplies at home, and thus inducing unem-
ployment and disequilibrium.

INFLATION

Inflation may be defined simply as a rise of prices brought
about by an excess of general demand over supplies at the exist-
ing price level.

Open inflation prevails when the excess of demand, generally
associated with monetary expansion resulting from government
deficits, is allowed to exercise its effect on the price level.

Suppressed inflation prevails when government, through con-
trol of demand, sterilizes part of the excess purchasing power and
thus keeps prices down. In this manner, the government of one
European country, despite a supply of money four times as great
as before the war, has been able to keep the rise of prices down
to about 50 per cent over prewar levels.

OFFSHORE PURCHASES

Under the ERP, this government is to use part of the funds
appropriated to purchase supplies and services for the participat-

[ xvi]
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ing countries outside the continental United States. Such pur-
chases are offshore purchases.

OVERVALUED CURRENCIES

Overvaluation occurs when a currency —say the franc—is
valued too high in terms of foreign currencies — say the dollar —
with the result that foreigners find purchases in France — the
country with the overvalued currency — expensive, and French
citizens purchase abroad excessively since other currencies are
cheap. Countries with overvalued currencies lose gold and for-
eign exchange, or (and) impose restrictions on the use of foreign
exchange (exchange control). In France, for example, the franc
was worth more than 2 cents in 1947. At that price, French ex-
ports were expensive. Hence the devaluation (reduction of the
value of the franc in gold and dollars) by about 40 per cent early
in 1948.

TERMS OF TRADE

A country’s terms of trade are expressed by the ratio of exports
given for a specified quantity of imports. (In this discussion I
omit technical difficulties.) An acceptable manner of measuring
changes in the terms of trade is a comparison of the ratio of
prices of exports and imports in a year (say 1948) with a similar
ratio in a base year (say 1939). Should prices of British imports
rise by 100 per cent and those of her exports by 8o per cent, then
her terms of trade will have deteriorated: she provides more ex-
ports for a given quantity of imports.

[ xvii ]
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Highlights

WHAT 1S THE EUROPEAN RECOVERY PROGRAM (ERP)?

In the spring of 1948 the United States embarked on a program
of aid to sixteen European countries and Western Germany,
which may well cost $20 billion over a period of four and a
quarter years. The unique feature of the ERP is that the grants
and loans are to be conditional upon Western Europe help-
ing itself. This opening chapter inquires into the nature of
the program, its objectives, its potential contributions, and the
pitfalls. Many of the problems receive fuller treatment later.
Self-interest, rather than charity, inspired the ERP. Frightened
by the onward movement of communism, which feeds on dis-
tress, the American people rallied to the support of the Marshall
Plan, which over a gestation period of eleven months, became
the ERP. Americans realized also that economic recovery in
Western Europe would rebound favorably on the American econ-
omy. Figure 2 indicates the importance of Western Europe: its
large proportion of literates, of world output, of steel output, and
of trade — all from two to six times its proportion of world popu-
lation. Yet it would be a mistake to assume that fear of com-
munism and an awareness of the nexus of European recovery and
United States economic and political conditions alone accounted
for the support of the ERP. Far from it. Narrow, more selfish
interests also supported the ERP, not the least of which were
groups (for example, farmers), fearful of large surpluses in the
years to come and aware of the outlets offered by the ERP. This
is not to be interpreted as support of a communist position that
the ERP is an attempt to save this country from a depression.

[3]
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Rather my position is that the ERP, justified on other grounds, is
being used by special interests to improve their own markets.

In its direct association with projected policies of beneficiary
countries, the ERP is unique; but in other respects, it is a continu-
ation of a trend over a period of thirty-five years, during which
this country assisted foreigners with about $100 billion of goods
and services. For this sum, which equalled about 4 per cent of
the income of this country and 40 per cent of the total goods and
services exported over the thirty-five years, we received in return
about $20 billion in gold, and IOU’s, both promising little return
in goods. Since most of the exports — the counterpart of loans,
assistance, and gold imports — were sent in periods of high em-
ployment, the American economy paid largely not out of goods
produced with factors otherwise unemployed, but by diversions
to foreign countries of goods that otherwise would have been
used here, with resulting inflationary pressures.

A PROGRAM OF EGALITARIANISM?

Many Americans are disturbed by the large and continued out-
lays for foreign assistance, and are hopeful that a generous and
well planned program over four years will at least put Europe
on its own once more. There are hopes that from 1948 to 1952
the ERP will cut Western Europe’s annual deficit with the Amer-
icas from, say, §5 to $2 billion. This would be a substantial
achievement. Yet there are many unknowns; and a persistent
deficit in non-ERP countries still requires treatment — even ad-
mitting the indirect favorable effects of the ERP on the others.

It will require astute management to prevent the pauperiza-
tion of Europe and the rest of the world. It is to be hoped, for
example, that the future aid under the ERP will not be related
to the deficit in the balance of payments shown but rather to the
deficit to be expected on the basis of judicious policies and strong
efforts by European countries on their own behalf.

[5]
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Our country has about nine times as large an income per capita
as the rest of the world. Does the large assistance in the last
thirty-five years and through the ERP reflect successful attempts
at redistribution of income? Is the threat of communism being
used as a gun aimed at the American economy to force it to
yield goods and services? Or must the redistribution be effected
by World War III and World War IV? These are the thoughts
that must occur to our officials in Washington. When Secretary
Marshall describes the ERP as a prudent risk, he undoubtedly
thinks of it as a means of providing enough economic sustenance
to Western Europe to reéstablish prewar standards of living,
to make her independent of United States aid, and to assure
a milieu in which communism and war will not germinate.
The ERP is indeed a further step towards egalitarianism; but a
small one relative to that to be achieved through communism
or war.

Communists and Mr. Henry Wallace interpret the ERP as a
program directed against the iron curtain. That there are strong
anticommunist features in the program, few will dispute; and
that almost universal support of the ERP and the generous as-
sistance probably to be made available would not have been forth-
coming had Molotov cooperated at Paris in the summer of 1947,
is equally clear. But this is far from saying that the ERP is
merely a program to stop the spread of communism. Those who
support this position will have to explain the large assistance to
be given the United Kingdom, surely relatively safe from the
communist threat, as compared with the amounts to be made
available to Italy and France, where the struggle to stop commun-
ism is at its height.

A CATALYST

Under the ERP, the annual assistance offered at the most is but
5 per cent of the income of the participating countries. Yet it is

[6]
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anticipated that by 1952 their annual output and income will
have risen by several times the annual assistance under the ERP.
Even United States experts, more conservative than the Commit-
tee of European Economic Cooperation, anticipate the following
percentage rise in output from 1947 to 1952: coal, 33; finished
steel, 71; hydroelectric power, 36; grains, 39; meat, 31 per cent
(see Figure 3). These rises and particularly those for coal, stecl,
and power, are compatible with a rise of income of at least 25
per cent from 1947 to 1952. Actually from the first quarter of
1946 to the third quarter of 1947, the expansion of industrial out-
put for fifteen European countries, for which indexes are avail-
able and which account for 75 per cent of Europe’s industrial
output, was 26 per cent.

We might anticipate an equivalent rise in the years 1948 to
1952. With industrial output about 10 to 15 per cent below that
of prewar levels and industrial population equal to the prewar
period, with man-hours substantially in excess of prewar times,
a gain of these proportions might be realized, should productivity
be restored to normal for a growing industrial population.! By
removing serious bottlenecks, by making dollars available in or-
der to prevent a collapse of international trade, by using aid as
a weapon for prevailing upon European countries to introduce
judicious fiscal and monetary policies, to cooperate and prudently
to deploy their resources, the American Government may well
help bring about a long-term annual rise of Western Europe’s
income of five dollars for every dollar made available in each
of four years under the ERP. An investment of $20 billion may
then serve as a catalyst, raising Western Europe’s income by
hundreds of billions of dollars (possibly saving trillions, if war is
prevented or averted for a generation or two) and also indirectly
raising the income of non-ERP countries stimulated by the in-
creased purchasing power made available.

[7]
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PITFALLS

The last paragraph presented an optimistic interpretation of the
European Recovery Program, but unfortunately there are many
pitfalls.

One: The problem of investment —that is, output of goods
not available for consumption. It is difficult to estimate the opti-
mum rate of investment for Europe. American experts, follow-
ing the lead of orthodox British economists, are disposed to prune
European investments drastically. Undoubtedly, the European
deficit in the balance of payments over the next four years can
be kept down by moderating the rate of investment; with re-
duced investments, more resources may be made available for
exports, and imports may be kept down. But it is not equally
clear that the cost to the American taxpayer will not be substan-
tially larger for the next ten to twenty years under a truncated
investment program, with adverse effects on output and on the
European international accounts. For example, the ambitious in-
vestment program of the United Kingdom for 1947, which be-
came the target of criticism, made up only about one-fifteenth of
the deficiency of investment incurred over seven years. Even in
France investment in 1947 was but 19 per cent of the gross na-
tional product (in 1938 it was 14 per cent); at this rate, it would
take many years before the deficit was made up. In other coun-
tries investment, relative to total product, was less than in 1938.
Surely, there is a strong possibility (though we admit that there
may be unrealistic programs in some countries) that the Amer-
ican experts may be pressing too hard for a deflation of the in-
vestment program.?

Two: Reduction of the trade deficit. It is possible that Europe
will achieve economic recovery and yet not free herself from de-
pendence on the United States Government. It is well to recall
that over thirty-five years capitalism, depending on market reac-
tions and admittedly operating imperfectly, did not prevent peri-

(9]
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odic breakdowns in the dollar market. Somehow the required
resources did not move into export markets, and for this and
other reasons, the needed foreign exchange was not forthcoming.
Can we expect better results from socialist governments, depend-
ing partly on the capitalist adjustments and partly on controls?
Socialist governments might do better. They do not have to rely
exclusively on market adjustments. Why should they not im-
pose the sacrifices on their people by cutting imports and expand-
ing exports each by a few per cent? But this is not an easy sacri-
fice to impose, especially where the standard of living is low and
governments are weak. With recovery and stronger govern-
ments, the ERP will face a crucial test: will European semi-social-
ist governments, in control (assuming they remain in control) of
allocation of resources, raise exports and (or) reduce imports ade-
quately to achieve a balance?

Three: Control of European economies. Under the ERP par-
ticipating countries receive aid on the condition that they carry
through approved policies and at least make a strong effort to
reach ambitious production and export goals. The conditional
nature of the assistance will raise a host of problems, not the least
difficult of which will be how far this country can trespass on
sovereign rights of foreign countries in order to assure the most
effective use of American assistance. Let us consider this point
briefly by concentrating on the foreign exchange problem next.
(Chapter 5 contains a fuller discussion of this and related prob-
lems.)

As the ERP unfolds in the summer of 1948, fear grows in
Europe that the United States will impose a revaluation of ex-
change rates on European countries. High American officials
(for example, the National Advisory Council on International
and Financial Problems) in the spring of 1948 made strong
statements on this issue; and the Foreign Assistance Act of 1948
requires equitable rates of exchange.

[10]
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In emphasizing the need of changes in exchange rates, United
States authorities put too much faith in the price or market mech-
anism under European postwar conditions. They assume that
a depreciation of the pound sterling, for example, might be as
effective in equilibrating the British balance of payments as it
proved in 1931. They should be reminded that, much more than
practical variations in prices, what determines sales abroad and
receipts in foreign exchange is the supply of goods available for
exports, the control policies of the relevant countries, the accessi-
bility of markets, and the interchange (convertibility) of curren-
cies. Above all where internal prices and particularly resources
are under control, exchange rates are of much less importance
than usual. American experts should also be reminded that de-
valuation means lower world prices, that is, more exports for a
given supply of imports — not a highly desirable outcome for im-
poverished countries. In short, though modifications in exchange
rates may be helpful at times, Americans should move cautiously
in imposing variations in rates upon European countries. Above
all, we emphasize the point that in controlled economies, ex-
change rates are of less than usual significance. Association of
deficits in the balance of payments with unrealistic exchange
rates in the Europe of 1948 is somewhat like blaming the gas
gauge when there is no gasoline in the tank.

The problem of control of local currencies obtained for goods
provided under grants is another perplexing problem. Since this
is discussed fully in the body of the volume, it suffices merely to
mention this source of friction. A third problem is that of the
extent to which controls should be imposed upon Europe. It is
interesting that in a discussion with the House Foreign Rela-
tions Committee, Secretary of the Treasury Snyder would not
indicate how far this country would go in pressing for controls
in Europe. ‘He was inclined to support a view which surely has
boomeranged in this country: the cure for inflation is higher

[11]
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production. But he also admitted that other anti-inflationary
measures, inclusive of tax reform, would be required.? The ECA
will be embarrassed by the control problem because, although it
is generally recognized that controls or allocation of resources
and even of prices and wages may be indispensable to achieve
the most effective use of American assistance, support of control
measures in Europe raises fundamental problems concerning the
philosophy of the ERP and the widespread opposition to controls
in this country. A program which requires mobilization of con-
trols abroad does not appeal to those who view the ERP as a
weapon for salvaging capitalism.

Four: Is the ERP to degenerate into a subsidy system for Amer-
icans? No competent observer of the ERP will gainsay the fact
that it is in part an organization for dumping surpluses; and that
the support for the ERP stemmed partially from those who
viewed it as a source of additional markets. It is significant that
the attempt to transfer ships to foreign nations or charter them
under foreign flags at a potential saving of a few hundred mil-
lion dollars for the ERP failed; that the machine-tool builders
operating at 50 per cent of capacity begged Congress to be gen-
erous in the offer of tools under the ERP; that the naval stores
associations, with failing export markets, exerted similar pres-
sures for special listing; that the fruit growers, suffering from
large excesses, asked for payments in local currencies abroad,
with the ERP to guarantee conversion into dollars; that the par-
ticipating countries are offered more tobacco, dried fruits, and
other agricultural products than they requested. Europe asked
for scrap and semi-finished iron and steel, of which it will re-
ceive little; but this country is to send much more finished iron
and steel than was requested. Is the reason the protection and
favoring of markets of United States producers? It is not sur-
prising then that farm groups, and even some business groups,
fearful of surpluses, gave their enthusiastic support to the ERP.
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But the American taxpayer had better be sure that in financing
the ERP he is not creating artificial markets for surplus products
and thus paying concealed subsidies, and he had better be as
certain that each ERP dollar does the maximum good, yielding
wanted goods, not those that American surplus producers wish
to dump on foreign markets. Such dumping is an old weapon
of economic warfare, and is favored by certain circles in this
country. It would be paradoxical indeed should the ERP, a
program introduced to improve international economic rela-
tions, become a vehicle for supporting an American subsidy
program.

Five: Shall the United States achieve domestic economic poli-
cies required for the successful outcome of the ERP? Discussion
here will be limited to the problem of supplies in relation to
demand. I shall not dwell on short-sighted commercial policies
as evidenced in the Congressional views on the Reciprocal Trade
Agreements discussed in 1948. The ERP requires sacrifices from
this country. To be sure, the executive branch whittled down
the amounts asked by the CEEC; and to an important extent also
diverted applications for scarce commodities to other countries.
Yet the government burdens an already over-employed economy
with the ERP and large additional military expenditures. The
supplies and men needed for these programs are not likely to
come primarily out of resources otherwise unemployed, though
as noted above they may come out of surpluses to some extent.
It is possible to provide the ERP and the military with the com-
modities and services needed without further aggravating infla-
tionary pressures. But so far Congress—and in my view the
major responsibility lies with Congress — has not been disposed
to neutralize the inflationary effects of these programs.* In its
tax reduction program, in its aversion to the minimum controls
required to siphon off nonessential demand in several mal-pro-
visioned markets, and in its unwillingness to support unorthodox
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monetary measures, the Congress seems allergic to the domestic
program which must support the ERP. But an over-all attack
on the inflation problem is indispensable for the success of the
ERP. A price rise of the proportions of 1947 over four and a
quarter years would increase the costs of the ERP by from five
to ten billion dollars, or reduce the program to a relief basis; and
this would seriously jeopardize its success.

Here are the types of problems that confront our government:
It may provide veterans with minimum housing and yet sponsor
the ERP and the emergency military program; and all this
without serious inflationary effects. But in order to exclude in-
flation, there will have to be allocations of scarce building sup-
plies. Or consider this problem. The outcome of the ERP de-
pends in no small part upon the availability of oil from the Mid-
dle East, both because the zotal resources may not become avail-
able in time in adequate quantities, and because Europe may not
obtain its required share of Middle Eastern oil. This country
can, however, make larger contributions of oil. In 1947 the petro-
leum supply of the United States was 389 million metric tons
(hard coal equivalent), while for the participating countries with
a population nearly two times as large, it was 51 million metric
tons — the per capita supply in the United States was about fif-
teen times as large as in the ERP countries. From 1938 to 1947
United States petroleum consumption rose by 830 million bar-
rels, or more than two and a half times the consumption of all
participating countries in 1947; and from 1947 to 1951 the estim-
ated rise of consumption for the United States will amount to
three-quarters of the estimated entire consumption of the par-
ticipating countries and their dependent territories in fiscal year
1952. It should be clear from these figures that relatively small
economies in this country, obtainable through an allocation sys-
tem, could save the ERP countries from excessive reliance upon
Middle East 0il.® Excessive relates to the large amounts antici-
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pated from the Middle East, relative to supplies likely to be avail-
able.

Six: Should the ERP be used to support private enterprise?
The kind of economic system this country should have must
be decided on its merits; and it would be unfortunate if the
ECA, in its zeal for preserving capitalism, should lose sight
of its real objective, economic recovery in Europe. What this
country wants is a system which assures the fundamental free-
doms and yields the optimum efficiency both in production
and distribution. But it is a mistake to use the ERP either as
a means of imposing a free enterprise system on Europe or to
inflate the costs of the ERP in order to strengthen the profit
position of American business. For many European countries
socialism may well be the more efficient technique, and even
if it is not, there are great dangers involved in forcing upon
Europe a system of capitalism which her people may not
relish. In this country there is altogether too much emphasis
on using private channels of trade for ERP purchases, even
though the result of doing so may cost the taxpayer billions
of dollars, and despite the fact that private enterprise has no
special claims to the ERP contracts. And what is more, the
support of decadent or derelict industries and firms under the
ERP will be anything but a service to the system of private
enterprise. A genuine capitalist system in the highest 1gth cen-
tury tradition does not lean on the taxpayer, nor should it
corrupt the ERP.

The ERP promises to become too much a businessman’s or-
ganization. As a recent issue of Fortune pointed out, the ERP
needs a team of highly talented businessmen, government serv-
ants, and other experts. The disgraceful manner in which Con-
gressman Taber scrutinized the “business” qualifications of early
appointees is not to be condoned. It is well to recognize the fact
that businessmen often have narrow horizons; and they are only
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too inclined to confuse the interests of business and society.
This is not in any sense meant as a reflection upon the two ex-
tremely able and public-spirited businessmen selected to run the
ERP nor to suggest that businessmen have little to contribute to
the ERP.

Seven: The communist opposition. A successful outcome of
the ERP will depend upon how communist sabotage is met.
Strikes and other forms of interference may hamper Western
European progress; and communists are certain to capitalize on
any United States “interference” with European policies. In pro-
viding an outlet for excess supply, the ERP postpones, at the very
least, the inevitable crisis which, in the views of the communist,
will destroy capitalism and thus allow communism to make fur-
ther gains. Brazen Soviet foreign policy, which surely contributed
greatly to the ERP and recent military expansion in this country,
may then well prove to be a boomerang for the Russians. One of
the unresolved questions at the present time is the extent to
which economic aid will have to be supplemented by military aid.
Much will depend upon how vigorous communist resistance to
the ERP proves to be, as well as upon other facets of Russian
policy.

Eight: Attitude of other nonmparticipating countries. This
country expects the other Americas to provide part of the funds
and a large proportion of the supplies required under the ERP.
In exchange for the latter, they are to receive dollars and to a
small extent, IOU’s. The burden of the ERP upon this country
will depend upon the willingness of the other Americas to make
supplies available at reasonable prices, and upon their acquies-
cence to a policy of deferring use of a substantial part of the dol-
lars received under the ERP. In other words, they are being
asked to provide goods under the ERP in exchange for credits
or dollars; and the use of these dollars is to be subject-to control
by the United States.
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The contribution of the other Americas to the ERP is a mat-
ter of vital importance. Here is an area with a population of
about 125 millions and a national income roughly estimated at
$25 billion. Yet this area, with but one-eighth the national in-
come of the United States, with an average standard of living
far below ours, is being asked to export to the participating coun-
tries $17.8 billion in the four and a quarter years (compared to
$21 billion for the United States), and $4.8 billion of this
amount in the first fifteen months. The excess of exports of the
other Americas to the ERP countries over imports from them is
to be $3.1 billion for the first fifteen months, and an annual aver-
age of $2.1 billion over the four and a quarter years. For the
United States, the latter figure is $2.8 billion. Whereas the ERP
goods to be provided by the United States (excess of exports over
imports) is to be about 1Y per cent of the income of this country,
the burden on the economy of the other Americas is to be about
8 to g per cent of their income, or about 6 to 7 times as much as
for the United States. For the first fifteen months the other
Americas are to provide an export surplus to the ERP countries
equal to about 10 per cent of their national income, whereas this
country’s excess of exports to these countries is to be less than 2
per cent of her income.® Insofar as the other Americas are al-
lowed to validate their dollars on the American markets cur-
rently, the burden will be reduced.

American experts are undoubtedly optimistic in expecting such
a heavy sacrifice from the other Americas. Latin American coun-
tries, in particular, will not accept a program which puts this ad-
ditional strain upon their already highly inflationary economies.
They already smart from the unavailability of goods in the war
and early postwar years, from the decline in the goods value of
dollars accumulated during the war, and from the accumula-
tion of domestic purchasing power associated with the excess of
exports over imports. Above all, they will not welcome a pro-
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gram which will require of them increased exports and further
expansion of domestic currency not offset by a corresponding rise
of imports. According to an estimate by the Department of
Commerce, all non-ERP countries in 1948 will receive only $6.7
billion of United States exports on the assumption of no ERP,
and $8.2 billion with an ERP. (In 1947 they received $10 billion
— annual rate for first half of 1947.) Against $2.5 billion of ex-
cess exports by the other Americas alone, all non-ERP countries
are to receive only $1.5 billion additional of United States ex-
ports.” In summary, the American experts are likely to be dis-
appointed in the degree to which the “goods” (and undoubtedly
the credit) burden will be accepted by the other Americas.

RECOVERY?

Output and inflation. Europe recovered remarkably well in 1946
and though recovery stalled in 1947, the gains in 1946 and 1947
exceeded those of 1919 and 19208 With the help of the ERP,
European economic conditions should continue to improve in
1948 and later years. But much depends on political develop-
ments, and the effectiveness with which the ERP assistance is
used.

A crucial factor will be monetary and fiscal policy. Open or
suppressed inflation prevails everywhere. In 1947 prices continued
to rise at an uncomfortable rate in France, Italy, and Greece,
in particular, although in the latter part of 1947 there was some
improvement; in Western Germany the currency was virtually
worthless except in rationed markets. At the Paris meetings of the
CEEC, several of the participating countries surveyed the mone-
tary and fiscal positions of their countries and suggested meas-
ures to keep prices under control. The proposals varied greatly.
France would bring the amount of extraordinary expenditure in
line with receipts to be expected from national savings and exter-
nal assistance, and cover other expenditures out of current budg-
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etary receipts. The British boasted of a budgetary surplus
despite expenditures of £400 million on subsidies, which, how-
ever, tended to keep wages down. Sweden would not raise in-
terest rates, but proposed other ways of excluding excessive in-
vestments. Greece was able to promise little in view of her very
difficult exchange and budgetary problems.?

Early in 1948 the Secretary of the Treasury reported on the
measures taken by the ERP countries. In December 1947, for
example, the Austrian Government introduced a monetary
purge and promised a balanced budget. Belgium proposed a
budget for 1948 with a deficit indeed, but one without serious
inflationary effects. France, late in 1947, introduced a program
of tax reform and, despite price rises, substantial cuts in public
expenditures. The 1948 budget calls for large rises in taxes, the
elimination of subsidies, and other economies. Moreover, in 1947,
the government blocked 40 per cent of the investments pro-
grammed under the Monnet Plan. Italy announced a cour-
ageous anti-inflationary program: a capital levy, forced invest-
ments of deposits in government securities, and a reduction of
the public deficit from 586 billion lire in 1946—47 to 311 billion
lire in 1947—48, the latter an amount corresponding to extraordin-
ary expenditures to be financed by savings and foreign aid. Prices
actually began to decline. The Netherlands was unable to elimi-
nate its deficit, in part because of heavy overseas expenditures;
but its inflationary effects would be neutralized to some extent
by receipts from a capital levy, foreign aid, and other factors.
With a moderate surplus for the fiscal year 1948, and savings and
foreign aid exceeding extraordinary expenditures, inflation in the
United Kingdom was not serious. Special measures were taken,
however, to deal with the excess of disposable income and liquid
assets in the hands of the public over the supply of consumption
goods available.!®

In the latter part of 1947 and early 1948, ERP countries appar-
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ently made some progress in their fight against inflation. It
would be an exaggeration to say that the disease is under control.
And unless it is cured, the effects on output and foreign deficits
will continue to be serious. With rising prices and exchanges
not allowed to reflect the internal decline in value, the adverse
effects of inflation are even greater than usual. Again, the reader
should not interpret the last remark as an admission of the great
importance of “unrealistic” exchange rates.

The Balance of Payments. Europe, and in particular Western
Europe, may achieve an economic recovery with output rising
substantially above prewar levels, and yet may continue as a pen-
sioner of the United States. The most difficult problem con-
fronting Europe is not the expansion of output but rather the
elimination of the large deficit in her balance of payments.

Europe’s deficit (exclusive of that of the USSR) on commod-
ity trade was $1.5 billion in 1938; and the Economic Commis-
sion for Europe puts the prewar deficit at $2 billion.’* In 1947,
the trade deficit had risen to close to $7 billion. In 1948 Euro-
pean nations are confronted with the problem of closing a gap
of $2 billion in their combined overseas trade accounts, or about
$3.3 billion on the basis of 1947 trade reduced to 1938 prices. The
explanation of the increased deficit (on current account) of $7.5
billion in 1947 over 1938 is first and foremost the rise in prices of
imports ($3.6 billion); second, the net change in income from
investments and service receipts ($2.7 billion); and third, the net
change associated with a rise in imports and a decline in exports
($1.2 billion).*2

These factors suggest the cures for the European deficit. A
reduction in prices of imports would be especially helpful for an
area that imports much more than it exports. United States
leadership in anti-inflationary policies is especially important
here, since this country accounted for about $6 billion, or 30 per
cent of Europe’s imports in 1947, and 45 per cent of Europe’s
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overseas imports. Insofar as a reduction in prices would bring
economic depression, however, the gains would be substantially
offset by reduced exports and lower export prices for Europe.!®

Very little can be done about the loss of $2.7 billion on invisi-
ble account. (For ERP countries the corresponding figure is $2.1
billion.) Perhaps the most serious economic distortion associ-
ated with the war is in the loss of foreign investments and earn-
ings on services (part of the latter will be recouped), which made
possible Europe’s large excess of imports before the war. As ex-
ports and imports gradually attain a balance, the losses resulting
from higher priced imports will be recouped; but not those asso-
ciated with the major part of the losses on invisible account.

Obviously the ultimate solution lies in a rise of exports or
(and) a reduction of imports. As the Economic Commission
for Europe expresses it: “In relation to the 1947 levels of trade
(expressed in 1938 prices) the gap is about $3.3 billion and would
involve a 114 per cent increase in exports or a 53 per cent con-
traction in imports.” 1*

Since Europe’s prewar imports were mainly foods and raw
materials, it is not possible to reduce imports substantially below
the prewar levels; and in fact Europe will need three to four
hundred millions of dollars of additional imports of these prod-
ucts. The temporary bulge in imports for relief and reconstruc-
tion may indeed be removed within a few years. The Economic
Commission for Europe concludes that main reliance will have
to be put in an expansion of production of about $2 billion in
heavy industries, the major proportion to be exported and part
to provide substitutes for products previously imported. Exports
of heavy products will then have to rise by 200 per cent.!®

This summary fails to touch upon some of the most difficult
problems. For example, whereas before the war the United
States had an import surplus with non-European countries, in
1947 these countries had an adverse balance with the United
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States of $4.5 billion; and Europe not only cannot expect these
countries to pay part of her debt to the United States as before
the war, but, in fact, Europe is covering part of the deficits of
overseas countries vis-a-vis the United States. Moreover, in the
four and a quarter years under the ERP, the executive branch
estimates that the international accounts of ERP countries with
other (that is, non-American) participating countries will be
roughly in balance. ERP countries will not then be able to pay
for the excess of imports from the Americas with cash due from
the other nonparticipating countries. In view of the latter’s cur-
rent adverse balance with the United States, it is most unlikely
that even should Europe obtain a credit balance with the other
nonparticipating countries over the next four years, that they in
turn would have dollars available to be used by Europe.’® (We
should not leave out of account the vast blocked sterling balances
belonging to overseas countries; for before Europe will be able
to obtain dollars from overseas countries, exclusive of help under
the ERP, Europe may have to pay back ten to fifteen billion dol-
lars of short-term debt in blocked balances.)

In 1947 Europe’s adverse balance of trade with the United
States was 70 per cent of the total deficit.!” It is especially im-
portant that measures be taken to reduce this adverse balance.
But rise of European exports, particularly manufactured goods,
to the United States is not likely to be large; and gains of exports
in other markets under present bilateral trading, will not yield
corresponding supplies of dollars. Unless great advances are
made towards multilateralism, the expansion of exports will not
solve the European-United States balance-of-payments problem.
Even under rather liberal trade policies in this country, the re-
quired expansion of our imports yielding adequate supplies of
dollars will probably not be forthcoming.

On this score, it should be noted that the executive branch
estimated exports from ERP countries to the United States at
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$1.80 billion in 1948—49, and $2.76 billion in 1951~52. This is not

a large rise in view of the low state of European exports; and
it is low in view of the large deficits vis-a-vis the United States.
According to the same estimates, over these years exports to
ERP countries from the United States are to decline only from
$5.6 billion to $4.6 billion. Indeed, the estimated deficit in the
balance of payments for ERP countries is to fall from $7.5 billion
in 1948—49 to $2.5 billion (average of range) in fiscal 1952.1® But
the gains to the United States will be much smaller than the
over-all improvement of $5 billion, should the trade deficit of
ERP countries with this country be reduced by only $2 billion —
unless a multilateral system is once more introduced. Gains of
Europe with other countries will not yield corresponding sup-
plies of dollars to cover deficits with the United States. That
countries in an especially weak position —for example, the
United Kingdom which accounts for the major part of Europe’s
losses on invisible account — press aggressively for more exports
and cut imports from Europe drastically, should further increase
the difficulties of restoring multilateral trade.

We may conclude that the most perplexing problem will be
the restoration of Europe’s balance of payments to a position of
equilibrium. Even if European output rises substantially above
prewar levels, if recovery elsewhere speeds ahead, if inflation is
controlled, if United States commercial policy continues its lib-
eral trends, and if required adjustments in exchange rates are
made, —even then, Europe is not likely to succeed in balancing
her international accounts within four years. But if these favor-
ing developments do not take place, the current deficits will rise
above anticipated levels, and the attainment of equilibrium will
be further postponed.

In one respect, the adjustment should seem easy. Western
Europe may well increase her national income by $20 billion
from 1947 to 1951 on top of an increase of almost the same
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amount from 1945 to 1947. Surely an improvement in the bal-
ance of payments by about $4 billion ($2 billion in 1938 prices),
should not prove to be an impossible hurdle. The sacrifices re-
quired would be 20 per cent of the gains over four years, or 10
per cent of those over six years and about 4 per cent of the
national income. With the aid of state control of resources, the
necessary adjustments may be made more easily than under the
“automatic” response of interwar capitalism. But can we be sure
of the rise in income, of the control of inflation, of willingness
to import on the part of the United States and others and, above
all, convertibility of currencies?

IN SUMMARY

The objective in this opening chapter has been to emphasize
some vital aspects of the problems confronting the ECA. Prop-
erly administered and under favorable political conditions, the
ERP may serve as a catalyst, raising Europe’s incomes by several
times the United States investment. But to achieve this result
the ERP should not become a subsidy program for American
business and farmers seeking new markets, and the United States
Government should support domestic policies (for example, anti-
inflation control) without which the ERP is doomed to failure.
Furthermore, in concentrating on the maximum gains over four
years, the government may be greatly increasing the cost of re-
storing equilibrium conditions in Europe. The responsibilities
and sacrifices demanded of this country are greater than have so
far been revealed; and in part they are obscured by the excessive
paper burden put on the other Americas. Above all, success de-
pends upon the policies of Europe, upon the skill with which we
use the ERP to suggest to Europe judicious policies with re-
sulting expansion of output, and, in particular, upon the courage
with which Europe confronts its inflationary and fiscal problems.
Even if the desired rise of output is achieved, however, there will
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remain serious obstacles to wiping out the major part of the defi-
cit in the balance of payments, and in particular with the United
States. Here is the most perplexing problem of all, and it may
well not be substantially solved in four or five years, even if the
ERP is favored by rising productivity and output and correct fis-
cal and monetary policies. The next two chapters contain a fur-
ther elaboration of major issues.
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PART ONE
MAJOR ECONOMIC AND POLITICAL ISSUES



Jutroduction

Chapter 1 deals briefly with major issues generally discussed
more fully in Part II. It is not, however, merely an introductory
or summary chapter. The busy reader might be content with
an examination of this chapter as a substitute — though inade-
quate — for Part II; but he should not skip it merely because he
intends to read Part II. It contains many facts and much impor-
tant analysis not to be found in later chapters. As Chapter 1
serves as an introduction to Part II, Chapter 2 is preliminary to
the whole volume. This volume is concerned primarily with the
economic issues; but obviously the ERP is a program for political
action and, therefore, a book on the ERP without consideration
of political issues would be inadequate. Several important polit-
ical issues are discussed in Chapter 2. I have also considered the
problem of East-West trade in the second chapter though many
might consider this more of an economic than a political issue.



/. Eeonomic Crisis in Europe

PASSAGE OF THE FOREIGN ASSISTANCE ACT OF 1948

From June s, 1947, the day of Secretary Marshall’s Harvard ad-
dress on European economic recovery, to April 3, 1948, the day
the Foreign Assistance Act was approved by the President,
the issue of European recovery, and this country’s contribution
to it, had become the most important single political and eco-
nomic question facing the United States; and it promises to
retain a prominent position for years to come.

On the latter day, this country embarked on a program which
was to cost more than $5 billion for one year beginning in April
1948; and the government proposed an ERP for four and one-
fourth years, but subject to authorizations of subsequent Con-
gresses.) Congress appropriated slightly less than $5 billion.

THE DRAIN OVER THE YEARS

In many respects the ERP, expected to cost fifteen to twenty-
five billion dollars, is not a complete break with the past; over
the years 1914 to early 1948, this country poured around $100 bil-
lion of goods and services largely into Europe, for which we re-
ceived in return, insofar as a quid pro quo was offered, IOU’s
largely of dubious value, and gold. Of approximately $8o billion
given away or advanced, little will ever be received in return;
and surely few would put any high value upon the goods which
we are likely to receive in return for the $20 billion of gold im-
ported. As large as $100 billion seems, it amounted only to about
4 per cent of the total United States income in this period of
thirty-three years; and to about 40 per cent of the dollars re-
quired to pay for our exports of commodities and services.?
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CATALYST OR RANSOM?

Demands likely to be made upon our economy under the ERP
are not large when compared with the 4 per cent of our national
income exacted since 1913; for the ERP should not require more
than 2 or 3 per cent at a much higher level of income —and
the higher the income, the less the sacrifice imposed by the loss
of a given percentage of income. What is more important is
the significance of the continued demands. Is the egalitarian
principle to be stretched across national frontiers? Are the fifteen
to twenty-five billion dollars required under the ERP to be an-
other wedge in the share-the-wealth-and-income campaign? The
boy who has all the marbles is not very popular. A country that
seems to have nine times as much income per capita as the rest
of the world is fair game. In our anxiety to stop the spread of
communism, we find ourselves in a vulnerable position. Iz is
important that the ERP become a catalyst for European recov-
ery, not a ransom to be paid to blackmailers who threaten us with
communism.

RECOVERY AND INDUSTRIAL OUTPUT, 1945-46

In many respects Europe’s recovery has been very satisfactory.
By the last quarter of 1946, fifteen countries, including the three
Western Zones of Germany, had increased their output to 83
per cent of the 1938 level; and exclusive of Germany, to g8 per
cent. (The countries included were the ten most important ERP
countries and Bulgaria, Czechoslavakia, Finland, the three West-
ern Zones of Germany, and Poland; and these accounted for 77
per cent of European industrial output.) In comparison with the
recovery after World War I, the record was surprisingly good.
As the Economic Commission for Europe observes:

Nevertheless, the general level of industrial production reached the
same relation to the prewar figures in the year 1946 as in 1920, while

[30]



CRISIS IN EUROPE

the performance in the first three quarters of 1947 has definitely
exceeded that of any postwar year up to and including 1923.3

In view of the substantial gains achieved, the reader may won-
der about the 1947 crisis. He may find evidence of crisis condi-
tions in indexes other than those for industrial output. But even
these output figures are not reassuring, first because a 10 per cent
rise in population should be considered, and second because the
rise definitely flattened out in 1947. Although the output for the
fifteen countries excluding Germany from the first to the last
quarter of 1946 had increased by 23 per cent, the gain in the first
three quarters of 1947 was but 1 per cent. Recovery had defi-
nitely reached dead center.*

RECOVERY AND NATIONAL OUTPUT

Income is a more comprehensive index of economic well-being
than industrial output because it includes agricultural output,
private services, and, to some extent, government services. In
testifying on behalf of the executive branch of the United States
Government, Ambassador Lewis Douglas estimated the national
income (dollars of constant purchasing power) of the sixteen
participating countries as follows:®

In Billions of Dollars

1940 ~8
1945 55
1947 69

These estimates of national income are to be taken with a grain
of salt. Asis suggested in Chapter 3, there are serious difficulties
in comparing income over time or space. Table 1 suggests that
income reduced to 1938 currency values may yield surprising
results. (The problem of converting European incomes into dol-
lar values will be discussed later.) This table is based on informa-
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tion kindly supplied by the Statistical Office of the United Na-

tions. The income estimates in domestic currencies are their
contribution; and the cost of living figures by which they are
adjusted to 1938 values are obtained from their bulletins. (Cal-
culations are mine.) According to this table, incomes in the
United Kingdom rose by about 40 per cent more than prices.
Yet few would maintain that British real income in 1947 was
even 25 per cent above that of 1938, nor that real income in Den-
mark rose by an amount approaching 40 per cent. The explana-
tion of this paradox lies largely in the increased proportion of
money income in 1946—47 relative to prewar income that does
not represent real income: a much larger part of income is not
spendable. Furthermore, the rise in the cost of living under con-
trolled conditions is not an ideal variable for deflating the na-
tional income.

TABLE 1
IncoME aND Cost oF LiviNg, Various COUNTRIES, 1946 AND 1947
(1938 = 100)
National Cost of
Income Living
Belgium (1946) ................ 292 318
Denmark (1946) ............... 205 159
France (1947) .....ovinininn... 034 1040 *
Netherlands (1946) . ......... . 160 192
Norway (1947) . ..oovvvninin... 189 161
Sweden (1947) ....... ......... 189 158
United Kingdom (1947) ........ 187 132

Source: U.N., Monthly Bulletin of Statistics, Fcbruary 1948, pp. 151-159, and
letter to the authot from Department of Economic Affairs, United Nations, April
23, 1948. (Calculations mine.)

* Foods only.

John J. McCloy, head of the International Bank, put the in-
come in 1946 of the sixteen ERP countries and Western Germany
($11 billion) at $9g billion. These countries, with a population
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of 260 million, or close to twice the United States popula-
tion, had a total income of but 46 per cent that of the United
States. Standard of living, as indicated by income per capita
minus expenditures on investments, was roughly four times as
high in this country as in the CEEC countries. In Chapter 3, I
suggest that the ratio had been 2 to 1 before the war. Switzer-
land’s standard of living of $710 per capita was a maximum in
Europe; Greece’s, of $100, a minimum. (In the United States,
it was $1390.) ®

European income, especially when expressed in dollars, is
suspect. Yet, aside from the imperfect statistical summaries, there
are many reasons for suspecting a decline of national income.
We shall discuss the problem in terms of income but subject
to the reservations stated.

Income in Europe did not rise as much as industrial output.
Income for the sixteen countries in 1947, according to the execu-
tive branch estimate, was 12 per cent below the prewar amount;
but industrial output had rebounded virtually to the prewar level.
The first, and most important, explanation of the relatively small
recovery of income is the retarded rate of recovery in agriculture,
inclusive of the crop failures in 1947. In a comprehensive survey
of European agricultural production (exclusive of the USSR),
the Economic Commission for Europe estimated output in 1945~
46 at 63 per cent of that before the war, and in 1946—47 at 75 per
cent. Agricultural output, relative to industrial output, was far
below the prewar ratio. Production of bread grains in 1946—47
was only 75 per cent of that from 1934 to 1938; coarse grains, 73
per cent; fats, 63 per cent; meat, 61 per cent. Whereas the CEEC
had estimated the output of wheat in 1946—47 for the sixteen
countries and Western Germany at 28.4 million tons and in 1947—
48 at 21.2 million tons, Secretary of Agriculture estimates were
31.0 and 23.9 million tons, respectively. ?
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INCOME AND DISINVESTMENT ABROAD

In analyzing income totals, we should take into account the
large net disinvestment abroad, here defined as sale of foreign
assets or (and) use of proceeds of foreign loans. Ordinarily
amounts thus disinvested are deducted from national income.
In other words, the measure of distress should be not the decline
in national income, but rather reductions in the total of national
income minus resources made avaslable from sale of assets and
borrowing abroad. In fact, grants and gifts which technically
should not be considered as part of disinvestment, are also appro-
priate additions to national income for the purpose of measuring
economic well-being.

In this connection let us consider, first, an example from the
British, and then European, experience. Disinvestment in the
United Kingdom accounted for £380, £675, and £250 million,
respectively, in 1946, 1947, and 1948 (estimated). Total resources
available for home use were then 4, 8, and 3 per cent in excess
of the national income.®

Relevant to this discussion are the $15.6 billion made available
by this country in 1946 and 1947 to foreign countries in the form
of credits and grants, of which the ERP countries received the
major part.® For example, in the two and a half years ending
December 31, 1947, they obtained loans and property credits of
$7.7 billion and grants of $4.0 billion, and by December 31, 1947,
had utilized almost $10 billion of the total. In addition, in the
two years ending December 31, 1947, their gold reserves had been
reduced from $5. billion to $3.7 billion and their banking funds
in this country from $2.1 billion to $1.5 billion.!®

This survey suggests the following: (1) Over a period of two
and a half years the ERP countries obtained annually about §5
billion, or roughly § to 7 per cent of their income in resources not
generally included in their income figures. To this extent, the
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income figures understate the flow of goods and services made
available. (2) These sixteen European countries and Germany,
however, suffered an absolute deterioration in their economic po-
sition, and, a fortiori, a relative decline vis-d-vis this country.

Per capita income of the ERP countries seems to be substan-
tially less than that before the war, even when allowance is made
for the influx of goods not technically included in income. Am-
bassador Lewis Douglas, representing the executive branch, put
the decline in total income from 1940 to 1947 at 12 per cent, and
about 20 per cent on a per capita basis. My analysis on pp. 86—91
yields similar conclusions.

INVESTMENT: FRENCH AND BRITISH EXPERIENCE

Income statistics may, however, be misleading: it is imperative
to consider the use to which income is put. Income yields less in
current consumption insofar as an increased part goes to govern-
ment and investment. It is now a commonplace that in the early
postwar period European countries, impressed by Russian plan-
ning and anxious to recoup losses resulting from the war, em-
barked on overambitious investment programs. The Monnet
Plan in France, for example, called for investments in excess of
20 per cent of the national income. Whereas investments were
but 14 per cent of consumption in 1938 prices, they attained 19Y;
per cent in 1946. The basic inflationary pressure arises from the
shortage of savings relative to investment. In order to exclude in-
flation, savings should equal investment, that is, equal the sum
of (1) government deficit and (2) capital formation at home,
minus (3) net imports. Should savings equal less than (1) +
(2) — (3), then spending is financed out of created or newly
activated money, with inflationary effects. In 1946 the required
ratio of savings to consumption in current prices was 33 per cent,
an amount far in excess of actual savings. Again, in current
francs, government expenditure in 1946 was eight times as high
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as in 1938; but consumption was only five times the 1938
amount.’ According to the International Bank, the $4.665 bil-
lion requested in the CEEC report for equipment would cor-
respond to an investment program of $77 billion over the four
years, or 17 per cent of the income of the CEEC countries. This
was too much and explains why the Bank cut these requirements
by 30 per cent and others by only 6 per cent. Again, in reply to
a question from the Senate Committee, the Secretary of the
Treasury showed that several European countries were investing
more than before the war. Table 2 shows net foreign investments,
not to be confused with gross figures discussed above.

Table 3 shows that British consumption was sacrificed to the
requirements of investment programs and government needs.
Had it not been for the external disinvestment, the decline of
consumption would have been greater. (In three other countries,
Poland, Hungary, and Czechoslovakia, plans required invest-
ment of 20 per cent [gross], 10 per cent [net], and 21 per cent
[gross], respectively.) 12

United Kingdom: Current Expenditures by Percentage

1938 1947

Personal 72 65

Government 15 22
Gross capital formation

at home 14 20

External disinvestment -I i

BRITISH ECONOMISTS ON EXCESSIVE INVESTMENT

Investments in Europe are altogether too large; and investment
programs even larger; there is scarcely a dissent to that position.
Harrod, Hicks, Henderson, Robbins, and Robertson — surely a
galaxy of British economists —all agree that investments are ex-
cessive. Particularly in 1946—47, the investment industries ad-
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vanced much more rapidly than others. By investment indus-
tries we mean those which produce capital goods rather than
goods immediately available for consumers — for example, tools,

TABLE 2

EstiMaTED Per CENT RaTIO OF NET INVESTMENT TO NET NATIONAL
IncoMe (INcLUsIVE oF NET ForeigN Ai)*

1938 1946 1947 1948
France ....... ....... 4.5 6.0 9.0 8.0-9.0
United Kingdom ...... 6.8 85 10.0 10.0
Netherlands ........... 12.0 11.4 12.0 18.1

*ERP: Sen. Hear., pp. 418, 1006-1007.

TABLE 3
Unrrep Kinepom: Use ofF THE NaTioNAL INcoME, 1938, 1947, 1948
1947 * 1948
1938 Provisional  Estimated

Percentage Percentage  Percentage

Current Expenditure

Personal consumption .......... 78 70 69
Government current expenditure 16 24 22
Addition to Assets
Net capital formation ........... Vi 14 12
Less: External disinvestment .... -1 -8 -3
National Income ............. 100 100 100

Source: Economic Survey for 1948, p. 46.

* The United Nations presents figures for 1938, 1945, and 1946. They allo-
cate total resources at home, not national income, thus including gross capital
formation. In 1946, personal consumption accounted for but 6o per cent of total
resources (71 per cent in 1938); government current expenditure, 25 per cent
(14 per cent in 1938); and gross capital formation, 14 per cent (15 per cent in
1938). Cf. Survey of Current Inflationary and Deflationary Tendencies, p. 25.
Cf., also, National Income and Expenditure of the United Kingdom (1947) p. 6:

Change in Current Expenditures by Percentage

1938 to 1947

Pcrsonal —7
Government +7
Gross capital formation at home +6
External disinvestment —6
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bricks, most chemicals. Output in non-investment industries for
ten European countries rose by 19 per cent from the first to the
last quarter of 1946 as compared with a 32 per cent increase in the
production of important investment goods. In the first three
quarters of 1947, there was a slight decline for the former and a
further rise of the latter: from 74 per cent of the 1938 output in
the first quarter of 1946, major investment-goods industries ex-
panded to 104 per cent by the third quarter of 1947.'®

With European countries confronted with yawning deficits in
their balance of payments, the ambitious investment programs
became the target of critics of socialist economic policies. Harrod,
for example, pointed out that a rise of British investments by £400
million in 1947 largely explained the deficit in the balance of pay-
ments. (Using a method subject to a large margin of error, the
British Government estimated gross capital formation at £747,
£1221, and £1944 million in 1945, 1946, and 1947, respectively.)
Harrod would limit investments to the amounts available from
savings plus resources obtained from abroad; and he would cut
the annual outlay on investment by £350 million and public ex-
penditures on men and materials by £150 million, or, if these
goals were not achieved, he proposed an increase in taxes by an
amount equal to the excess of investment over the sum of savings
and advances from abroad. Actually in the reversal of investment
policy of October 1947, the government proposed to cut the
programmed investment for 1948 from £160o million to £1420
million.** .

Obviously, excessive investment is inflationary because the rise
of income associated with investment is not matched by the re-
quired increase in the output of consumption goods or, to put it
in another way, savings are not equal to investment. Because of
the domestic inflationary effects and because of the adverse effects
upon the balance of payments, the President’s Committee on
Foreign Aid urged a radical pruning of European programs. The
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British economist Henderson acknowledged the inflationary ef-
fects; but stressing the large backlog of demand he would pro-
gram for investments beyond the amount of savings; and ac-
knowledging the inevitable inflationary pressures, he would take
appropriate action (for example, on the control front?). In
other words, though he was prepared to admit the excess of
investments, in his view the inflationary test was not the exclusive
one. Elsewhere I also point out that in view of the large backlog
of required investment resulting from years of disinvestment, the
British program was not so injudicious as many economists
suggest.t

In the next few pages, I comment on the interesting views of
British economists on excess investments. Since this is a crucial
problem, both because of its relation to inflation and the deficits
in the balance of payments, this seems an appropriate place to
digress on this vital problem.

In general, the economists of Britain proposed strong medicine
and particularly a scaling down of investment outlays. For
Robertson, however, the way out was a reduction of communal
consumption, a whittling down of ambitious programs, and a
rise of taxes.'” In his view, subsidized consumption is not palat-
able when a country faces large sacrifices in order to right the
balance of payments and recondition plant.

Hicks, Robbins, and Harrod all emphasize the need of relying
more on the market mechanism. They seem to be impressed by
the disappearance of working capital, which they associate with
the absence of price incentives and market governors. Had prices
been allowed to rise, dealers would have protected their stocks,
and allocation of resources would have improved. Under price
control and excess of money, the pressure to cut into reserves of
stocks becomes irresistible; and even a rationing or allocation sys-
tem does not offer adequate protection.® In order to replenish
working stocks and to improve the distribution of resources,
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British economists seem disposed to rely increasingly on market
incentives, but they are not in complete accord how far or how
fast they would move. Robbins, for example, suggests gradual
decontrolling and raising of prices; but he sces little advantage in
a rise in the rate of interest. Nor does Harrod, faithful to his
Keynesian economics, support higher interest rates.! Whatever
the approach, the verdict generally is a deflation of investment
programs.

Investment is not merely a question of amount; it is also a
problem of distribution. Inadequate inventories and working
capital are a threat to the smooth functioning of any economy.
Champernowne pointed out that in Great Britain the number of
weeks’ stock at consumption rate of current year had declined as
shown in Table 4.

TABLE 4

DecrLiNe oF NuMBrrR oF WEEKS Stock AT CoNsUMPTION RATE or
CURRENT YEAR: GREAT BRITAIN

Soft Hard Refined
End of Year Coal Wood Wood Steel Lead
1042 ..o 5.7 24 16 8.9 18.1
1946 . ... ... 2.9 10 12 4.4 5.8

Source: Oxford University Institute of Statistics Bulletin, March-April 1947.

American experts stressed the need of (1) concentrating capital
formation on crucial industries — for example, coal and food; (2)
favoring investments that yielded consumption goods quickly —
working capital, not vast programs for expanding iron and steel
or electricity capacity; (3) making the most effective use of out-
lays on fixed capital —improving existing plants, not building
new ones. Harrod also has much to say on these issues. To him
nothing could be more grotesque than to electrify the Manchester-
Shefhield line; and he was not assuaged by the presumed saving
of 100,000 tons of coal a year. For it takes only 382 men to pro-
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duce 100,000 tons of coal a year; but this plan would require at
least 12,000 man-years of labor spread over four years.*

In summary, the side-line economists may be right. On the
assumption of full employment, the more that is made available
for investment without accompanying reductions in resources at
the disposal of government and consumers, the greater the strain
on prices, and on the balance of payments. American commen-
tators, with a vested interest to moderate demands on our econ-
omy, also view the vast capital programs as a means of bleeding
the American economy. In part, imports are used to support the
capital program; and in part the latter robs the export markets.
Furthermore, higher prices discourage exports and stimulate
imports.

Yet the problem may be oversimplified. A capital program
which, after six years of heavy disinvestment, accounts for but 10
per cent of Europe’s income, say, instead of 20 per cent, will fail
to bring plant and housing back to prewar standards for many
years and a fortiori fail to improve the capital plant. The result
may well be that output will not rise rapidly enough or costs be
brought down quickly enough to make Europe substantially less
dependent on this country in 1952 than in 1948. The price of a
truncated capital program may well be a series of Marshall plans.

INFLATION: SUPPRESSED AND OPEN

Few would deny that there is little chance of a long-lived recovery
in Europe unless inflation is checked. Section 115 (a) of the
Foreign Assistance Act of 1948 recognizes this fact when it pro-
poses for inclusion, when applicable, in agreements with the ERP
countries the following:

. . . taking financial and monetary measures necessary to stabilize
its currency, establish or maintain a valid rate of exchange, to balance
its governmental budget as soon as practicable, and generally to re-
store or maintain confidence in its monetary system.
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In discussing the problem of excessive investment, we touched
upon the European inflationary problem. The reader will find
further discussion of the problem in Chapter 11. Here it will
suffice to run over the main facts.

Europe is divided into two camps, though the boundaries are
not clearly marked, namely, countries with open inflation and
those with suppressed inflation. Typical of the former were the
hyper-inflation experiences of Hungary and Greece, and the cur-
rent experiences of Italy where retail prices in May 1947 were
about forty-nine times those of 1938, and France, where retail
prices in December 1947 were about nine times those of 1938.
When inflation is overt, the value of the currency beyond a certain
point tends to fall more proportionately than the rise in its
amount, with the result that the real value of the total circulation
tends to fall. For example, in late 1947 the real value of Italian
currency outstanding was but 62 per cent of its prewar value, and
that of Greek currency outstanding but 48 per cent.

In countries with large amounts of liquid assets, but relatively
effective price and other controls, inflation is reflected in the large
volume of money relative to prices; and the real value of the out-
standing currency tends to rise. In Norway, for example, the real
value late in 1947 was 263 per cent of the prewar level; and in the
United Kingdom, 184. In countries with open inflation, the in-
centive to produce may be substantially dulled for various reasons;
in those with suppressed inflation, there is a disposition to malin-
ger since additional earnings yield relatively small increments of
goods. The disease in the countries suffering large doses of open
inflation is mal-allocation of resources, and especially maldistri-
bution.®

Open inflation brings about a maldistribution of income which
is likely to have serious effects. Even the governments in Italy
and France attempt to protect their citizens against the full effects
of inflation by providing minimum rations at low prices; and the
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workers try to raise their wages part passu with rising prices. Yet
in Paris, real wage rates were 81 (October 1938 = 100) in Octo-
ber 1945 and 56 in October 1946.*2

Compare France with another country which has been much
more successful in suppressing inflation. Late in 1947 British
weekly earnings in manufacturing were 173 (September 1939 =
100) and the cost of living 135 (1937 = 100). This comparison
of earnings and the cost of living suggests that British workers
have improved their position. Another study yields the inter-
esting result that income of lower-income groups after taxes
(wages, pay and allowances of the armed forces, and social secur-
ity benefits and other transfer incomes) rose by 95 per cent from
1938 to 1946, whereas the corresponding income after taxes of
middle and upper-income groups increased by but 31 per cent.
Clearly those in low-income classes improved their relative posi-
tion, whether the criterion is the rise of wages relative to that of
the cost of living, or their absolute or relative rise of income after
taxes. Recent British figures (for 1938 to 1947) are not nearly so
clear on the redistribution effected. Wages after taxes rose from
39 to 44 per cent of private income; salaries declined from 24 to
20 per cent, and property income and profits from 37 to 36 per
cent. (Note, however, that military pay is left out.) The protec-
tion offered by an effective rationing and price control system
further improved the relative position of low-income groups.
With consumption for the nation roughly at the prewar standard
(though substantially less, if allowance is made for the unavail-
ability of desired goods), we conclude that the middle and high
income classes suffered a large deterioration in their standard of
living. Whether this redistribution of real income favoring the
workers and other low-income groups against the others contrib-
uted more to production than the growing excess of income over
goods wanted and obtainable contributed to a decline is not an
easy question to answer.?
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SOME ADVERSE EFFECTS OF INFLATION ON GOVERNMENT AND
DISTRIBUTION

Several other aspects of the inflation problem should be noted.
First, the fiscal aspect. An unbalanced budget contributes to the
inflation; but with receipts lagging behind the rise in prices, the
advance of prices in turn ultimately reduces the resources made
available to the government. In prewar currency values, the ex-
penditures of four out of eleven European governments in 1947-
48 were below prewar expenditures: Austria (63), France (98),
Italy (60), and Poland (go0). Yet government plays an increased
role in the life of the community; and deficits in many cases were
of the order of 40 to 60 per cent of expenditures.?* Inflation con-
tributes towards the weakening of governments in a period when
their responsibilities are on the increase; and inadequate resources
are likely to have serious political consequences.

Second, inflation tends to bring about a maldistribution of food
between country and city. Where, as in the Netherlands and
Denmark, food prices are held down and inflation is suppressed,
the ratio of agricultural to industrial prices tends to fall; and
farmers withhold supplies from the city. Where, as in Italy and
France, large free markets are allowed to function, the prices of
agricultural commodities rise relative to those of factory products,
and city dwellers suffer losses in the reduced purchasing power
of their products. Price control and rationing covering a limited
area, both in commodities selected and proportion of output sub-
ject to control, tend to release surplus purchasing power, which
is then shunted to agricultural markets, with favorable effects on
farm prices.?®

INFLATION AND LOSS OF COMPETITIVE POSITION

Third, the effects on international trade require further con-
sideration. With exchanges not free to move, the competitive
position of countries suffering from open inflation deteriorates;
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for world prices tend to rise as exchanges do not reflect the in-
crease of prices relative to foreign prices. With exchanges free to
move, it may be added, the effect might be the maintenance of
the competitive position, but a lowering of the terms of trade:
poor countries would give too much for imports. In countries
with suppressed inflation, the excess of purchasing power, rela-
tive to goods at controlled prices, gravitates towards markets
where money can be used with relative freedom; and goods avail-
able for export decline and, insofar as controls permit, imports
rise.

In view of what has been said above, the more rapid rise of
prices in European countries relative to prices in the United States
adjusted for exchange movements is to be expected. In all but
five of eighteen European countries, prices in the third quarter
of 1947 had risen more than United States prices; in ten out of
fourteen countries, export prices had risen more than those in the
United States. Nevertheless, it might be added, the ratio of
European exports (excluding Western Germany) relative to in-
dustrial output rose from 61 in the first quarter of 1946 to
86 in the third quarter.?® That is to say, exports rose more rapidly
than industrial output. Large as this rise was, it was not ade-
quate, especially when allowance is made for the low level of
exports in early 1946, and the tendency to export excessively to
sheltered European markets, yielding relatively small supplies of
dollars. ‘

INFLATION: SUMMARY

In short, inflation is a barrier to European recovery, for it brings
maldistribution of income; distortions in the economic system,
inclusive of mal-allocations; impairs the strength of government;
reduces the incentive to produce; and aggravates the deficit in
the balance of payments.

[45]



EUROPEAN RECOVERY PROGRAM

INTERNATIONAL ECONOMIC ASPECTS

Excessive investment, budgetary deficits, and the like bring infla-
tion; and, as has been noted, the inflation is accompanied by a
rising deficit in the balance of payments. In this section we shall
discuss briefly aspects of the problem of the international eco-
nomic position of Europe, and particularly of Western Europe,
many of which are discussed more fully in Chapters 4, 5, and 6.

a. Dollar Scarcity

Dollar scarcity is the theme of Chapter 4, an important prob-
lem, though Harrod and Haberler are inclined to ridicule the
concept and to deny its significance.?” In this introductory chap-
ter the discussion is necessarily brief. As Harrod puts it:

. . . The multilateral system being a more economical method of
housekeeping recently urged by father, they say that “the multilateral
system will never work so long as there is a dollar famine.” They
propound this doctrine with all seriousness, as though the dollar
famine were some new kind of disease or some new kind of profound
and technical disorder that was due to certain subtle workings of our
trading or banking system.

In Chapter 4, the author, unlike Harrod, succumbs to the pre-
vailing fad of dollar scarcity.?® The argument there presented is
that the world has been troubled by a scarcity of dollars for more
than a generation. Even in the interwar period, dollar scarcity
persisted. Prices did not fall adequately in countries losing gold
and dollars, nor rise in the others adequately to stop the one-way
flow, as is required under the mechanisms of the capitalist system.
Cost and price rigidities in countries short of dollars; inadequate
demand response, particularly in the United States and France,
countries receiving disproportionate supplies of gold, steady rel-
ative gains in technology in this country, with attendant gains
in its competitive position —all of these are part of the matrix
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of dollar shortage in the inter-war period. On balance, capital
movements from the creditor countries were small relative to the
favorable balance on current account and the net inflow of gold.?®
Dollar famine in World War II and after reflects war, produc-
tion crisis abroad, and many of the other distortions following a
great war. Failure of the capitalist mechanism to work is part
of the difficulty; but even socialist governments, which might
favor export industries directly and discourage imports through
exchange restrictions, and which might, in general, through
appropriate price and allocation measures, improve the balance of
trade, seem unable or unwilling to solve the dollar problem.
Without a doubt, both Harrod and Haberler can, with some
justification, point to the tendency of European countries to live
beyond their means; and, therefore, they properly emphasize the
peculiarly political aspects of the problem. Capitalist countries
were not able to solve this problem under relatively favorable
conditions in the interwar period. May we not be expecting too
much of socialist governments, many of them surviving on a
day-to-day basis, should we ask of them the imposition of large
sacrifices needed to eliminate the dollar shortage over the next
few years? Indeed, the USSR, by scrutinizing imports and
largely balancing them with exports inclusive of gold shipments,
has substantially solved the dollar problem. And under the pres-
sure of the late summer crisis of 1947, Mr. Cripps proposed a
somewhat similar balancing of accounts; but the United States
Government, fearful of the effects upon our economy, and for
other reasons, instead persisted in its offer of the Marshall Plan.
Indeed, a strong socialist government might solve this problem,
but the difficulty is that the cure might be worse than the disease.
Hence our disposition is to rely upon gradual measures which
might help Europe raise her output and reduce her foreign deficit.
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b. Unrealistic Exchange Rates

Unrealistic exchange rates are frequently suggested as the
explanation of the imbalance of Europe’s accounts. In the decla-
ration of policy, the Foreign Assistance Act of 1948 asks for “all
possible steps to establish and maintain equitable rates of ex-
change.” And after a discussion of overvalued currencies, Hazlitt
concludes that “it is hardly surprising, in the face of such regu-
lations, that in most European countries there is a chronic excess
of imports over exports.” 3

Indeed, as we observed earlier, European currencies are over-
valued. But the crucial issue is not that but rather how important
this overvaluation is as a factor in disequilibrating the balance of
payments. The conclusion in Chapter 5 is that it is not of first-
rate importance. In part this is so because of the inelasticity of
supplies for export markets, and in particular for dollar markets;
when resources in large amounts are not available to service ex-
port markets, then the offer of goods at lower prices may not yield
more dollars, and may well yield less. In part, the overvaluation
is of less than usual importance because both exports and imports
are largely subject to direct controls. In economies sensitive to
small fluctuations of supply and demand, governments tend to
rely less on unpredictable price movements (for example, ex-
change rates), and more on direct controls. By checking imports
and diverting resources to export markets in quantities to yield
the largest supply of dollars, given the scanty resources available,
governments can neutralize the adverse effects of overvalued cur-
rencies. As we shall see in Chapter 5, there are other reasons for
preferring overvalued currencies.

One additional point requires emphasis here. Many (for
example, the CEEC) count on an improvement in the terms of
trade as a means of reducing the adverse balance of payments of
Europe. But if the currencies are overvalued, then what is re-
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quired ultimately is a deterioration in the terms of trade. Europe
will have to give more for a given quantity of imports; and there-
fore, insofar as overvaluation is corrected, so far will Europe’s
terms of trade deteriorate rather than improve. The world cannot
count on an improvement for Europe resulting both from an im-
provement in the terms of trade and the correction of overvalua-
tion.

c. Terms of Trade and Import Prices

This is an opportune point to discuss briefly the problem of
the terms of trade. In Chapter 6, we observe that the deterioration
of Europe’s terms of trade is not so clear as has generally been
assumed. It is stated there that according to one authority the
sixteen ERP countries suffered a worsening of the terms of trade
by 20 per cent from the end of the war to 1947. But it is also
observed there that in the two years ending September 30, 1947,
unit prices of United States exports had risen by 20 per cent and
those of imports by 36 per cent. This does not suggest a loss of
bargaining terms for the outside world or even for Europe. The
European Economic Commission concludes “that, on the average
for Europe as a whole, price changes have tended to raise the
cost of imports and the cost of exports in about the same propor-
tions.” In 1946, the average weighted cost of imports in terms
of exports was 85 for thirteen countries on the continent, and in
1947 was 86; for the United Kingdom, the respective figures were
107 and 119 (1938 = 100). Eleven of the countries included are
ERP countries. France’s 1947 average cost of imports in terms of
exports was but 83 in comparison with the British r1g. The
weighted average of all countries was g7 in 1946 and 102 in 1947.3!

What is much more important than the terms of trade is the
rise of prices, particularly in the United States and the other
Americas. Obviously, even with an improvement in the terms
of trade, a rise in import prices for countries with large excesses
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of imports may be very costly. This is especially important for
the ERP countries. According to estimates of the United States
Government, their fotal exports over fifteen months ending
June 30, 1949, will equal only $9.5 billion; their zozal imports, $18.4
billion; and their trade deficits with the Americas, $7.8 billion.??
Whereas in 1936-1938 Europe paid for 57 per cent of her imports
from the United States by shipping goods to this country, in the
first three quarters of 1947 she thus paid for only about 15 per cent
of her imports.3 This suggests how important an inflation in
this country is for Europe’s balance of payments.

I have found no better discussion of the relative contributions
of the effects of rising prices upon the trade deficit of European
countries than a study by the Economic Commission for Europe,
as shown in Table 5.

TABLE 5
Europe’s TrRADE wiTH NoON-EUROPEAN COUNTRIES
(In Millions of Dollars)

1938 1946 1947
Current Current 1938 Current 1938
Prices Prices Prices Prices Prices
Imports, f.ob. .. 5,820 9,400 5,350 13,000 6,200
Exports, f.ob. .. 3,730 4,300 2,300 6,100 2,900
Trade deficit .. —2,090 —5,000  —3,050 —6,900  —3,300

Source: EC Europe: Survey, p. 57.

It is clear that had prices of imports and exports not risen, the
adverse balance on trade account from 1938 to 1947 would have
increased by but $1.2 billion ($3.3 — $2.1), two-thirds of this being
associated with a decline in real exports, and one-third with a rise
in real imports. Had prices of exports and imports not changed
(net) over these years, Europe’s overseas trade deficit in 1947
would have been less than one-half as large as it actually was. (See
Table 5.) In addition, a serious change in the invisible account
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occurred. Europe’s investment income declined from $1.4 billion
to $0.4 billion, and for other current items (for example, shipping,
travel, military expenditures) a credit balance of $o.7 billion was
converted into a deficit of $1.0 billion. (The net adverse change
on invisible account for the sixteen ERP Countries and Western
Germany alone has been estimated at $1.5 billion.)®*

In summary, Europe’s trade deficit in 1947 was $4.8 billion in
excess of that in 1938. Approximately three-quarters of this rise
is assoctated with an increase in the prices of international com-
modities. Paying increased prices for imports has proved to be
far more costly than the change in the terms of trade. Further-
more, whereas in 1938 the adverse balance was covered by $2.1
billion of earnings on invisible account, against the adverse bal-
ance of trade of $6.9 billion in 1947 there were no net earnings
on invisible account, but rather a debt of $0.6 billion. Of Europe’s
total adverse balance of §7.5 billion in 1947, the rise in trade defi-
cit (in 1938 dollars) accounted for about one-sixth, the rise of
international prices for almost one-half, and the losses on invisibles
accounted for little more than one-third ®®

d. Financing the Deficit in the Balance of Payments

A final problem in the balance of payments is financing of
deficits. Since this section and section e contain detailed statistics,
the reader may prefer to skip sections 4 and e and read the sum-
mary section which follows. In Chapter 6, we shall discuss the
extent to which the deficits since the end of the war were financed
through the use of resources of the ERP countries and through
grants and loans. In the two and one half years ending Decem-
ber 31, 1947, the United States made available about $11.7 billion
to Western European countries, of which about $7.7 billion were
in the form of loans and property grants and $4.0 billion in
grants.’® With the termination of an active foreign lending pro-
gram in the middle of 1946, the European countries tended to

[51]



EUROPEAN RECOVERY PROGRAM

rely heavily on their own resources in the eighteen months pre-
ceding the voting of interim aid. That Europe exported about
$2 billion of capital in 1946-47 further impaired her reserve posi-
tion. In 1946 Europe contributed $1 billion of its own resources
towards liquidating a deficit of $5.8 billion; but in 1947 approxi-
mately $1.8 billion towards a deficit of $5.5 billion.3” Obviously,
European countries could not long afford to use their foreign re-
sources at the 1947 rate. In Chapter 6, we shall comment also on
the adequacy of reserves to meet minimum needs for monetary
cover and trade deficits. The excess is small indeed. In the course
of the Congressional debate, there were some heated exchanges
between executive officials and Congressmen both on the desir-
ability of forcing a thorough-going mobilization of assets in this
country belonging to European private interests and on the wis-
dom of further depleting reserves.®

ERP countries are scheduled to import $64 billion of goods in
the period April 1, 1948 to June 30, 1952, and to export $40 billion.
The total adverse balance on current account is estimated at
roughly $21 billion, or about one-third of the imports. In 1948-49
(fifteen months), the deficit is estimated roughly at $8.5 billion,
or 46 per cent of imports, and in fiscal 195152 at $2.9 billion
or about 19 per cent of imports.®*® Figure 4 indicates that with
the passage of time imports will tend to decline and exports to
rise. Executive branch estimates of imports were substantially
lower than those of the CEEC and their exports substantially
higher, and the International Bank was less optimistic than the
executive branch.4

e. Variations among Countries

Over-all figures should not blind us to the large differences
among individual countries. Before listing several relevant points,
we should comment on Figure 5. The reader should compare
the great advance made by the United Kingdom as evidenced in
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BALANCE OF PAYMENTS
WESTERN EUROPEAN GOUNTRIES WITH WESTERN HEMISPHERE

COMPARISON OF ESTIMATES, AT CONSTANT (JULY I, 1947) PRICES
lIzLLlDNS OF DOLLARS BILLIONS OF DOLLARS
[}

TOTAL WESTERN HEMISPHERE 2

10 ( 10
8 8
[ K 6

IMPORTS{

s | WA VA4 4
2 2
o Lo
10 UNITED STATES 1
8 8
) ] 6
4 - 4

[ Lo

10 10
OTHER WESTERN HEMISPHERE R

8 419

6 -6

Ist YEAR  2nd YEAR 3rd YEAR  4th YEAR
Figure 4

Note — Imports and exports include net debits or net credits respec-
tively, on each of the following accounts: freight, other invisibles, and
current account of depencencies.

CEEC estimates relate to calendar years starting with 1948; U. S. experts’
estimates relate to fiscal years starting with 1948—49; U. S. estimate for first
three-months’ period (April-June 1948) is omitted.
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reduced imports and increased exports with the unfortunate posi-
tion of France, the Scandinavian countries, and Germany. First,
we commented above on the improved terms of trade for conti-
nental European countries in contrast with a deterioration. for
the United Kingdom. This contrast is explained largely by the
prevailing overvaluation on the continent. Second, consider the
importance of imports and the ratio of imports and foreign assist-
ance extended. In 1946 the United Nations listed countries with
the following percentage of imports to national income: six with
less than 20 per cent; five with 20 to 29 per cent; four with 30 to
40 per cent; and one (Greece) with 70 to 80 per cent. Total aid
extended from the end of the war to the third quarter of 1947 as
a percentage of imports during 1946 and the first half of 1947
varied as follows: Greece, 147 per cent; Poland, 105 per cent;
France, 93 per cent; United Kingdom, 87 per cent; the Nether-
lands, 6o per cent; Italy, 55 per cent; Norway, 22 per cent; Bel-
gium, 18 per cent; Switzerland, 0.4!

Third, consider the relative proportion of United States assist-
ance to Western European countries in the form of loans and
grants:

Percentage of Loans and Property Credits to Total,
July 1945 to December 1947

Norway 99
United Kingdom 93
Netherlands 92
France 85
Belgium and Luxemburg %6
Italy 27
Greece 16
Austria 10
Western Germany 6
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The variations are undoubtedly largely explained by the differing
estimates of capacity to pay and likelihood of repayment#?

Fourth, the effects of changing patterns of trade varied from
country to country. Thus, the virtual disappearance of Germany
as a market affected Denmark, Italy, Sweden, and Switzerland,
each with 15 per cent or more of their exports disposed of in Ger-
many in 1938, much more than France, whose exports to Ger-
many had been only 6 per cent of its total exports, and the United
Kingdom, with only 5 per cent of its exports having gone to
Germany. Bulgaria, Hungary, and Poland were injured even
more than many of the ERP countries.*

Again, the shift of trade in relation to the United States is of
some importance, for the more a country exports to the United
States and the less it imports from the United States, the more
favorable the effects on its dollar position. Generally, the per-
centage of imports from the United States was much larger in
1946 than in 1938. (Iron Curtain countries are usually an excep-
tion.) Notable rises are: from 12 per cent in 1938 to 55 per cent
in 1946 for Italy, 11 to 31 for France, 7 to 23 for Greece, 11 to 25
for the Netherlands, and 11 to 22 for Norway. The rise for Den-
mark was but 8 per cent to g, for Sweden 16 to 24, for the United
Kingdom but 13 to 17. Heavy reliance on United States imports
was likely to be costly in dollars unless total trade declined greatly
or large credits were made available.

Shifts in the proportion of exports to the United States were
not consistently in the upward direction. Some countries seemed
to have much more success in shifting exports to the United States
than others, with favorable effects on their dollar position. Signif-
icant differences in policies are reflected: from 1938 to 1946 Bel-
gian and Luxemburg exports to the United States rose from 7 to
13 per cent, whereas those from Czechoslovakia declined from 14
to 7; France’s percentage remained unchanged at 6; the United
Kingdom’s fell from 5 to 4; Norway’s from 8 to 5; while the
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Netherlands and Italy showed large rises. Greece expanded her
exports to the United States from 17 to 55 per cent.**

Finally, we should note that European countries showed vary-
ing enthusiasm for the recovery of European markets. In their
anxiety to obtain hard currencies, many European countries
avoided European markets. In 1938 the credit balances in Europe
(excess of exports) for the participating countries were $619
million; in 1946, $908 million; and are estimated to be $673 mil-
lion for 1948-49. One might contrast the shift from a credit bal-
ance of $23 million for Denmark in 1938 to a debit balance
of $119 million in 1946, or that for France from + 23 to — 139
million, with Sweden’s shift from — 39 to + 76 million dollars,
or the United Kingdom’s from — 289 to + 553 million dollars.
The last could not long continue to finance excess exports to
Europe, and in 1947, the British greatly reduced their export
surplus.*®

SUMMARY OF INTERNATIONAL ECONOMIC RELATIONS

By way of summary of the discussion of internationl economic
relations the following should be emphasized: (a) Dollar scarcity
is genuine, the explanation being in part economic, in part insti-
tutional, and vitally political. (b) The contribution of overvalua-
tion of currencies to this scarcity is not nearly so great as is gen-
erally held. (c) Nor is the deterioration in the terms of trade a
factor of great significance for Europe as a whole. For the United
Kingdom, the rise in prices of imports relative to those of exports
may be of substantial importance. Of much greater significance is
the rise of prices of imports for countries (inclusive of the United
Kingdom) which experience large excesses of imports over ex-
ports. (d) Concentration on the over-all European situation ob-
scures differences among countries, as was made clear in the dis-
cussion above. We might contrast here British and European
experience. The United Kingdom accounted for one-third of the
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European adverse balance of payments in 1947; only an eighth of
the adverse trade balance: two-thirds of the losses since 1938 on
invisible account; and about 28 per cent of the deficit associated
with rising prices. It is clear that the British difficulties relative to
Continental Europe’s are especially to be associated with the
change in her invisible position (for example, investment earn-
ings), and her trade figures reflect heroic efforts to make the
necessary sacrifices. Compare her improvement in trade from a
deficit of £300 million in 1938 to £200 million in 1946 with Metro-
politan France’s trade deficit of $227 million in 1938 and $1510
million in 1946.*® (e) Finally, we should add that the burden of
financing Europe’s excess of imports has largely fallen upon the
United States. In fact, the explanation is the low level of imports
in this country.

If the average relationship in 1919g—20 (5.2 per cent) had prevailed,
United States imports would have been almost $12,000,000,000 in
1947, or more than double the actual amount. At the average ratio
of 1921 to 1939 (3.4 per cent), they would have been about $7,750,-
000,000, or more than $2,000,000,000 larger than the amount actually
imported in 1947.°

The Economic Commission for Europe thus shows that our im-
ports are low relative to income. In 1929 the percentage of
imports to gross national product was 5.7; in 1937, 4.8; in 1947,
3.6 per cent. In part, the explanation of the low level of imports
was the relative rise of intra-European trade: total exports from
twelve major European countries during the first nine months
of 1947 amounted to 127 per cent of the 1936—1938 average, while
our imports from these countries were but g2 per cent of the
same prewar years.*8 Had this diversion not occurred, however,
pressure on United States export markets would have been
greater. (f) In 1946 and 1947 the United States export surplus to
Europe was a smaller part (2.0 per cent) of her gross national
product than in 1919 and 1920 (4.4 per cent). In fact, in 1946—47
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Europe financed a larger part of its imports through exports
than in 1919 and 1920. (Trade deficits in both 191920 and
1946—47 were equal at $12 billion.) **

CONCLUSION

It is not necessary to write a lengthy conclusion since several
summaries have been presented earlier in the chapter. Here, how-
ever, are the main points once again:

One. Recovery in Europe’s industrial output was substantial in
late 1945 and 1946; but rather disappointing in 1947. Income did
not respond as well as industrial output; but in assessing the rele-
vance of income, we should allow for the exclusion of foreign
aid from income figures.

Two. Inflation, both open and suppressed, has had an unfor-
tunate effect on output, on distribution, on the competitive posi-
tion of the ERP countries, and on the political situation.

Three. Dollar scarcity is genuine, the causes being economic
and institutional; the importance of overvaluation of currencies
is exaggerated, the most important explanation of the deficit of
ERP countries being the rise of import prices and losses on in-
visible account, not the sluggishness of output or undue allocation
of output to domestic uses.
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2. Some Dolitical Aspects

THE ERP AND COMMUNISM

This book deals primarily with economic issues, but obviously in
a political framework. As the Harriman Committee so well
showed, the ERP is a political weapon of first-rate importance.
Communism is on the march; communism feeds on distress; and
the ERP is an attempt to underwrite recovery in Western Europe,
without which Western Europe might easily succumb to commu-
nism or some other form of totalitarianism. In a totalitarian
world, democratic United States would indeed be vulnerable.

Marxist Eastern Europe awaits the inevitable crisis in the capi-
talist world, and particularly in the fortress of private enterprise,
the United States. Once capitalism flounders and then col-
lapses, the forces of communism will move on irresistibly. Un-
fortunately for the Marxists, the ERP, in keeping the excess of
exports over imports at a high level for several years, will tend
to postpone the “inevitable” crisis in the United States; and the
rise of military expenditures, induced primarily by Russia’s bra-
zen foreign policy, offers further insurance against a depression.
By spreading fears in this country, the Russians have been in part
responsible for the ERP, and almost exclusively for rearmament;
and thus they have unwittingly delayed the “inevitable” crisis
which was to run interference for the Russian intelligence and
military. Indeed, analysis in 1946 and even 1947, in part based
on history, suggested a downturn in 1947 and surely in 1948; but
who would predict a serious depression in the next four years
with exports at about $14 billion and federal expenditures rising
steadily towards $50 billion annually?

A depression seems definitely out. Large public expenditures,
in no small part wasted from a broad social viewpoint, are one
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way of averting a collapse. Distress, however, can stem from
relatively low consumption in relation to output, and maldistri-
bution. Russia may still achieve her objective unless this country,
in the midst of an armament and ERP boom superimposed on an
overemployed economy, takes seriously the inflation threat with
its accompanying distortions and maldistribution.

IS THE ERP DIRECTED AGAINST COMMUNISM?

A clear-cut answer cannot be given to this question. Surely the
ERP would not have had clear sailing had not the communist
threat appeared; and it is open to doubt that a generous program
would have been approved had Molotov agreed to cooperate in
the Paris Conference of July 1947. Had the Italians accepted
communism, would they have received aid under the ERP? The
answer is undoubtedly no.

In his Harvard address of June 5, 1947, Secretary Marshall ap-
parently offered help to all of Europe:

Any government that is willing to assist in the task of recovery will

find full cooperation, I am sure, on the part of the United States Gov-
ernment,.

But that he was dubious of Russia’s willingness to cooperate was
evident from what followed:

Any government which maneuvers to block the recovery of other
countries cannot expect help from us. Furthermore, governments,
political parties, or groups which seek to perpetuate human misery
in order to profit therefrom politically or otherwise will encounter
the opposition of the United States.2

Undersecretary Acheson sounded a bitter note on Russian inter-
ference with recovery in Europe in his June 15, 1947, address at
Wesleyan University:

In Eastern Europe, the Soviet Union, over American and British

protests, has used its dominant military position to carry on a unilat-
eral policy, contrary to the Yalta Agreements, by which free choice
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of their destiny has been denied these peoples. Even more important,
the minority Communist regimes fastened upon these peoples have
acted to cut them off economically from the community of Europe,
curtail their productivity, and bind them to exclusive economic rela-
tions with the Soviet Union. .

As a result, the recovery of Europe has long been delayed — tragi-
cally long.?

In reporting out the bill on foreign assistance (S.2202) the
Senate Committee on Foreign Relations left the door open to the
USSR.

In view of the codperative nature of the recovery program, the Com-
mittee believed the door should be left open for other countries if
they choose to enter. . . Such countries must, however, adhere to a
joint program for European recovery.*

The House Committee was less diplomatic. After castigating
the Russians for draining resources away from European coun-
tries which at the same time were being aided by this country,
and generally for holding back recovery in Europe, the House
Committee in no uncertain terms made clear the main reason for

espousal of the ERP.

The Committee has concluded that the program is necessary to
prevent the United States from being confronted with a world so
unbalanced and hostile as to present almost insuperable burdens to
the people of the United States in the future, if Europe is not once
more rendered free and adequately strong, both in its political and
economic life. The same conclusion has led the Committee to include
China as a barrier in the Far East against the further encroachment
of communism and the domination of the world by Moscow.?

Although the Foreign Assistance Act does not specifically men-
tion Russia, it might be interpreted as leaving the door open to
Russia:

The restoration or maintenance in European countries of principles
of individual liberty, free institutions, and genuine independence
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rests largely upon the establishment of sound economic conditions,
stable international economic relationships and the achievement by
the countries of Europe of a healthy economy independent of ex-
traordinary assistance. The accomplishment of these objectives calls
for a plan of European recovery open to all such nations which
codperate in such a plan. . 8

But note the following in the declaration of policy in the same
Act:

It is further declared to be the policy of the people of the United
States to sustain and strengthen the principles of individual liberty,
free institutions, and genuine independence in Europe. . .7

REACTION FROM THE USSR

A Tass dispatch recorded in the New York Times of June 30,
1947 reflected the Russian attitude towards the ERP, a viewpoint
which Molotov was then presenting at the Paris Conference of
Foreign Ministers.® According to the Russian view, the United
States had made the largest gains from the war and therefore
was in a position to render aid; and besides fearing an impending
crisis, this country wanted to extend credits for the purpose of
expanding markets. The USSR did approve plans to assess the
needs of individual countries and to discover the contribution
which the United States might make; but they would not tolerate
any infringements of sovereignty involved in an integrated Euro-
pean plan which, inter alia, would determine the lines of eco-
nomic development of each country. At the final meeting of the
Paris Conference of Ministers, Molotov reiterated the official
Russian view: The USSR could not accept interferences in its
internal affairs; opposed domination of Europe by the United
States and an ultimate division of Europe into two camps; and
they resented the excessive powers arrogated by Great Britain and
France to themselves. Why, asked Molotov, should the Russians
approve pressure being “put on Poland to produce more coal even
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though it be at the expense of the other branches of Polish in-
dustry because that is in the interest of certain European
countries?”?

One of the features of the ERP which interested the Russians
was the failure to use the United Nations organization for any
aid offered. In his defense of our policy, Mr. Austin, before the
United Nations, stressed the fact that the U. N. did not have the
necessary resources, nor were the other international agencies
prepared; and the fifty-five nations in common harness had much
pulling power but they were not easy to handle.!®

Actually, other considerations were also relevant. Experience
with the UNRRA had aroused antagonism among many Amer-
ican officials towards disbursements of United States funds by
international agencies, for many believed, whether rightly or
wrongly, that the money had been used to further political ends
not acceptable to the United States. The main reason that a new
organization to advance European recovery was set up was un-
doubtedly the desire to control the use of the resources sweated
out of the American economy through taxation or the process of
inflation; and there was not complete satisfaction with the results
achieved so far either by international or American agencies.

REPERCUSSIONS ON NONPARTICIPATING COUNTRIES

Since the ERP concentrates the major part of our aid upon West-
ern European countries, other areas and countries may well be
critical of the new policy. Latin America, Asia, and the Iron
Curtain countries particularly are displeased at the proposed dis-
tribution of dollars, although China receives additional help
under the Foreign Assistance Act of 1948.

That the aid is rendered directly to the sixteen ERP countries
and Western Germany does not mean that others will not profit
indirectly. As is noted elsewhere, the other Americas may provide
close to one-half the exports required under the ERP; and finance
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perhaps 20 per cent of their excess of exports to ERP countries.
Latin America and Canada will then obtain access to the Amer-
ican market with dollars obtained in payment for ERP offshore
purchases by the United States. As suppliers of most of the
petroleum products required under the ERP, the Middle East
will also replenish its dollar reserves.

Actually, the net gains in United States exports to the non-ERP
countries receiving dollars for offshore purchases will depend
upon the export control policy of this country, and the course of
prices over the next few years. Undoubtedly non-ERP countries
will have greater access to the United States markets under an
ERP program than without it. There is little doubt, however,
that the non-ERP countries will suffer an absolute reduction in
imports from the United States relative to their 1947 imports, and
also a reduction relative to total United States exports. (Against
$10 billion annual rate of United States exports in the first half of
1947 to non-ERP countries, the Department of Commerce estimates
exports to these countries at $8.2 billion in 1948 on the assumption
of an ERP, and $6.7 billion without it.)** In short, under the ERP,
non-ERP countries will obtain more dollars than without it; but
the changed distribution of United States exports will result in a
reduction of exports to these countries. They may well balk at a
policy which deprives them of large quantities of goods through
offshore purchases under the ERP and is accompanied by a reduc-
tion of exports from this country. With exports up and imports
down, inflationary pressures in these countries will rise.

One of the irritants of the ERP is the prices charged by the
other Americas for supplies to be financed by the United States.
This is part of a larger problem, especially related to Argentina.
According to the Herter Committee, the Argentine has refused
to cooperate in international allocations of scarce supplies; in
December, 1947 she was charging Brazil $4.86 per bushel of
wheat, a large part of the excess over the world price being
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siphoned off by a state trading organization; and yet she was re-
ceiving a disproportionate part of scarce items exported from the
United States — for example, in six months of 1947, 10.6 per cent
of the steel mill products exported and 9.5 per cent of industrial
chemicals. The Herter Committee would use export control as a
weapon to force the Argentine to cooperate in the ERP program
by extending generous credits, selling at reasonable prices, and
supporting international schemes for distribution.'®

Pressed by a Senate Committee, the executive branch sub-
mitted a table of prices charged by various countries as of July 1,
1947. Table 6 gives a few examples.

TABLE 6

Prices 1IN DorrLArs *

Other Western

United States Canada Hemisphere
Wheat (bushels) ............. 2.50 2.63 4.85
Rye (bushels) ................ e 372 4.60
Oats (bushels) ................ 1.10 1.25 1.0
Barley (bushels) ............... 175 3.10 2.87
Soybean meal (short tons) .... 88.95 . 104.35

* ERP: Sen. Hear., pp. 215-216.

A somewhat different type of problem is raised by the re-ex-
port of products obtained under the ERP. Obviously, it is not
easy to draw a precise line between British commodities and ERP
commodities exported by the British. Should the British, for
example, manufacture and export chemical products out of in-
dustrial chemicals sent by this country, would these be exports of
ERP commodities? There is strong opposition to the export of
commodities imported under ERP, an opposition not always
easily explained, since one objective is to strengthen the export
position of the ERP countries. Fear of foreign competition still
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rankles American businessmen. Another factor is the fear that
the ERP countries will export commodities to Russia which we
are anxious the USSR should not receive. But control of re-
exports will not be easy. First, because of the difficulty of tracing
ERP materials to their ultimate destination. Second and related,
a country may be enabled to export many items only because
it obtains help under the ERP. Should these be defined as ex-
ports of ERP commodities? The distinction between exports of
ERP items and those made possible by imports under the ERP is
obscure.

Even the Herter Committee seems to share the current fears
that the ERP might bring about an improvement in the competi-
tive position of European countries, though this is an important
objective of the program; for the Committee writes:

The desirability of studying the export program of the United
Kingdom which appears to involve the allocation of the bulk of
critical items largely needed by other Western European nations
to areas outside the CEEC countries. [Sic] Mining machinery,
especially repair parts for equipment made in the United Kingdom,
is a case in point. A similar problem is raised by British exports of
machinery and equipment to the U.S.S.R. and by re-export of large
quantities of steel products expected from the United States. It might
appear that the United Kingdom is thus able to select the most advan-
tageous future markets while the bulk of the American exports of

similar critical items is channeled into areas of little future value for
our export trade.!?

RELATIONS WITH EASTERN EUROPE

A revival of trade between Western and Eastern Europe was
assumed by the CEEC. Although not so optimistic on this score
as the CEEC, the executive branch not only was not averse to
improvement of trade relations between East and West but even
saw large gains in this economic rapprochement; and even would
be prepared to support exports from the West which are processed
to a minor extent out of materials received under the ERP.1
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Improvement in the East is bound to result from the ERP un-
less the Eastern countries exclude others from trade with them
through exclusive bilateral agreements; for with increased in-
comes in the West, the East will find profitable markets in West-
ern Europe.’® The latter will indeed profit, inter alia, from the
greater availability of coal, grain, and timber from the East.

In 1938, the USSR accounted for but 1.7 per cent of world ex-
ports, and other Central and Eastern European countries but 5
per cent; and in 1947, the latter accounted for a little more
than 2 per cent. Should these countries reéstablish their pre-
war position in trade, the results might be important but not
decisive.

In general, Eastern Europe’s trade and particularly her exports
were much lower in 1946—47 than in 1938; and even her imports
in real terms declined greatly. Whereas world trade (in dollars)
in 1947 was more than 100 per cent above that of 1938, and
Europe’s imports (exclusive of the USSR) were 73 per cent above
those of 1938, Germany’s imports were almost 50 per cent lower
and for “other Central and Eastern Europe countries” imports
were but 22 per cent higher. Export figures are even more at
variance: From 1938 to 1947, world exports (dollar value) were
up by more than 100 per cent; those of Europe (excluding the
USSR) by but 34 per cent; Western European industrial countries
by 82 per cent; the United Kingdom by 83 per cent; but Ger-
many’s exports declined by 8o per cent and those of other Central
and Eastern European countries by 22 per cent.'®

It is clear that Eastern Europe’s trade relative to prewar trade (in
stable dollars) and relative to Western European and world trade
is down substantially; and the decline is greater for exports than
imports. Germany, the bridge to the East, has experienced an
especially large loss in exports. There has, of course, also been a redi-
rection of East-West trade in favor of that among Iron Curtain
countries.!?
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Table 7 summarizes the contributions of Eastern and Central
Europe to the import trade of important countries and areas:

TABLE 7
ImporTs FROM EasTERN EuroPrE, 1938, 1947
(By Percentages)

From Other
Central and Eastern
From the USSR European Countries

1938 1947 1938 1947
United Kingdom, etc. . ....... 2.9 0.5 3.I 0.7
Western Europe, industrial
countries  ....... ...... ... 2.2 0.2 4.7 3.4
Scandinavian countries ........ 1.9 2.6 5.6 4.7
United States .......... ...... 1.2 1.4 2.8 0.7
Other Central and Eastern
European countries ......... 0.6 9.9 26.2 14.5
USSR ..ot . . 47 ?

Source: EC Europe: Survey, pp. 40—43.

These figures suggest the significance of USSR and other East-
ern and Central European countries as sources of supplies. Thus,
in 1938, 2.9 per cent of the United Kingdom’s imports came from
Russia; in 1947, only 0.5 per cent.

British exports to the USSR account for a reduced part of total
British exports, and yet these exports may account for an increased
part of total Russian imports. Thus, whereas exports to other
Central and Eastern European countries accounted for 2.9 and
2.7 per cent of British exports, in 1938 and 1947, respectively, they
accounted for 7.2 and 9.9 per cent of imports of these countries in
these years. Similar figures for Western European industrial
countries vis-d-vis other Central and Eastern European countries
give percentages of exports of Western European industrial
countries to other Central and Eastern European countries of 4.9
and 5.3 per cent; and percentages of imports of the latter from the
former, 11.0 and 17.9 per cent.!® Obviously an area (A) may
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obtain an increased part of its imports from another area (B)
even though that market (A) may provide a relatively smaller
outlet for B’s exports —all that is required is that A’s imports
decline sufficiently.

Trade of the eight Iron Curtain countries in the postwar period
reflected large amounts of aid and also reparation payments
awarded the Soviet and sales of assets and surpluses by the Soviet.
In this manner we can explain the rise in 1946 of Russian im-
ports from Eastern Europe by 14 times over those of 1938 as com-
pared with an expansion of exports to these countries of but 4
times; and we can thus account for the excess of imports over
exports for the eight countries during the years 1945—47. It is
estimated that these countries received $2.3 billion in foreign aid
from May 1945 to the latter part of 1947, of which $1.5 billion
were received from the United States; and that in 1946, they paid
in cash $102 million for exports of $820 million from the United
States and in the first seven months of 1947, $173 million for ex-
ports of $326 million from the United States.’

A few peculiarities of Eastern European trade should be noted:
though the volume of USSR trade with Eastern Europe increased
greatly, that among the Eastern countries other than the USSR
was much lower in 1946 and the first half of 1947 than in 1938.
(Bulgaria was an exception.) In the view of the Herter Commit-
tee, the Iron Curtain countries could not export to Western
Europe and the United States the equivalent of prewar exports
to these areas, unless (with the exception of Czechoslovakia) they
greatly increased their fozal export trade relative to prewar trade.
This follows from the diversion of trade from the West to the
East in 1946—47.%°

This detailed study of trade structure suggests that Eastern
European trade with Western Europe is a matter of importance,
and especially to Germany; but of less importance than is some-
times assumed. Both because Eastern Europe’s trade has declined
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and because the trade between East and West has been sacrificed
to the claims of intra-Iron Curtain trade, the East-West trade has
suffered greatly. A sudden withdrawal of credits which amounted
to more than $2 billion over a period of about two years, would
necessarily drastically reduce West-East trade; and in fact unusual
transactions (for example, reparations) account for a substantial
part of intra-Iron Curtain exports and imports.

Recovery of East-West trade awaits a renewal of credits, which
do not promise to be forthcoming under the political conditions
of 1947 and 1948; a restoration of normal economic conditions
which might allow increased trade on a balancing basis; and
more than anything else an improvement in political relations.
Without the last, the future of East-West trade is dim.

THE PRESERVATION OF PRIVATE ENTERPRISE

No small part of the support for the ERP derives from a fear of
socialism. As a weapon for combating communism and the police
state, the ERP is almost universally approved in this country; but
its use to combat the spread of socialism introduces a sharp divi-
sion of views.

In the minds of those who would use the ERP to fight social-
ism, the emphasis is generally on nationalization. Thus, in its
various publications, the House Committee on Foreign Aid de-
votes considerable space to the British nationalization program,
expressing doubts about its wisdom and particularly criticizing
the nationalization of the railroads and the anticipated na-
tionalization of the iron and steel industry. Yet at the same time
this Committee proposes a super-plan for increasing the efficiency
of European industry under United States guidance which would
impose standardization, provide for minute allocations of scarce
supplies, assure maximum utilization and cooperation among
European countries and the United States, and so on. This type
of planning, more than nationalization, has become the essence
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of socialism. On this score, Marx’s rating as a prophet suffers.
Oddly enough, the witnesses and experts on the Committee seem
almost universally to have missed this point. Control over the
use of scarce resources will give the state the power to determine
what is produced and where, and, therefore, allocation of output
among consumption, exports, and investment; and distribution
of jobs and man-power. Under these conditions, there is little
scope for the private entrepreneur, for profits, for the state
will determine the use made of net receipts. Yet the House Com-
mittee, expressing itself strongly against socialism nevertheless
urges controls which are an important part of socialism; and
would not allow petty consideration of sovereignty to exclude
the imposed elements of socialism:

In working toward European unity and the improvement of pro-
ductive efficiency of Europe, the Administrator will find himself
faced with the old cry of interference with national sovereignty . . .
Our concern must be with the maintenance of the basic human free-
doms — with individual rather than with national sovereignty: For
if absolute sovereignty blocks the economic integration which is es-
sential to European recovery, human freedom itself will be lost.2!

Private enterprise undoubtedly receives favored treatment
under the Foreign Assistance Act of 1948. Here are a few exam-
ples. In the clash of interests between the foreign owners of con-
cealed assets in this country and the American taxpayer, there
was much solicitation for the property rights of the foreigner.
The Senate Committee would encourage the liquidation of
blocked assets concealed contrary to the law and interests of the
countries concerned; but opposed the pledging of foreign-owned
assets against loans under the ERP. This would involve seizure
and be contrary to the philosophy of the bill.??

Second, the Foreign Assistance Act stipulates that the ECA is
to “facilitate and maximize the use of private channels of
trade. . .” (Sec. 111 [b]).2® This particular phrase may well cost
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the taxpayers billions of dollars. In the tight market conditions
of the next few years, the special privileges given to private
traders are likely to bring a further mushrooming of export
merchants and other middlemen, trafficking in licenses, and
similar abuses. Centralized purchasing of the major supplies re-
quired under the ERP might well save from 10 to 25 per cent of
the total cost. It is well to recall that had the ERP not been ap-
proved, exports might have tumbled by four to five billion dollars
per year. The additional exports made available under the ERP
and paid for by the taxpayer might well be channeled through
central purchasing commissions with attendant economies. The
war experience with public purchasing commissions is a reminder
of what can be done. To Congressman Herter’s credit, it may
be said that he understood the threat to scarce markets of com-
petition of private or even foreign public purchasing agents.**
Third, the ERP was essentially proposed as a businessmen’s
organization. Throughout the course of passage, it was made
clear that the program was to be under the direction of business-
men; and special exemptions are provided for businessmen who
aid and retain allegiance to private firms.*® Obviously, a pro-
gram controlled by businessmen would be partial to supporting
private enterprise. Much is to be said, of course, for efficient
management of the ERP, inclusive of protection of the rights of
American taxpayers. Experience during the last war suggests
that control by the State Department might favor excessive allot-
ments of funds and inadequate safeguards. The diplomat does
not usually function effectively as both a diplomat and trader.?®
Yet in setting up a businessmen’s organization, Congress may
have gone too far in the opposite direction. Businessmen are not
broadly enough trained as a rule to view the general interest
against that of business. What is good for business is not neces-
sarily good for society, though often the interests are compatible.
Again, should the ERP be largely manned by business execu-
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tives, then the danger of favoring particular private interests at
the expense of the public becomes a real threat: Such abuses were
serious during World War II. At least it may be said that in
appointing Messrs. Hoffman and Harriman to the key positions,
the President selected two businessmen with an unusually high
sense of the public good. Will they be able to withstand the pres-
sure of thousands of businessmen, well intentioned but ignorant
of the larger issues?

Undoubtedly a major issue will be the relation of resources
made available under the ERP and the attitude towards nationali-
zation. The Foreign Assistance Act provides for agreements with
the participating countries, which are to make “efficient and
practical use, within the framework of a joint program for
European recovery, of the resources of such participating coun-
try, including any commodities, facilities or services furnished
under this title. . .” (Sec. 115 [b], [4]). Obviously, the ECA
can withhold aid from a nationalized or to-be-nationalized British
iron and steel industry on the grounds that nationalized indus-
tries do not operate efficiently. The British, of course, would
resent the use of the test of nationalization by the ECA. Many in
this country and in Europe believe that the pace of nationaliza-
tion in England has already been slowed up in deference to
United States opinion and a fear that nationalization would be
countered by reduced aid.*”

It is, of course, next to impossible to prove that a nationalized
iron and steel industry or coal industry is more efficient than
privately owned industries. It is well known that these British
industries did not operate efficiently under capitalism; that they
were short of capital; and that if the necessary rationalization is
to be effected, it can only be done through further public help.
Besides, the Labour Government has a mandate from the people
to extend nationalization, It is well also for Americans to realize
that private enterprise may well be a luxury in countries short of
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capital and almost all vital materials. Planning and nationaliza-
tion follow, rather than precede, distress.

But there are other relevant considerations. Even if nationaliza-
tion ultimately brings economies, reduced costs, and higher out-
put, the transitional effects are likely to be serious. The ECA may
well ask whether the American taxpayer should pay the price of
an experiment of which he does not approve. In short, problems
of fundamental political and economic policy, of sovereign rights,
arise and are not to be easily resolved; and these may jeopardize
the position of the ECA Administrator caught between the Brit-
ish Labour Government (say) intent upon nationalization and
the supporters of private enterprise here.

It would probably be preferable to allow the British to make
the decisions; but whether the ECA can survive politically if it
incurs criticism for subsidizing socialism is another matter. The
vital issue is not between socialism and private enterprise, alter-
native methods of achieving economic ends, and each appropriate
to different economic environments, but rather between the police
state and freedom. It is to be hoped that nationalization and even
socialism will bring the British both high standards of living and
international equilibrium and, above all, that they will be com-
patible with human freedom. The last is the vital issue. Effective-
ness of private against public ownership depends in part upon the
nature of the industry and upon general economic conditions; but
it is well to recall that noneconomic issues are also involved.?®

COOPERATION

In asking for aid, the CEEC countries agreed to put their own
houses in order: set up production targets, achieve monetary and
fiscal stability, introduce customs unions, make the most efficient
use of plant and man-power. In the discussions of the Foreign
Assistance Act of 1948, both the House and Senate Committees
made it clear that they would hold the European countries to
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their promises. Secretary Marshall indeed pointed out that we
have to respect the sovereignty of these nations, while others sug-
gested that there was no issue of sovereignty; for the countries
had promised to cooperate. In the view of the administration,
periodic appraisals would be made and the penalty for not adher-
ing to agreements would be loss or reduction of aid.*®

Section 115 (b) of the Foreign Assistance Act recognized the
importance of these agreements. I reproduce below the major
provisions:

Such agreement shall provide for the adherence of such country to
the purposes of this title and shall, where applicable, make appro-
priate provision, among others, for —

(1) promoting industrial and agricultural production in order to
enable the participating country to become independent of extraor-
dinary outside economic assistance . . .

(2) taking financial and monetary measures necessary to stabil-
ize its currency, establish or maintain a valid rate of exchange, to bal-
ance its governmental budget as soon as practicable, and generally to
restore or maintain confidence in its monetary system;

(3) cooperating with other participating countries in facilitating
and stimulating an increasing interchange of goods and services
among the participating countries and with other countries and coop-
erating to reduce barriers to trade among themselves and with other
countries;

(4) making efficient and practical use, within the framework of
a joint program for European recovery, of the resources of such par-
ticipating country, including any commodities, facilities, or services
furnished under this title, which use shall include, to the extent
practicable, taking measures to locate and identify and put into ap-
propriate use, in furtherance of such program, assets, and earnings
therefrom, which belong to the citizens of such country and which
are situated within the United States, its Territories and possessions;

(5) facilitating the transfer to the United States by sale, exchange,
barter, or otherwise for stock-piling or other purposes, for such period
of time as may be agreed to and upon reasonable terms and in rea-
sonable quantities, of materials which are required by the United
States as a result of deficiencies or potential deficiencies in its own
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resources, and which may be available in such participating country
after due regard for reasonable requirements for domestic use and
commercial export of such country;

(6) placing in a special account a deposit in the currency of such
country, in commensurate amounts and under such terms and con-
ditions as may be agreed to between such country and the Govern-
ment of the United States, when any commodity or service is made
available through any means authorized under this title, and is fur-
nished to the participating country on a grant basis. Such special
account, together with the unencumbered portions of any deposits
which may have been made by such country pursuant to section 6
of the joint resolution providing for relief assistance to the people
of countries devastated by war (Public Law 84, Eightieth Congress)
and section 5 (b) of the Foreign Aid Act of 1947 (Public Law 389,
Eightieth Congress), shall be held or used within such country for
such purposes as may be agreed to between such country and the
Administrator in consultation with the National Advisory Council
on International Monetary and Financial Problems, and the Public
Advisory Board provided for in section 107 (a) for purposes of in-
ternal monetary and financial stabilization, for the stimulation of
productive activity and the exploration for and development of new
sources of wealth, or for such other expenditures as may be consistent
with the purposes of this title, including local currency administra-
tive expenditures of the United States incident to operations under
this title, and under agreement that any unencumbered balance re-
maining in such account on June 30, 1952, shall be disposed of within
such country for such purposes as may, subject to approval by Act
or joint resolution of the Congress, be agreed to between such coun-
try and the Government of the United States . . .

(9) recognizing the principle of equity in respect to the drain
upon the natural resources of the United States and of the recipient
countries, by agreeing to negotiate (a) a future schedule of minimum
availabilities to the United States for future purchase and delivery of
a fair share of materials which are required by the United States as
a result of deficiencies or potential deficiencies in its own resources
at world market prices so as to protect the access of United States
industry to an equitable share of such materials either in percentages
of production or in absolute quantities from the participating coun-
tries, and (b) suitable protection for the right of access for any per-
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son as defined in paragraph (iii) of subparagraph (3) of section 111
(b) in the development of such materials on terms of treatment
equivalent to those afforded to the nationals of the country concerned,
and (c) an agreed schedule of increased production of such materials
where practicable in such participating countries and for delivery of
an agreed percentage of such increased production to be transferred
to the United States on a long-term basis in consideration of assist-
ance furnished by the Administrator to such countries under this
title . . .

An examination of these crucial provisions in the act will con-
vince the reader that these agreements and their control will
prove to be one of the most vexatious aspects of the ERP. Here
are two examples of the problems that may arise. (1) A country
may agree to a production program; but its achievement may be
jeopardized by strikes engineered by communists. Will the coun-
try continue to receive help? Will the United States put pressure
on the authorities to settle the strike? (2) Who is to say what is a
valid rate of exchange and how soon a budget should be balanced
under the phrase “as soon as practicable”? American experts
may seem unconvincing when they urge correct budgetary and
anti-inflationary measures in view of the shortcomings of United
States policy in these areas. In the recent controversy with France
on her devaluation policy, the United States, strengthened in her
bargaining position by the largess promised under the ERP, was
unable to prevent France from adopting an exchange policy in-
compatible with the principles promulgated by the CEEC several
months earlier.3® Should the ECA deem current exchange rates
a burden on the balance of payments, the matter will be referred
to the International Monetary Fund.!

Clearly since the summer of 1947 some progress has been made
in providing machinery for customs unions and even for unions
with broader political and military objectives. Yet it is also
evident that the major advances are still on the lines of bilateral
agreements, and largely on a balancing basis. The sixteen
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European countries have made only infinitesimal progress to-
wards the goal of multilateralism.® American administrators
will not find it easy to accelerate the rate of progress, and par-
ticularly when their efforts are thwarted by an unsympathetic
Ways and Means Committee which at the beginning of negotia-
tions under the Foreign Assistance Act of 1948 (May, 1948) re-
ported an unfortunate bill on the Extension of Reciprocal Trade
Agreements. This bill as passed by the House in this crucial
month may be interpreted as an announcement that the program
to increase trade and particularly United States imports, a condi-
tion for success of the ERP, does not interest the lower House.
Even the final act was unsatisfactory.

The participating countries are under obligation to provide
materials to replenish this country’s stock piles and also to give
the United States fair access to materials obtainable from them
which are short here. Stock piles are to be made available, how-
ever, only “after due regard for reasonable requirements for
domestic use and commerial exports of such country.” Again, it
will not be easy to determine the surpluses thus defined nor the
manner of payment, if any. United States officials may well have
been over-optimistic concerning the amounts to be made available
under the proposed stock-piling programs; and they may be cor-
respondingly disappointed by the results.33

Let us return once more to the problem of local currencies
obtained for grants of commodities or services under the ERP.
This is one of the most difficult areas for cooperation, and dis-
agreements may have serious political consequences. Under item
6 of the agreements quoted above, it will be noticed that the
currency may be used for purposes of internal stabilization or for
the stimulation of productive activity. Impressed by the need of
internal investment and the unavailability of domestic currency
from non-inflationary sources, the Herter Committee urged the
use of domestic currency thus obtained for stimulating invest-
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ment.®* In the committee’s view, the use of money thus obtained
would not be inflationary. This assumes, however, that it is
possible to control inflation without destroying purchasing power.
In some of the European economies, the only way of dealing
with inflation is to reduce the amount of money outstanding.
Even repayment of debt held by the public with currency received
in payment for ERP commodities may be inflationary; and use of
this currency to increase domestic investment may be even more
inflationary. When total purchasing power is large relative to
supplies available for purchase at constant prices, diversion of
money from one use to another is not adequately anti-inflationary.
Also, the view held by the Herter Committee assumes that the
expansion of investment at the expense of consumption is merely
a matter of providing non-inflationary finance. This policy raises
broader issues of allocation of resources between consumption
and investment.?®

Cooperation will pose many additional difficult problems for
the ECA. When the objectives of the ERP may profit thereby,
participating countries are required, irrespective of previous com-
mitments, to yield on German reparations and dismantling of
plant from the Western Zone (Sec. 115 f). This policy was incor-
porated into the Foreign Assistance Act despite the assurances of
the State Department that Germany was in no position to put this
plant into effective use for years.3® We might also mention other
obstacles. Can we expect cooperation if the United States uses
the ERP as a dumping device?

BRIEF NOTE ON ADMINISTRATION

Administration of the program is, indeed, an important issue, for
costs will be affected by the kind of administration that is had;
but this problem will not be discussed in detail here. It will be
the task of the administration, within broad limits laid down by
Congress, to determine the distribution of aid among countries,
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the form in which it is to be given (for example, capital or con-
sumption goods, loans or grants), the use to be made of domestic
currencies received abroad for goods under the program, the com-
pliance with the terms of the agreements, and so on.

In the course of passage, all kinds of administrative problems
emerged. Should the tasks both at home and abroad be performed
by existing agencies, or should a new agency be set up? If the
decision was to be in favor of a new agency, should it control
existing agencies in the performance of functions in which the
ERP has a dominant interest? What should the relation of the
new agency be to the State Department? Three major proposals
were made. Clearly the Budget-State Department proposal for an
agency operating under the State Department had the advantage
of promising integration of the ERP with foreign policy gener-
ally; but it had a weakness resulting from the inability of the
State Department officials to operate efficiently as traders and
negotiators — many will recall the failures of the State Depart-
ment during the war. Few outstanding men would be ready to
run the ERP under State Department rule. Proposals by the
Herter Committee to establish a corporation to operate the pro-
gram also had certain advantages, and particularly that it might
operate in the efficient manner expected of an enterprise run
along business principles; and another advantage was a degree
of independence from the tyranny of the appropriations commit-
tees headed by Senator Bridges and Congressman Taber. (These
committees are altogether too powerful, for they are in a position
to nullify the policies supported by Congress as a whole.) Finally,
there was the Vandenberg-Brookings proposal, the favored and
enacted one, that a director, of virtually cabinet rank, operate the
ERP, with provisions for integrating his work with that of the
State Department and other agencies with relevant authority. In
this manner, the government might enlist first-rate administrators
and apply business principles; but there is also the danger of
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failure (1) to obtain consistent policies among ERP, State De-
partment, and other agencies, and (2) to weigh properly noneco-
nomic against business or economic considerations. The unfor-
tunate disagreements during the last war among the State
Department and the Board of Economic Warfare (later the
Foreign Economic Administration) and the RFC, all operating
abroad, will be recalled, and are a warning to both State Depart-
ment and ECA of the difficulties in the years to come.?” Under
the Foreign Assistance Act of 1948, the President is instructed
to arbitrate residual differences between the European Coopera-
tion Administration (ECA) and the State Department.

CONCLUSION

In the minds of its supporters, the ERP is a major undertaking
to bring about economic recovery in Western Europe; and indi-
rectly hasten reconstruction elsewhere. It is also anticipated that
economic recovery will make it possible for Western European
countries to bolster their military strength, thus enabling them
to withstand further encroachments by Russia. Whether ERP
will have to be supplemented by military aid (for example, Lend-
Lease) depends upon the rate of recovery and future Russian
policy. As is suggested in this chapter, the successful outcome of
the ERP will depend upon the fulfillment of the conditions under
which Europe accepts assistance; upon political developments;
upon the cooperation of nonparticipating countries; upon the
skill with which the ECA uses its persuasive powers over Euro-
pean governments; and upon many other factors.?
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PART TWO
EUROPE AND HER BALANCE OF PAYMENTS



Jutroduction

As has been noted, Chapter 1 serves as an introduction to Part II.
There the major issues were discussed briefly. The object of this
brief introduction is to indicate the contents of Chapters 3 to 6,
that is, of Part II. In the opening Chapter (3) the reader will find
mainly a statistical summary of the production and income crises
in Europe and a comparison of the developments among Euro-
pean countries, and of Europe and the United States. Because
statistics are dull, many may be satisfied with a reading of the con-
cluding section. Besides, a discussion of similar issues was pre-
sented in Chapter 1. Chapters 4 to 6 are more important. In the
first of these chapters, we deal systematically with dollar shortage,
the nub of the European crises; and conclude with estimates of
United States assistance to Europe in the years 1914 to 1947. Then
in Chapter 5, we turn to a consideration of exchange rates. This
is important, because it is widely held that the problem of inter-
national disequilibrium or dollar shortage could be solved if
realistic exchange rates were established in Europe. Related prob-
lems (for example, the terms of trade) are also considered here.
The final chapter (6) serves to integrate the materials in this part
(see especially the concluding section). Three problems consume
most of the space in this chapter: the causes of Europe’s (and
particularly Western Europe’s) adverse balance of payments in
the postwar world; the manner of financing the deficit; and the
varying estimates of the balance of payments.



5. Deterioration in Europe

THE 1947 CRISIS

The year 1947 was a crisis year for Europe. Ever since 1914
Europe had experienced one crisis after another; but the 1947
crisis was unique. The turning point in economic affairs was the
result of many years of unfavorable developments: the excessive
diversion of resources to preparation for war and other wasteful
purposes, two major wars and their aftermath, the emergence of
newly industrialized countries, and the accompanying world-wide
penchant for trade restrictions, political instability — these are the
more important causes of Europe’s economic decline. The year
1947 brought serious crop failures, continued inflationary pres-
sures, a growing deficit in the balance of payments and dwindling
reserves and, related to these, unfavorable political developments.

Each important country in the interwar period conformed to
the general pattern and yet deviated from it. For Great Britain,
special difficulties stemmed from the growing protectionism else-
where, the increased competition of newly industrialized coun-
tries, failure to keep pace with technological developments in the
most advanced countries, and, at times, a disposition to hamstring
her economy with injudicious monetary and exchange policies.
Germany in the twenties suffered from a costly inflation which
virtually wiped out the middle classes, the threat of reparations
and the wasteful use of capital, and, under Hitler, from the unfor-
tunate diversion of resources to preparation for war, and the
harmful resurgence of economic nationalism. Victimized by a
monetary policy which made profitable enterprises all but im-
possible and which spread dissension and spawned communists,
and weakened by a party system which denied political stability
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to the country, France, in the interwar period, suffered from a
steady succession of crises. Again, small countries in Eastern
Europe, concentrating on agriculture and without the resources
to industrialize, became the victims of the petty protectionism of
the period which required each country to become as self-sufficient
as possible, irrespective of the cost in additional work and reduced
standards of living. Russia, indeed, once she was able to emerge
from the chaos of revolution and war, introduced a series of Five-
Year Plans which raised her economy to new heights: in the
thirties, she was able to insulate her economy from the effects of
the world-wide depression. Fearful of an attack and determined
to industrialize as rapidly as possible, the government planned
large increases in the number of workers and hours of work but
denied workers any large share of the additional output.

PREWAR AND POSTWAR INCOME IN THE UNITED STATES AND
EUROPE

It is no secret that the income of the United States now accounts
for (very roughly) 40 per cent of the world’s total, although her
population makes up but 7 per cent; and the rest of the world
93 per cent of the population and 6o per cent of the income.
Hence the ratio of income to population in 1946 was about nine
times as large in this country as in the rest of the world.! The
economic advantages of the United States in part explain the dis-
position to seek aid in this country; and the fact that the relative
superiority here has increased greatly since 1939 further streng-
thens the movement to achieve an international redistribution of
goods.

Europe’s per capita income is substantially higher than that of
most countries other than the United States and a number of
rich agricultural countries; but the large declines since 1939, and
the emergence of a political and economic crisis in 1947 suggest
to American authorities the need of aid to Europe even though,
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on international standards, Europe is still moderately well off. It
is well to compare Europe’s per capita national income with that
of the United States.®> The latter is presented here, and incomes
for Europe in Table 8.

Per Capita Income, U. S.

1939 $ 554
1946 1262
1947 1410

In the table that follows, national income, per capita income
and the ratio of taxes to income are given for the sixteen cooper-
ating countries under the ERP and a few others, both for 1939
and 1946. (For purposes of comparison, I have included some
figures for 1935-1938.) Figures are not available for three of the
participating countries (Eire, Portugal, and Turkey), and I have
omitted those for the relatively unimportant countries, Iceland
and Luxemburg.

These figures should, of course, be used with extreme caution.
National income figures even in this country are subject to a
substantial margin of error; and the magnitudes attained depend
to some extent on the philosophy of the statistician — for example,
should all expenditures of government, inclusive of those going
into wasteful channels, be included? In many European coun-
tries, the basic data are lacking, and statistical techniques are not
adequately developed. In Chapter 1 we discussed another related
issue: the relevance of foreign aid and the allocation of income
as determinants of standards of living.?

In Table 8 national income figures of many countries are com-
pared. Particularly in a world full of controls such comparisons
are of limited values. In one country (for example, the United
States) almost complete freedom prevailed in the disbursement
of income. In another (such as the United Kingdom) controls
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TABLE 8

NatioNAL INcoME Per CapitTa AND RATIO OF TAXES To INcoME, EUROPEAN

COUNTRIES, 1935—38, 1939, AND 1946 *

Real Income

Per Capita

in Inter- . Ratio of National

national National Income Per Taxes to Income in

Units, Capita in Dollars Income Billions of
1935-38 1939 1946 1946 Dollars, 1946
(1) (2) (3) (4) (5)

Austria ............. .. 166 88 1:3.5 1.5
Belgium ........... 315+ 261 517 1:3.3 3.9
Czechoslovakiat .... 161 134 232 1:3.6
Denmark .......... 347 § 338 562 1:8.4 2.0_
France ............. 358 283 214 1:1.7 18.0
Germany} ......... 343]] 520 N 1o
Greece .............. e 136 .. AN 0.8
Hungary} .......... 161 125 109 1:3.6 ..
Italy ............... 158 140 94 1:6.3 10.2
Netherlands ........ 335 338 321 1:2.4 4.2
Norway ............ 279 279 505 1:5.5 1.4
Poland} ............ 117 95 70 1:2.7 ..
Sweden ............ 367 436 635 1:5.1 5.0
Switzerland ......... 455 445 e R 3.4
United Kingdom ** . 584 468 653 1:2.3 32.0
USSR} ............. 108 509 e
Yugoslaviat ........ 96

* All but Columns 1 and 5 based on NAC, p. 131. Column 1 from C. Clark,
The Economics of 1960, 1944, Appendix. Column 5 from ERP: Sen. Hear., 1lI,

p. 1005.
+ Belgium and Luxemburg.
I Not a participating country.
§ Denmark and Iceland.
|| Germany and Austria.
{ Western Germany.

** Great Britain and Northern Ireland.

were widespread, with the result that a large part of income re-
ceived had only a theoretical purchasing power. For reasons of
this sort, a dollar of income in the United Kingdom was clearly
worth more than a dollar in Poland, where controls were more
prevalent than in the former, but considerably less than in the

United States.
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Another difficulty originates in the conversion rates. National
incomes are expressed in domestic currencies and are converted
into dollar equivalents on the basis of exchange rates. Unfortu-
nately, these rates do not closely reflect relative purchasing power.
In general, European currencies are overvalued. Converting the
franc income at 119 francs = 1 dollar in 1946-47 in order to ob-
tain the dollar equivalent, gives an exaggerated figure for the
dollar income of France since the real value of the franc was
nearer to 200 than to 119 francs for a dollar. The absurd results
obtainable are well illustrated by the dollar income figures for
the USSR: in 1939 the ruble was so overvaluated that national
income figures (for this and other reasons) yielded a per capita
income figure almost as large as that of the United States.*

Keeping these reservations in mind, we draw the following
conclusions from an examination of Columns 2 and 3. (The
reader is reminded that in 1946 prices in this country were up
more than three-fifths above prewar prices, and it, therefore, re-
quired an increase of more than 6o per cent in dollar per capita
income in 1946 to yield the same standard of living as in 1939.)

(a) An unweighted mean of European income (expressed in
dollars) yields a little more than one-half of United States per
capita income in 1939, and — despite the large overvaluation of
most European currencies with a resulting overestimation of
dollar incomes of European countries, and the artificially high in-
comes relative to spendable income in 1946 — the ratio of Euro-
pean per capita income to United States income in the latter year
was little more than one-quarter. Clearly, the United States had
gained substantially on an absolute, and even more on a relative
scale®

(b) Of the European countries for which information is avail-
able, Belgium alone increased its per capita income as much as
dollar prices had risen, that is to say, the Belgian per capita real
income (again subject to the reservations noted) in 1946 was
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above that of 1939. Increases of dollar incomes in Denmark,
Czechoslovakia, and Norway roughly corresponded to the rise
in prices expressed in dollars.® In view of the large restrictions
on spending in these countries and especially in Czechoslovakia,
it should zoz be assumed that equal dollar incomes corrected for
price changes yield equivalent standards of living. Sweden and
the United Kingdom suffered a substantial decline in real per
capita income, and Austria, France, Hungary, Italy, and Poland,
very large declines: even the dollar per capita income was down
for the last five countries. With limitations on spending inclusive
of much heavier direct taxes, the reduction in real income is not
given merely by a comparison of the rise in per capita income
and the cost of living. The USSR and Germany also suffered
large losses. The reader should also refer to the discussion in
Chapter 1, where indices of national income and cost of living
in domestic currencies, 1938 to 1946—47 are compared.” There the
reader will find that the comparisons yield absurdly high real
incomes.

(c) In column 1, the reader will find Colin Clark’s estimate (in
international units) of per capita incomes for the years 1935-1938.
These estimates to some extent serve as a check for those in
Column 2, although these, also, are based to some extent on
Clark. The latter’s figures relate to 1935-1938, not 1939, and the
geographical area covered is not always identical. The signifi-
cant differences are: (1) The USSR — Clark’s estimate of $108 in
comparison with the absurdly high $509 in Column 2. (2)
Germany — Again Clark’s estimate is lower —namely $343 in
comparison with $520. (3) United Kingdom — Clark’s estimate
is about one-quarter higher than that in Column 2.

(d) A word about taxes. They were not uniformly high in
relation to income — note the ratios for Denmark, Italy, Norway,
and Sweden. For the United Kingdom and France, with the
ratio of per capita tax burden to income equal to 1:2.3 and 1: 1.5
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respectively, the burden was indeed onerous. (The United States
ratio in 1947 was about 1:4.) These comparisons should be con-
sidered in the light of the heavy burdens assumed by govern-
ments in European countries, for many of which private enter-
prise and consumers assume responsibility in this country. These
figures are of limited value for other reasons also. In part, com-
parisons are vitiated by the varying manner in which taxes are
included in income figures.

PRODUCTION FIGURES

Available industrial production indexes should be examined in
the light of the results of our income table. Chapter 1 includes a
brief summary of output figures.® Income, of course, is a much
more comprehensive variable than industrial production, as it
includes government, services generally, and agricultural output.
Statistical difficulties of varying degree arise in the compilation
of both income and production figures. The reader will recall
especially the discussion on pp. 31—35 where the relevance of aid
from abroad is considered and brief comparisons are made be-
tween income and less comprehensive indexes. Note the fol-
lowing:®

(a) Results vary as Figure 6 shows (1938 = 100).

(b) Italy, with an index of industrial output of 47 in 1946
seems to have suffered a decline in industrial production in 1946
equal to that in income.

(c) Industrial output in France, however, attained a peak of
102 in April-May 1947, but in 1946 output was 79 per cent of the
1937 output. The latter compares with a decline of income in
stable dollars of more than 50 per cent. The difference is to be
explained by (1) a substantial reduction in agricultural output,
which is part of income; (2) controls of incomes, and notably
wages; (3) a possible movement to tertiary, for example, service
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INDUSTRIAL OUTPUT IN EUROPE BY GROUPS OF COUNTRIES

Index Numbers — 1938 = 100
(Logarithmic scale)
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and selling, or (and) the low level of pay in these industries; (4)
statistical deficiencies.

(d) Germany’s industrial output in 1947 reached a high of 51
in the American Zone and 4o in the British Zone (1937 = 100).
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(¢) Belgium’s industrial index of 72 in 1946 (and peak of 87
for the first nine months of 1947) was rather low compared with
a substantial rise in real income. Perhaps the overvaluation of the
franc (conversion rate for income) explains the proportionately
large rise in income,

(f) For Denmark (1946 = 101 and peak in 1947 = 120), Nor-
way (1946 = 100 and peak in 1947 = 124), Sweden (peak = 109
in 1947), United Kingdom (109-110 in 2nd and 3rd quarter of
1947), the differences in movement from prewar values to 1946~
47 for the two series were not substantial.

(g) The Netherlands figure for industrial output (1946 = 74)
is large relative to a 5 per cent decline in dollar income and about
40 per cent in real income.

Perhaps a word should be added concerning 1947. On the
whole, further progress was made, the industrial index for eight
of the ERP countries rising from go in December, 1946 to a peak
(average of peak months) of 102 in 1947, and ¢85 in the last
month (generally in last quarter) for which figures were
available.'

CONCLUSION

In summary, the economic condition of this country, as expressed
in employment and growth of income, has greatly improved since
1939. In fact, advances that might ordinarily require a generation
to achieve were telescoped within a period of only 7 years. It
remains to be seen whether or not these gains can be maintained.
Europe, on the other hand, has lost ground absolutely and a
fortiori relatively. Although income and production figures do
not always check, they point to the general conclusion that na-
tional income on a per capita basis in Europe has fallen from
one-half the United States level in 1939 to one-quarter in 1946.
Losses reflect both gains in the latter, and declines in the former.
Unfortunately, the European losses were even greater than is
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suggested by these fractions. With the European currencies gener-
ally overvalued, reconversion into dollars of income expressed in
local currencies tends to overstate the dollar incomes; and the
average dollar of income in a European country flooded with
controls, inclusive of restrictions on spending, is not worth as
much as a dollar in this country. That the distribution of losses
is very uneven further accentuates Europe’s difficulties: Germany,
Italy, Austria, and Eastern Europe are producing far below pre-
war levels, while the Scandinavian countries and the United
Kingdom are once more producing at or above prcwa; levels.
France and the Netherlands fall in between the two groups.
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4. Dollar Shortage and Foreign Aid

INTRODUCTION

The theme of the last chapter was that Europe, after a serious
deterioration relative to prewar conditions, experienced a unique
crisis in 1947. Our next problem is that of the balance of pay-
ments. A production crisis does not necessarily generate a deficit
in the balance of payments: in fact, deficits in the balance more
generally accompany large economic advances. In order to under-
stand the problem, we discuss in turn (1) the problem of dollar
shortage, (2) exchange rates, (3) terms of trade, and then (4)
the balance of payments.

One introductory remark is in order. Payments under the ERP
may be assumed to be 5 to 6 per cent of the income of the cooper-
ating countries,' and fofal imports, 15 to 20 per cent. Why, it
may be asked, can these countries not cover the small deficit
which is but (say) 5 per cent of their income and 30 per cent of
all their imports? Against the large expenditures for war and
the recovery of income since the war, the amounts involved seem
small indeed. Surely, it might be said, Europe can reduce its im-
ports and increase its exports each by 2 per cent of her income.
These statistics raise the fundamental question of the need of a
recovery program for Europe.

Overall analysis does not, however, give all the answers. In the
process of revitalizing her industries and agriculture and of off-
setting deficiencies resulting from crop failures and the break-
down of trade with other parts of Europe and Asia, the partici-
pating countries are confronted with yawning deficits in parti-
cular items. For example, numerous European countries even
before the war were far from self-sufficient in food: the percen-
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tage of production to requirements was 32 for the United King-
dom, 47 for Switzerland and Norway, 62 for the Netherlands, 75
for Austria, and 83 for France. It is quite clear that countries
normally dependent on foreign sources of food supplies are
greatly injured by a reduction in cereal output by 14 per cent
(194647 as compared to prewar output) and in several important
foods, by even larger percentages, and these same countries, con-
fronted with population increases of about 10 per cent over pre-
war levels, will indeed require additional help from abroad.
Reduction in the caloric intake below the 1947 level might be
very costly: food supplies yielded about 2500 calories daily in the
principal countries of Western Europe or only about 85 per cent
of prewar consumption, with urban consumers receiving sub-
stantially less. Approximately 2000 calories are required by a
worker just to maintain himself; and the average American re-
ceives 3450 calories.?

Undoubtedly, European countries might make greater sacri-
fices. But the effects on output might greatly exceed the savings.
Without adequate food and incentives, production and exports
will suffer. No democratic European government is likely to
survive which would impose the sacrifices in consumption stand-
ards (for example, a reduction of the daily caloric intake by 20
per cent or more) ® involved in raising exports and reducing im-
ports over the next four years to the extent of fifteen to twenty
billion dollars, the assumed requirements under the ERP. This
issue is discussed further elsewhere. Now we return to the problem
of dollar scarcity, which is central for the problem of the balance
of payments, and then to the related problem of loans and gifts
to foreign countries, a manifestation of the dollar shortage.

DOLLAR SCARCITY: MYTH OR REALITY?*

One of the phenomena of recent economic history has been the
so-called scarcity or famine of dollars. Foreign countries gener-
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ally, not Europe alone, have been short of dollars. As will be
shown presently, the persistent shortage of dollars is not to be
explained by orthodox economics. The need of an ERP stems
in part from a shortage of dollars. Europeans, without access to
the printing press for the creation of dollars, are dependent upon
sales of goods and services to this country and to a few other
countries with convertible currencies, and upon loans and gifts
from the United States, the almost exclusive source of dollars.
Ever since World War I there has been a shortage of dollars,
which was made up by shipments of gold and borrowing, and
which was aggravated in the thirties by a flight of capital to this
country.

Europe’s need for aid rests in part upon the persistence of this
dollar shortage; and for this reason we discuss it in some detail.
There are economists who contend that the dollar shortage is a
mirage. Obviously, had Europe not indulged in the luxury of
two major wars, there well might have been no shortage of
dollars, and certainly not one of large proportions. Again, it has
been argued brilliantly by Roy Harrod that the British shortage
results in no small part from ill-advised policies, and in particu-
lar from excessive capital investments inclusive of housing.® Obvi-
ously, a shortage may persist if a country insists upon living
beyond its means, putting the resulting adverse balance of pay-
ments down as dollar shortage. Harrod shows, for example, that
the British capital program was raised from £700 million in 1946
to £1100 million in 1947 —and with disastrous results. Un-
doubtedly, when dollars are made available too freely, there may
be a disposition, as he suggests, for European countries to assume
a mendicant attitude. On this score, it is well to recall that the
Harriman Committee and the executive branch both reviewed
the programs of capital expansion of the participating countries,
suggesting a substantial scaling down.® In their determination to
rebuild and to improve their economies, and in their nascent en-
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thusiasm for planning, the European countries embarked on 2,
3, 4, and 5 year plans which involved them in excessive capital
building. Unmindful of the adverse effect on the balance of pay-
ments — less exports are made available and more imports are
required — and unprepared to squeeze consumers par: passu with
the expansion of the capital program, the European countries
soon faced a serious shortage of dollars.

This much I grant. But I do not go all the way with the dis-
believers. In any reasonable and practical program of allocation
of economic resources— under a free or controlled economy —
and on the assumptions of two wars and political instability, I
insist that a serious dollar shortage would have prevailed in 1914—
1945, and would have become a fully grown crisis in 1947. Cau-
tious policies, not hampered by reckless investment programs,
would generally merely have reduced the demands on this
country.

Of course, one may contend that dollar famine need not occur
if the countries tending to be in short supply cut their garments
according to the cloth. Russia, with a relatively low standard of
living, gives little indication of a shortage of dollars. The totally
planned economy might indeed solve its dollar problem by com-
prehensive control of the exchange market and foreign sales and
purchases, and by meshing export and import policies with do-
mestic consumption and capital policies. Undoubtedly many
European countries, embarking on a fully planned economy but
inexperienced in planning, and others, satisfied with semi-
planned economies, would not have suffered from dollar short-
age in the technical sense (see below) had they done an adequate
planning job. Yet this may be conceding too much. Russia’s
dollar shortage is genuine even though she no longer obtains
dollar advances or gifts. She pays the price of restricted imports
in more work and a reduced standard of living. Other countries
prefer not to pay this price for a pay-as-you-go dollar policy.
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The discussion that follows largely relates to the economies
which still depend significantly on price movements to achieve
equilibrium; their dollar shortage can be explained in large part
by the defective operation of the price mechanism. Whereas these
economies depend substantially on price and exchange move-
ments to achieve equilibrium, the planned economy relies pri-
marily on controls.

WHAT IS DOLLAR SCARCITY?’

In recent years American economists have stressed the apparent
scarcity of dollars on exchange markets as an argument in support
of a generous program of loans to foreign countries, and liberal
trade policies in this country. Their position has been that so
long as the dollar scarcity persists international equilibrium will
not be achieved; and without an approach to equilibrium eco-
nomic warfare becomes more intense.

By a “dollar scarcity” I mean an excess of dollars used over
dollars supplied, the difference being made up by borrowing on
short-term account from the United States and (or) shipping
gold to the United States. By lending on long-term account the
United States of course made dollars much less scarce in the
twenties than they would otherwise have been; but by importing
capital in the thirties the scarcity was aggravated. During the war
the United States Government treated the problem of scarcity
through public loans. Dollar shortage reflects a weakness in the
balance of payments. Emphasis is put upon dollar shortage, be-
cause dollars are freely convertible into foreign currencies and
goods. The dollar is, therefore, a highly desirable currency. One
of the problems confronting many countries is the tendency to
accumulate soft currencies inconvertible into dollars: there is,
therefore, a disposition to sell for hard (for example, dollar)
currencies and buy for soft currencies.

“Dollar scarcity” is not exactly a respectable term among econ-
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omists. Yet it dramatizes a persistent disequilibrium in the
balance of payments of the United States vis-d-vis the rest of the
world over a generation. It will be noted below that over the
years 1919—1939 the supply of dollars used over the supply offered
was no less than $10 billion (balance of all current transactions
minus net outward movement of long term capital movements).

TABLE 9
ItEmMs 1IN THE BALANCE oF PAYMENTs oF THE UNITED STATES, 1916-1939,
INcLUSIVE =
o Billions of
Millions of Dollars Dollars
Plus Minus Net
Balance of merchandise trade ........ 19,270 e +19.3
Balance, all current transactions
(includes merchandise trade) ..... 14,858 405 +14.5
Balance, all other current transactions
(excludes merchandise trade) ..... 316 5,113 —4.8
Gold movements, net ............... 1,091 11,004 —10.8
Balance on long-term capital
mMovements ...................... 2,554 7,124 —4.6*
Balance on short-term capital
MOVements ...................... 5,018 2,472 +25¢%
Balance, all capital transactions ...... 5,953 7,977 —2.0
Unexplained items ................. 3,357 4,973 —1.6
Excess of dollars used over dollars
supplied ............ ... ... ... 10,644 261 +9.9

Source: Calculated from Department of Commerce, The United States in the
World Economy (1943), Tables I and II.

* The long-term figures for 1933 and 1934 include some figures representing
net transfer of funds in security arbitrage operations, which cannot be divided
into domestic and foreign sccurity transactions.

t Balance on short-term capital movements for the ycars before 1923 not
available.

Over this period of twenty-one years the excess of exports was
no less than $19 billion. It should be stressed that capital move-
ments over the period were outward — $2 billion. Approximately
one-quarter of the favorable balance of trade on commodity ac-
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count was offset by an unfavorable balance on current transac-
tions other than merchandise trade. The continued inflow of
gold, accounting for about %5 per cent of the net balance on cur-
rent account, is evidence of the scarcity of dollars.?

In an important sense, the persistence of dollar scarcity is
inconsistent with the classical theory of international trade adjust-
ments. An excess of credits on current account should not persis-
tently prevail: the inflow of gold or appreciation of the exchanges
should raise costs and prices for the United States, and the loss of
gold or depreciation of exchanges reduce costs and prices on world
markets for the rest of the world to a degree which would once
more reéstablish equilibrium. Unfortunately, the required adjust-
ments in wages, other costs and prices were not forthcoming; and,
besides, elasticity of demand was not so great as was assumed in
classical theory (Marshall, for example), and (or) through the
introduction of trade restrictions the significance of elasticity of
demand was reduced: prices of foreign goods were not allowed to
fall on the American market pari passu with the fall in costs.
Since the adjustments required and the elasticity assumed did not
prevail, classical theory was not very helpful in explaining the
actual state of affairs—as Keynes so eloquently and so often
argued in the interwar period.?

THEORY AND PRACTICE

Unfortunately, the conditions assumed under the classical theory
are not in fact realized. In the years 1914-1939 the United States
gold stock rose from $1.5 to $17.6 billion. Domestic production of
gold accounted for less than $2 billion of the net gain. Gold flowed
in eighteen years, and out only eight years (1914, 1919, 1920, 1925,
1927, 1928, 1931, and 1933).® The United States share of the gold
reserve of central banks and governments increased from 22 per
cent in December 1914 to 34 per cent early in 1934. From Decem-
ber 1928 to September 1944 the proportion of central gold reserves
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held by the United States rose from 37 per cent to 59 per cent.!

In the years following World War I there was much criticism
of United States policy, on the grounds that this country was not
playing the game of the gold standard: the country was receiving
gold and yet not putting it to use.!?

Yet the statistical history of this period reveals neither that
gold was sterilized, nor that the United States was not experi-
encing a serious inflation. Total bank deposits rose from $17.4
billion in 1914 to $36.1 in 1920, and by 1929 they were no less than
$51.0 billion.?® Though in the years 1g22—29 wholesale prices and
the cost of living were relatively stable — the former declined by
1 to 2 per cent and the latter rose by 2 per cent — stock-market
prices rose by about 220 per cent from December 1922 to Septem-
ber 1929.'* What is even more significant, the country was
undergoing what Keynes in his Treatise had called a profit infla-
tion. Very large technological advances were evident in a rise
in man-hour output in manufacturing of 32 per cent from 1923
to 1929. Yet hourly wages in manufacturing corrected for
changes in the cost of living rose by only 8 per cent.’® Had busi-
ness passed on to consumers the gains in productivity not reflected
in higher wages, prices would have been lower than they actually
were. In this sense, monetary policy was inflationary.

In short, the United States experienced a significant monetary,
security, and profit inflation: its domestic policies were inflation-
ary when viewed from the requirements of the internal situation;
but its policy was not inflationary enough when viewed from the
requirements of international equilibrium. Despite net invest-
ments abroad of $9.3 billion in the period 1919-1930 — long and
short-term investments of $12.6 billion offset by amortizations and
retirements of $3.3 billion —the dollar remained scarce. With
net investments averaging close to $8oo million yearly, the gold
inflow was kept down to approximately $1.2 billion for the
twelve-year period.!®
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In the thirties the scarcity continued. In this period the net
inflow of gold was much larger than in the twenties; but whereas
capital moved out in the twenties, it moved in in the thirties.
The net inward movement was almost $5 billion exclusive of
unrecorded items; and in the years 1934-1939 the inflow was
almost $6 billion.!” In the latter part of the thirties, also, prepara-
tions for war and prosperity induced by war expenditures con-
tributed to the large rise of United States exports. Although the
inflow of gold averaged $1070 million in the years 1931-1939 and
averaged only $110 million in the years 19191930, the weakness
of foreign currencies and the strength of the dollar might well
be held to reflect not so much a strong American position, but
rather uncertain political prospects abroad.

SCARCITY, EPHEMERAL OR LONG-RUN?

This brings me to the main theme. Is scarcity of the dollar an
ephemeral phenomenon or are there long-run forces that tend to
make dollars scarce? In his stimulating article in the June 1946
issue of the Economic Journal, Lord Keynes seemed dubious of
the theory of dollar scarcity, and expressed the view that dollars
in the coming years would be plentiful and, therefore, that gold
might flow out of the United States rather than in.

At the outset we should draw some conclusions from the ex-
perience in the twenty-five years 1914-1939. Adjustments as as-
sumed in classical economics did not take place. Changes in
underlying economic and political conditions tended to prevent
the required adjustments in wages, prices, and so on from oc-
curring. Apparently the rapid relative reduction of costs and the
steady gains in rate of offer of new American products greatly
in demand tended to give strength to the dollar, and despite
monopolistic pricing in many markets and despite the pressure of
inward movements of gold and expansion of deposits on prices
here, the competitive position of the United States tended to im-

[ 103 ]



EUROPEAN RECOVERY PROGRAM

prove. On top of this, demand for United States products im-
proved because of the shortages engendered abroad by one major
war and preparation for another. So long as the gains in the com-
petitive position of the United States (for example, reduced rela-
tive costs and prices, offer of new products) continue at a rate
rapid enough more than to offset the corrective eflects of gold or
exchange movements, so long will the dollar remain scarce. As
long as the political situation deteriorates abroad, and as long,
therefore, as capital moves into this country or the outflow is dis-
couraged, the dollar will tend to be strong.8

CREDITS AND GRANTS, 1914 TO 1947

It is by now clear that the dollar was generally strong over the
years 1914 to 1939. Credits and grants over the years 1940-1947
were on a much larger scale than over the period 1914-1939, sug-
gesting that foreign currencies would have taken a tailspin had it
not been for the vast supply of dollars put at the disposal of the
world through loans and grants in the entire period, and espe-
cially 1940~1947 — and primarily for the use of Europe. Table 10
shows the main facts.

This table suggests some interesting conclusions:

(a) The loans of over $10 billion made in World War I and
shortly thereafter were relatively small — about $7 billion in 1917
and 1918, and $3 billion after the Armistice. Credits and other
financial assistance of about $63 billion over five and a half years,
January 1942 to June 30, 1947, averaged three to four times as
much per year as in the World War I period. Even in the first
two postwar years, the credits and other financial assistance by
the Government averaged seven to eight billion dollars a year, an
annual rate more than twice as high as in World War I and
immediately afterwards, and one-half the rate during World
War II.

(b) In relation to income the recent burden relative to that
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TABLE 10
Crepits AND OTHER FINANCIAL ASSISTANCE, 1914 TO JUNE 30, 1947 *
(In Millions of Dollars)

Credits Unutilized
Utilized Balances
I0I4 10 1933 «vvvvnnenennanennn. 10,350
1934 to June 30, 1947
Loans, property credits, and
commodity programs ... 7,191 % 3,127 1
July 1, 1945 to
June 30, 1947 .......... 6,179
Short-term advances .......... 994 15
Other financial assistance ..... 55,583 % 2,236 §
July 1, 1945 to
June 30, 1947 .......... 5,364

* Based on NAC, pp. 4, 5, 168.

+ On September 30, 1947, the amount outstanding was $7,862 million, and
the unutilized balance on October 1 was $1,807 million.

¥ Authorization to June 30, 1947.

§ Committed but not appropriated.

in World War I does not seem so onerous as the absolute figures
suggest. This is evident from Table 11. More recently the Eco-
nomic Commission for Europe showed that whereas the United
States export surplus to Europe had been 4.4 per cent of the gross
national product in 1919 and 1920, it was but 2 per cent in 1946
and 1947. In relation to all countries, the respective percentages
were 3.9 and 3.4 per cent respectively.’® It should be observed,
however, that in World War I the theory was that the Allies
would repay. In World War II and after the war, only about
ten to eleven billion dollars had been advanced as loans, the major
part in the postwar years.

(c) Perhaps a word should be said concerning recent United
States (public and private) long-term capital movements and
unilateral zransfers. In the two years ending June 30, 1947, the
amounts involved were $15.6 billion. Approximately $7.9 billion
were loans and other investments, of which $1.5 billion, or less
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TABLE 11

PERCENTAGE OF UNITED STATES GOVERNMENT LOANs AND GRANTS OF THE
NaTtioNaL INcoME

Years Percentage
D00 &7 €0} {o Y 5%
January 1942-June 1947 ................ 7%
June 1945-June 1947 .... ... .. ... ..... 4

Source: Based on materials in NAC and National Industrial Conference Board,

The Economic Almanac for 1945—46.
v

than 20 per cent, were private. Gifts and grants in aid amounted
to $7.8 billion, the private contribution again being about 20 per
cent. In two half years over these two years the total amounts
were somewhat in excess of $4 billion, but in the others the
amount was somewhat less than $4 billion. Over the period as a
whole, the proportion of government loans to the total amount of
government transfers tended to rise. Thus, in the second half of
1945, government loans and investments were about one-quarter
the total for public gifts and grants-in-aid; but in the first half
of 1947, they were close to three-quarters of the total.?

CONCLUSIONS ON THE DOLLAR SCARCITY

In order to understand the problem adequately, we shall have to
discuss exchange rates and the terms of trade, problems deferred
to later chapters. Obviously, failure to adhere to a reasonable
rate of exchange or (and) a disposition to sell too cheaply or too
expensively may aggravate the balance of payments difficulties.
It is safe to conclude that wars, political disturbance abroad,
rapid gains by the United States, failure of costs and prices and
demand to adjust as assumed under classical theory — all of these
help explain the persistence of the dollar shortage. Undoubtedly,
however, the fumblings of planners in unaccustomed occupations,
as evident, for example, in visionary plans for investment, and
a disposition for moral standards to crack to some extent under
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the pressure of war and fascism, with a resulting tendency to seek
aid abroad instead of putting onc’s own house in order —these
in part account for dollar shortage.

Over a period of thirty-three years (through 1947) this country
has advanced or given away about $80 billion, and accepted more
than $20 billion in gold ($35 = 1 ounce). We have used net
about $100 billion of our resources to make these transfers and
pay for the gold. It cannot in general be held that the goods ex-
ported were obtained out of resources that otherwise would have
been unemployed, for most of the transfers were made in periods
of high employment and inflation — the thirties are an exception.
Americans paid for these loans, gifts, and the outflow of goods
primarily by cutting down on their consumption and domestic
investments. The cost of importing $20 billion of gold or more
was about as high as loans and gifts of an equivalent amount.
(Possibly some part of the loans will be repaid, however, in goods
or services.)

Despite the large amounts involved, the dollar continues to be
scarce. Vast amounts of aid and imports of gold reflect the dollar
shortage. The contributions made by the $100 billion calculated
above are the more readily understood if this sum is put against
the $257 billion of receipts from goods and services sold to for-
eigners in the thirty-three years ending June 30, 1947: approxi-
mately 4o per cent of the dollars required to pay for our exports
and services were had from loans, gifts, and imports of gold.
Against the nation’s income, however, the amounts involved do
not seem so large. These 100 billions amount to about 4 per cent
of the $2660 billion of income for these thirty-three years. Against
this background we should consider the $20 billion required
under the ERP.

In wartime and postwar periods, the world has been short of
dollars. When the United States Government stopped making
dollars available private capital embarked on a large lending pro-

[107]



EUROPEAN RECOVERY PROGRAM

gram in the twenties; and when this source dried up in the
thirties, the shortage was corrected by large exports of gold to the
United States. Then came the war with sales of capital assets by
foreign countries, and Lend-Lease; and the postwar with UNR-
RA, Civilian Supply, Aid to Greece and Turkey, loans by the
Export-Import Bank, and the Anglo-American Financial Agree-
ment. The ERP is the next link in the long historical chain of
loans and gifts. In one respect this link is unique: if the Euro-
pean economy is really rehabilitated and put 6n a self-sufficing
basis, it may be the end link. Political stability is, of course, a
necessary condition.
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5. Exchange Rates and Kelated Problems

INTRODUCTION

From dollar shortage and United States aid, it is an easy transi-
tion to exchange rates, for out-of-line rates are frequently held to
be the cause of disequilibrium and dollar shortage.! This chapter
deals, then, with exchange rates, terms of trade, the French de-
valuation of January 1948 as a case study of the issues involved,
and the relation of external and internal stabilization.

In the discussions of the ERP, there was much comment on the
need of establishing realistic exchange rates; and the final legisla-
tion deals with the problem. Moreover, in May, 1948 the power-
ful National Advisory Council, reporting on two years of control
over international monetary policies here, stressed the responsi-
bilities of ERP countries to revalue currencies. The presumption
is that the failure to allow exchange rates to fall to their equilib-
rium (?) level results in abnormally low exports and excessive
imports: the former become too expensive, and the latter too
cheap. Obviously high or overvalued exchange rates will not
explain the shortage of dollars over thirty-three years, though they
may be one cause of recent difficulties. Failure to adjust exchange
rates to the value appropriate to relative purchasing power and
other relevant variables may result in large losses of reserves and
excessive need for foreign loans. Good French wines and per-
fumes were too expensive in 1946—47 with the franc-dollar ex-
change at 119 francs = $1. In 1946-47, it was widely held that
European exchange rates were overvalued, and that exchange
rates established by the International Monetary Fund should take
cognizance of this fact. Actually, there was little disposition on
the part of European countries to reduce the foreign value of
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their currencies; and going rates were generally accepted by the
Fund.? It is well to consider the disposition to keep rates high,
and the relation of exchange rates to the demands to be made
under the ERP.

OVERVALUATION OF CURRENCIES

Estimates based on materials supplied by the Fund suggest that
in the second quarter of 1947 25 non-British countries had an
average overvaluation of their currencies in relation to the dollar
of 25 per cent. An excellent example of overvaluation may be had
from an examination of French statistics given in Table 12.

TABLE 12
Prices AND ExcHANGE RaTes, FRANCE AND THE UNITED STATES,
1938, 1944, 1947

1938 1944 1947
1. Francs per dollar .. ..... .. 39.95 49.72 119.30
2. Wholesale prices— France .... 100 265 1204 (Nov.)
3. Wholesale prices—U. S. ...... 100 132 202 (Nov.)
4. Index, francs per dollar ...... 100 125 208
Index of French Prices
. —_——— 1
3 AKX O 55 Prices o 201 394

Source: Calculated from IMF, Statistics and FRB.

Rows 4 and 5 of Table 12 give the essential comparison. By
November 1947, the franc price of dollars was up by 198 per cent;
but the French price level relative to the price level in the United
States had risen by 494 per cent. On the basis of these prices, the
franc was overvalued by about 100 per cent. American goods,
therefore, seemed cheap to Frenchmen and French goods expen-
sive to Americans. The French, therefore, tended to buy too
much here and sell too little abroad.

It is a mistake, however, to assume that the overvaluation of the
franc or other European currencies is the primary explanation of
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weakness in their balance of payments and of the reduction of
reserves.® Indeed, gold holdings of the Bank of France declined
from $2761 million in 1938 to $1996 million in 1944 and $463 mil-
lion late in 1947. Yet I am prepared to argue that at any practical
exchange rate the French would have suffered large losses in
reserves and experienced great pressure on their balance of pay-
ments. In the present (1948) situation, there is no equilibrium
rate in the absence of substantial foreign aid, which would estab-
lish an equality in the balance of payments. Even the devaluation
of early 1948 did not seem to improve the French balance.

One might inquire at this point the source of the recently ac-
quired enthusiasm for overvalued currencies. Surely one ex-
planation is the success in the thirties of various countries (for
example, Germany) with overvalued currencies. With an over-
valued currency, the purchase of foreign goods is encouraged and
the sale of goods abroad discouraged. For countries dangerously
short of supplies, it is especially important to increase supplies
available to the domestic economy; and the cheapness of imports
and the high price of exports are means of achieving this objec-
tive.

A second and related point is the contribution of an overvalued
currency towards solving the inflation problem which hangs over
Europe. At high rates of exchange, export and import prices in
domestic currencies are low, and, therefore, the inflationary pres-
sures originating in international markets are reduced. More-
over, since high exchange rates tend to depress the volume of ex-
ports and stimulate imports, high exchange rates tend to increase
the supply of goods available in a country and thus contribute
towards reducing inflationary pressures.

A third factor of importance is that in the controlled and de-
ficient economies of postwar Europe exchange rates are of less im-
portance than usual. What is exported or imported is determined,
not primarily by exchange rates or prices generally, but rather by
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decisions concerning the allocation of resources: in the deficient
economies of Europe, a price concession to foreign purchasers
introduced through a reduction of exchange rates is not likely to
be of great importance, for resources available for exports are ab-
normally low.

ESTABLISH NEW PARITIES?

In searching for realistic exchange rates, the critics of postwar ex-
change policies seek not only a depreciation in relation to the
dollar, but also a determination of equilibrium rates, not restricted
to the relation of currencies with the dollar. Trade of European
countries is still primarily with other European countries, and not
with the United States. From that viewpoint, overvaluation vis-
a-vis the dollar is of secondary importance, though in view of the
dollar shortage, a rise in exports to the United States and other
hard-currency areas and a diversion of imports to soft-currency
countries would help. One reason for the overvaluation in rela-
tion to the dollar, though not one of the most important ones, is
the strong pull of trade among European countries: shortages are
so serious in Europe that these countries bid higher than the
United States for Europe’s commodities. Sellers then obtain
European currencies, not dollars. The competition is not only
with other European countries, but also with the purchasers
within each country: domestic sales on black markets are highly
profitable.

By insisting upon an early stabilization of rates and the deter-
mination of definitive parities now, sponsors of the ERP may not
be furthering their objective of obtaining “realistic” rates.* First,
present prices are frequently out of line with the supply of
money: suppressed inflation may become overt and prices adapt
themselves to the bloated monetary supplies (as may happen in
Great Britain) or, as has happened, the supply of money may be
accommodated to the low official prices (as in Belgium). Hence,

[112]



EXCHANGE RATES

should suppressed inflation later become open, current adjust-
ment of exchange rates to prices of 1948 would be unfortunate;
and should exchanges be adjusted to prices suggested by current
supplies of money but actually not realized, again the rate would
prove to be a disequilibrium one. Second, and related to this, the
current high level of import and export prices may not persist.
Sterling, for example, may be too high when wheat is three
dollars a bushel; but present rates would be more nearly ap-
propriate once prices of agricultural commodities decline sub-
stantially from their present high peak and British productivity
rises.

Third, so long as controls play a significant part—and they
are likely to do so for many years — relative prices are of less
significance than normally. Appropriate exchange rates based on
relative purchasing power for a free economy may be way out of
line in a controlled economy. In such an economy, the govern-
ment may divert resources to export markets, impose monop-
olistic discrimination (for example, charging what the traffic
will bear in each market), channel exports into hard-currency
markets, scrutinize imports — each of these measures may raise
the rate of exchange at which the balance of payments will be
even. In short, price movements become of less importance as
the determinant of exchange rates.

Fourth, the level of equilibrium rates also depends upon non-
commodity transactions. Substantial reductions in governmental
expenditures abroad and help under the ERP will, for example,
make it possible to maintain a higher pound sterling rate than
now seems possible. A moderation of the rate of capital expan-
sion in Britain would also tend to reduce upward pressure on
prices and contribute towards the maintenance of sterling at
£1=94.

Finally, changes in exchange rates depend not only upon price
movements associated with monetary developments, but also
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upon shifts in the fundamental position, that is, in normal price
relationships. It is too early to know much about the semi-
permanent movements in real costs, in demand, in the effects of
postwar patterns of trade restrictions, in the growing industriali-
zation — all factors related to exchange rates. Until the postwar
mold emerges clearly, it will not be easy to discover equilibrium
exchange rates. In summary, the time has not yet come for estab-
lishing postwar parity rates.

THE FRENCH DEVALUATION OF JANUARY 1948

An examination of recent French experience will highlight some
of the issues. Although the French have received much support
and even pressure from this country to revalue their franc, the
responsibility should not be put exclusively or even primarily on
American authorities or on the supporters of the ERP. A strong
case could certainly be made out for a devaluation of the franc:
price movements in relation to exchanges, as well as the rapid
loss of reserves suggested the need of radical measures. Adverse
balances on 15 of 20 clearing and payment agreements in early
1948 also point to the need of corrective measures: the franc was
apparently overvalued not only in relation to the dollar but also in
relation to most other currencies. Under these conditions, the
French in late January 1948 announced a reduction of parity from
119 to 214 francs per dollar and the special privilege to exporters
to convert one-half of export proceeds in dollars (and escudos) at
the free market rate (about 300 francs per dollar). The French
were determined to stimulate exports to the United States, not to
the United Kingdom. Hence their unwillingness to introduce an
across-the-board equal decline in the franc.

This policy might be effective if exports to the United States
(and perhaps wultimately to Switzerland) were substantial. Actu-
ally, French exports to these countries in 1947 were a small part
of total exports. Since this privilege of favorable prices for French
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exports was denied to buyers in other countries, the effect might
indeed be a divergence of exports to the United States and (ulti-
mately) to Switzerland. Such shifts take time, however, and
there are limits imposed by the character of exports sent to dif-
ferent markets. Besides, since the French were generally short of
foreign exchange, there was little justification for discriminating
only in favor of the dollar, and possibly the Swiss franc. The
large reduction in the dollar value of the franc for export purposes
will prove to be effective only if large resources can be released
for export, and substantial diversions can be made from other
markets to the United States (and similarly for Switzerland). It
still remains to be seen whether the time is propitious for these
adjustments; and also germane is the moral issue of despoiling
other creditors (for example, those with which France was in
debt on clearing or payment agreements) through shifts of ex-
ports to this country at their expense.

French decisions in January 1948 are subject to criticism not
because of the devaluation invoked, but because they introduce a
large element of discrimination and encourage the use of multi-
ple currencies, which are contrary to the principles of the Fund,
and ultimately will make more difficult the stabilization of cur-
rencies and multilateral trade, both essential elements of the ERP.
It is not easy to understand why the American authorities did not
prevent the French from taking this unilateral action. Clearly,
with the leverage of aid under the Export-Import Bank, they
might well have stopped the French from pursuing a policy con-
trary to the spirit of the evolving ERP. That they did not do so,
may be explained in part by the determination of the American
Government or their spokesmen to urge European countries to
terminate controls. (The French devaluation was a substitute for
a greater degree of control.)

Indeed, without recourse to multiple currencies and discrimina-
tory practices, the French might have achieved their objective of
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diverting exports to dollar areas and relying more on imports
from areas in which they had surplus balances (for example, the
United Kingdom). Through controls of exports and imports,
they could have shifted exports zo the dollar markets and raised
imports from the soft-currency markets. Should this policy have
proved ineffective, they might have offered special premiums to
exporters dispatching goods to any country in relation to which
the French were in debt on current account. This would have
been discriminatory, but less objectionable than the system in-
troduced. Under the program actually evolved, the British and
other countries will be forced to impose controls on exports in
order to prevent the French from buying British goods for
pounds sterling (at 856 francs = £1), selling in the American
market (at $4=£1), and repatriating the proceeds ($4) at the
price available to French exporters of about 1180 francs = $4. In
this manner, the British obtain francs for their goods (or pounds
sterling) and the French receive the dollars. To counteract the
French measures, the British either will be required to sell goods
likely to be re-exported to the French for dollars, or restrict ex-
ports to France sufficiently so that the price in francs will rise to a
level consistent with the dollar to pound, pound to franc, and
dollar to franc (for exporters) cross rates. In other words, the
franc price of relevant British goods sold to France should rise
about 40 per cent (minus extra transportation and similar charges
involved in importing via France to the United States), over the
cost of exporting directly from the United Kingdom to the
United States.

EXCHANGE RATES AND TERMS OF TRADE

In the years since 1938, the prices of agricultural commodities
rose more than those of industrial products. This is not the only
explanation of the assumed deterioration in the terms of trade of
European countries. The CEEC observes that highly indus-
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trialized countries pay 20 per cent more for imports in relation to
prices they receive for their exports than in 1938:

This arises partly from the distortion of world production which
forces countries into high-cost sources instead of traditional low-cost
sources; partly from artificial price structures in some parts of the

world; and partly from a general world upward swing of prices of
primary products in terms of manufactured goods.’

As we emphasized earlier ® the deterioration in Europe’s terms
of trade is not so clear as is assumed by the CEEC. Europe’s large
adverse balance of payments is associated primarily with the rise
in the price of imports from overseas, not in a deterioration in the
terms of trade; and secondarily in the losses on invisible account
—for example, returns on capital invested abroad and shipping
earnings.” Even with no deterioration in the terms of trade, a
country or an area with large excesses of imports will experience
increased deficits as a result of increased prices of imports.® 1
repeat also what I said in Chapter 1, that the worsening in the
terms of trade is anything but clear for Europe though there is
evidence of significant loss in the bargaining position of the
United Kingdom. When, therefore, the executive branch esti-
mates that the ERP countries have to export 30 per cent more
goods in order to obtain the prewar volume of imports, they
surely must have in mind primarily the losses on invisible ac-
count.?

On the theory that adverse terms of trade assumed by the
CEEC will not continue, the CEEC assumes that export prices of
the sixteen countries will remain unchanged, while import prices
as compared with prices of July 1, 1947, will fall by 7% per cent
in 1949, by 10 per cent in 1950, and by 12Y5 per cent in 1951.1°
Both the Harriman Committee and the executive branch con-
clude that the CEEC was too optimistic in its forecasts of im-
proved terms of trade for Europe. First, the decline would be
concentrated largely on raw materials and food, which constitute
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one-third of the imports from the United States under the ERP
proposal, and one-half of the imports from all sources. (In the
view of the Harriman Committee, prices of industrial products
would remain relatively stable.) In the light of continuing scarci-
ties in food and raw materials, aggravated by the depletion of re-
sources and the tendency to restrict output and raise prices in
agricultural countries, the assumed decline in prices is excessive.

Second, even by the end of 1947, export prices from the Amer-
icas had risen more than 7Y per cent above the July 1947 level.™
Both the Harriman Committee and the executive branch were
unwilling to accept the price estimates made by the CEEC. It
makes a difference of two to two and a half billion dollars in the
cost of ERP for the four and a quarter years whether prices move
as suggested by the CEEC, or as suggested under more reasonable
assumptions by the Harriman Committee. In the executive
branch study, the range of prices for imports from the United
States for 1951-52 was given as 85 to 107.8 (July 1, 1947 = 100)
and of prices of exports to the United States from go to 105. The
range of import prices was 27 per cent and of export prices, 17
per cent; and the range between lowest import prices and highest
export prices was more than 20 per cent.!?

The problems are somewhat more complex than has so far been
indicated. It is not easy to forecast export and import prices in
the next three to four years, nor their relationships. Much depends
upon exchange rate policy. European countries would have suf-
fered a serious deterioration in their terms of trade had they not
generally maintained both controls and overvalued currencies and
especially since they were confronted with strong demands for
raw materials, foods, and machinery from overseas and were
selling relatively dispensable products to overseas. Should other
European countries follow the example of Italy and France in
depressing their exchanges and relying less on direct controls of
trade, the terms of trade will move against them. In reducing the
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foreign value of their currencies, France and Italy are supporting
policies of quantity sales and low prices.

Vital also are economic conditions in the United States and
economically satellite countries. Should the inflation balloon
burst in the course of these four years, then undoubtedly the
CEEC'’s optimistic forecasts may prove to be correct. With price
supports and public underwriting of general demand, however,
the depression may well be contained. With depressed conditions
here, Europe might indeed gain in cheaper food and raw mate-
rials; but she would also probably find appropriations under the
ERP cut. Gladstonian principles of finance might well prevail in
this country which might prevent the ERP from contributing to
the support of demand. Surely, in the middle of 1948, neither the
prospects of stopping the inflation nor the probability of a sub-
stantial depression is great.

STABILIZATION

In the discussion of exchange parity we commented on the prob-
lem of timing revisions of rates. Definite parities are not in order
until conditions are more nearly normal. A similar generalization
applies to stabilization loans: these are likely to be dissipated if
offered before internal conditions are stabilized and the balance
of payments promises to be in equilibrium. So long as inflation is
on the march, establishment of definitive parities is out of the
question. For these reasons, the Harriman Committee and the
executive branch urge that stabilization loans of $3 billion as
proposed by the CEEC be denied until conditions are more pro-
pitious. The former proposes application to the International
Monetary Fund, and the latter to the United States Stabilization
Fund.!®

Yet even this position is vulnerable to some extent. Chaotic
monetary conditions at home jeopardize external stabilization;
and the failure to achieve the latter also interferes with internal
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stability. With exchange rates unstable or under rigid controls,
domestic markets are deprived of essential goods or are refur-
bished at high prices. It is, therefore, not easy to defend the Har-
riman Committee proposals (1) to make stabilization of internal
monetary and fiscal conditions precede recovery of production,
and yet (2) to deny Europe external stabilization aid. For in
order to achieve internal stability, it will be necessary to increase
production and then trade by gradually relinquishing exchange
controls and stabilizing the exchanges. But decontrols and rela-
tive exchange stability require adequate foreign reserves. As out-
put and trade expand, domestic conditions will become more
stable; and then stabilization loans may be required in order to
protect domestic stability from external disequilibrating factors.
The big if is, can there be an adequate recovery in output without
restoration of fairly stable monetary conditions, and can the latter
be achieved without prior replenishment of reserves of the ERP
countries?

IN CONCLUSION

Undoubtedly exchange rates in effect in 1946, 1947, and even
1948 are far from equilibrium rates. Yet American authorities
may be doing Europe and this country a disservice in putting
pressure upon European countries to establish “realistic” or equi-
librium rates at this time. Proponents of this view should be
reminded that, under current chaotic conditions, the discovery of
equilibrium rates would be a miracle; that once a more normal
relation between money and prices is established, equilibrium
rates under present abnormal conditions in commodity markets
are not likely to be germane; and with inelastic supplies, dis-
ordered markets, and the widespread use of controls, exchange
rates are considerably less important than many American ob-
servers seem to think. Surely, the determination of definite pari-
ties awaits the assessment of the structural changes in supply and
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demand resulting from the war, inclusive of the new position of
trade and capital movements in the economy.

A general downward revision of rates may well result in less
favorable terms of trade for European countries and, with sup-
plies inadequate, this may result in reduced dollar receipts and
increased costs of the ERP; and the sale in large quantities at low
prices is scarcely the appropriate policy for impoverished Europe.
French experimentation with lowered exchange rates early in
1948 is scarcely reassuring. Insofar as the bait of the ERP con-
tributed to this premature and clumsy attempt to stabilize the ex-
change at realistic rates, American authorities have little cause
for pride. There is no evidence that the franc was depressed ap-
propriately even in the dollar market, and surely not in other
markets where francs are in oversupply; or, for that matter, that
any conceivable exchange rate would have established equilib-
rium. It does not help matters that the French indulged in the
luxury of multiple and discriminatory rate practices and failed to
deal fairly with numerous creditors other than the United States,
and that they transferred the burden of controls to others.
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O. Kalance of Payments of the Partici-
pating Countries

INTRODUCTION

In the two preceding chapters, the subject matter related to factors
that might explain an adverse balance of payments. Dollar short-
age indeed is a term merely describing the adverse balance of pay-
ments; but an investigation of the causes of its persistence clarifies
the causes of disequilibrium.' In assessing the overvaluation of
Europe’s currencies and its contribution to disequilibrium, we
concluded that this was probably not a factor of prime import-
ance. Our next problem is that of the adverse balance of pay-
ments of the sixteen ERP countries and Western Germany. The
origin of the deficits, the evolution of the estimates, the manner
of financing them, the real cost to the United States and the other
Americas, the attempts to reduce the sacrifices imposed on this
country — these are the main problems. Unfortunately, the de-
tailed estimates do not make for interesting reading. The busy
or the impatient reader might well skip a large part of this
chapter, for much of it is devoted to necessarily detailed statistics.?

CAUSES OF THE ADVERSE BALANCE

The more important causes of the large deficits in the balance of
payments of the ERP countries are presented below. However,
the reader should be reminded that conditions vary from country
to country, as was pointed out in Chapter 1.2

In 1938 the sixteen participating countries and Germany had
incurred a deficit of $500 million in their balance of payments
with nonparticipating countries. Against §6600 million of pay-
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ments, their receipts from exports were $4600 million, and invest-
ment income and other invisibles, inclusive of shipping,
amounted to $1500 million. As a result of the war these countries
lost $1500 million of income from shipping and investments.
(This amount roughly corresponded to the deficit on visible trade
with the American Continent in 1938 of $1450 million.) Actually,
in 1947, their invisible account was $500 million in the red.*
Another relevant factor is the terms of trade of the Western
European countries. In earlier chapters,® we dealt with this prob-
lem, concluding that a clear case for a deterioration of Europe’s
terms of trade had not been established by the CEEC. For 1947
the Economic Commission for Europe (ECE), for example,
estimated the average cost of imports in terms of exports for
Europe at 102 (1938 = 100). These over-all results scarcely sug-
gest a serious deterioration. Also of some significance, the De-
partment of Commerce figures point to a deterioration of the
terms of trade of the United States of more than 10 per cent from
1938 to 1947. By insisting upon, for the ERP countries, a 20 per
cent deterioration of the terms of trade since the end of the war,
the executive branch seems to be supporting the position of the
CEEC. It is, however, important to distinguish the change since
before the war emphasized by the CEEC, and the worsening in
the last two years. The Council of Economic Advisors (CEA)
shows that in the two years ending in the third quarter of 1947,
unit prices of United States imports rose by 35 per cent and of
exports by only 20 per cent. Although these indexes for the
United States trade should not be compared with those for
Europe’s trade, nevertheless the dominant position of the United
States in Europe’s trade suggests a relevance of the CEA’s figures
for the problem under consideration. It might also be observed
that the ECE found a deterioration in Europe’s terms of trade of
but 5 per cent from 1946 to 1947. In short, Europe’s terms of trade
do not seem to be significantly worse in 1947 than in 1938, though
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they may have deteriorated moderately in 1946 and 1947. A rise
in the prices of imports relative to exports over the years 1938 to
1947, therefore, did not contribute greatly to Western Europe’s
deficits on international account. As we emphasized before, how-
ever, the rise in the prices of imports for an area that imports
much more than she exports is another matter. The rise of import
prices was a factor of first-rate importance. In 1938 Europe’s im-
ports were $5.8 billion; her exports, $3.7 billion. In 1947 the
adverse balance was much larger: her exports in 1938 prices were
~8 per cent of the 1938 amount and her imports, 102 per cent.®

Another cause for Europe’s deficiency of dollars is the failure to
obtain hard currencies (that is, dollars or currencies convertible
into dollars) for her exports. In part this may be ascribed to the
large volume of exports going to countries which have inconverti-
ble currencies, and in part to the tendency of traders and others
either to allow dollars to accumulate abroad or to sell them on the
black market, the latter transactions enabling the new owners to
purchase nonessentials or to hoard dollars. In neither case is the
most effective use made of the dollars received. Europe’s imports
from non-European countries in 1938 were 455 per cent of her
total imports; but in 1947 the percentage had risen to 61.4 per
cent; the respective figures for exports to non-European countries
were 34.9 and 42.6 per cent.” These suggest a greater strain on
dollar resources, for imports from overseas increased much more
than exports to non-European countries.

Western Europe’s deficit with the Americas will depend in part
upon the success with which her sales (net) to other nonpartici-
pating countries will yield dollars with which to cover part of her
deficit with the Americas. In the CEEC report, the participating
countries estimated their credit balance with other nonparticipat-
ing countries over the four years at $3 billion. Although the
report pointed out that should dollars be made available to the
other nonparticipating countries, the deficits with the Americas
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would be correspondingly reduced, the CEEC in estimating its
deficit with the Americas did not count on this development. In
other words, the deficit that had to be covered was $22.4 billion,
that with the Americas, not $22.4 billion minus $3 billion. Ap-
parently the Harriman Committee misread the CEEC report; for
that committee criticized the CEEC for its optimism in assuming
that the required dollars would be made available to the other
nonparticipating countries, and hence to the participating coun-
tries. In short, should the CEEC countries accumulate $3 billion
of credits with the other nonparticipating countries, only a part
— but one-fourth to one-half — will be convertible into dollars.?

A related problem is that of exports among the participating
countries. It was estimated that a billion dollars of goods might
fail to enter the channels of trade because, under the bilateral
agreements in vogue, it would not be possible to finance trade
among participating countries. Should this happen, Europe
would be forced to seck goods in the Western hemisphere which
might be much nearer to home and not require payments in dol-
lars. Hence the emphasis on a system of multilateral payments
which would make it possible for one country with a credit with
a second country to use this to offset a debit with a third country.?
By the end of 1947, Belgium, Luxemburg, France, Italy, and the
Netherlands had approved a multilateral payments arrangement.
Two types of offsets were provided: increases in balances or crea-
tion of new balances, and those involving only decreases in bal-
ances. Full membership carries the obligation to accept automatic
offsets or those involving only decreases in balances under exist-
ing bilateral payments agreements. Occasional membership gives
members much more discretion. Denmark, Norway, Sweden,
Austria, and the United Kingdom accepted occasional member-
ship. Since purchases among participating countries may reduce
the burden on the American economy, the United States can
finance this trade under the ERP legislation. Dollars made avail-
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able for other purposes are reduced to the countries receiving
dollars in this manner.'®

On top of all these explanations of the adverse balance of pay-
ments, there are the immediate causes associated with the war and
its aftermath, and the serious crop failures of 1947. With produc-
tion much below prewar levels, the pressure was strong to sacrifice
exports and stimulate imports. (In 1946—47, however, exports rose
more than output. For Europe, the ratio of the exports index to
the production index rose from 61 in the first quarter of 1946 to
86 in the third quarter of 1947 — at the latter time production was
99 and exports 85, where 1938 = 100 See Figure 7.) Political
confusion and uncertainty in Europe and Asia intensified the
breakdown of trade between Western Europe on the one hand,
and Eastern and Central Europe and Asia, on the other. Western
Europe was thus unable to pay for its excess of imports from
America with income received from exports and invisible credits
from the East; and, with exports from Eastern Europe and Ger-
many to Western Europe drastically reduced, was forced to find
alternative sources of supplies.!?

In summary, the adverse balance of payments of the sixteen
participating countries is genuine. Long-run forces are germane,
as is the breakdown of trade and production, the rise of import
prices, losses in invisible exports, the crop failures of 1947, the
segmentation of markets, a worsening in the terms of trade and,
to some extent, mistaken policy.

FINANCING THE ADVERSE BALANCE, 1945-1947

United States exports attained a record level of $21 billion (an-
nual rate) in the third quarter of 1947, and the export surplus no
less than $13 billion.!® For the year as a whole, net foreign invest-
ment averaged close to $g billion.* Serious problems of financing
this excess of exports plagued both foreign countries and our
Government, '

[126]



EUROPEAN INDUSTRIAL PRODUCTION AND EXPORTS, EXCLUDING
GERMANY
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to the value of production, but an expression of the relative movements of
the two indexes.
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A bird’s-eye view of the balance of payments from June 30, 1945,
to the third quarter of 1947 suggests the problems raised and the
manner of solution. Table 13 and Figure 8 suggest the following

TABLE 13
UNITED STATES BALANCE OF PAYMENTS, 1045-1947 *
(In Billions of Dollars, Annual Rate)

Liquida-
tion
Short-
Goods and Services ponr_t U.S. C;gﬂl
Ex- Im- Sur- Govt. and  Private  Other
ports ports plus Aud Gold Gifts  Sources
1936-1938 ............ 41 36 5 . I.I 2 —.8
1945 —2nd half ...... 13.4 7.6 5.8 59 —1.6 .4 1.0
1046 ... ... 152 7.1 8.1 5.4 1.8 6 .3
1947 — 1st 3 quarters .. 19.3 80 1.3 67 34 .6 6
L

* Adapted from CEA, pp. 7, 14.

conclusions: (a) Both the export total and export surplus tended
to rise: both reached a peak in the second quarter of 1947. (The
quarterly peak is not shown here.) (b) An expansion of exports
primarily explains the increase in the export surplus. Imports
attained a level of only a little more than two times prewar levels;
but, at the peak, exports were more than five times prewar ex-
ports. (c) Over the period of two and a quarter years ending
September 1947, United States Government aid financed 72 per
cent of the export surplus; liquidation of short-term capital in the
United States and sales of gold financed 14 per cent; and private
gifts and other sources, 14 per cent. Whereas in 1945 the United
States Government aid financed the equivalent of the entire sur-
plus, it financed only 60 per cent in the first three quarters of
1947. The resulting drain on liquid short-term capital and gold
reserves is to be explained by the pressure put upon foreign coun-
tries by the rise in imports from this country, not matched by a
corresponding increase in United States Government aid.
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Since we are especially interested in Europe, her contribution to
the export surplus of this country and her share of United States
credits and gifts require separate consideration. First, observe
that whereas in 1936—1938 Europe paid for 57 per cent of her im-
ports from the United States by shipping goods to us, in 1947
(first three quarters) she thus paid for only about 15 per cent
of her imports. Second, the financial aid to Europe accounted for
more than four-fifths of the excess of purchases of Europe from
this country in 1946 and for nearly all of it in the second quarter
of 1947.'® Third, whereas United States merchandise exports to
Europe in 1946 were 45 per cent of the total, and Europe’s share
of the United States export surplus, 67 per cent, imports into the
United States from Europe were but 17 per cent of United States
imports in this year, and imports of goods and services and invest-
ment income, 24 per cent.'®

Fourth, Europe received the major part of the loans and uni-
lateral transfers made by the United States. Thus Europe ob-
tained 72 per cent of the United States Government’s unilateral
transfers in 1946 and 60 per cent in the second quarter of 1947,
and in these two periods 93 and g2 per cent, respectively, of
United States Government long-term capital loans.!™ Fifth, in
the two years ending June 30, 1947, Europe received $12.2 billion
of $16.3 billion of United States Government loans, property
credits, and grants. Of the total, Paris Conference countries ac-
counted for $9.3 billion, and the Iron Curtain countries, $2.3
billion. (Many will consider the last as a rat-hole enterprise.) Of
the loans and property credits, Europe received 87.4 per cent ($8
billion out of $9.1 billion) and the Paris Conference countries, 80.9
per cent, with the Paris Conference countries accounting for $7.4
billion (the United Kingdom and France alone, $6.3 billion).!8

According to the National Advisory Council (NAC), gold,
dollar balances, and foreign investments in the United States on
June 30, 1947, were around $28.7 billion, of which one-half was in
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gold. Of this total the countries under the ERP accounted for
$13.7 billion (gold, 6.6; short-term dollar assets, 2.2; long-term,
4.9). For all countries, private dollar balances at $3.2 billion as of
June 30, 1947, exceeded official dollar balances at $2.2 billion.*®
These figures of the National Council do not check too well with
those relcased by the Federal Reserve Board more recently. Gold
reserves of the ERP countries were estimated at $5.7 billion at the
end of 1945 and $3.75 billion at the end of 1947; foreign banking
funds at $2.1 billion and $1.5 billion, respectively.?

It is indeed tempting to tap the gold and other United States
assets held by the ERP countries at the end of 1947. Unfortu-
nately, the assets are unevenly divided, and the surplus gold re-
serves even in the middle of 1947 were but $1.5 billion — an addi-
tional amount has since been sold. Their $3.75 billion of gold
available at the end of 1947 equalled about 4 per cent of their
income, whereas our $22 billion constituted about 11 per cent of
our income. Furthermore, the $2 billion of short-term assets
belonging to the ERP countries in 1947 were not large when com-
pared with export trade to these countries at the annual rate of
$7 billion. In 1937 all of Europe held $1.3 billion of short-term
dollar assets, with exports to Europe in 1937 at about one-quarter
the 1947 level; and the dollar balances privately owned are not
all easily mobilized by the government. Part of the foreign assets,
in fact, more than half of the long-term assets of the ERP coun-
tries in 1947, were in direct investments. These are not easily
liquidated.®

In short, there seems to be little prospect that Europe will be
able to finance herself significantly by further drains on her re-
serves and dollar balances and investments. This pessimism is
generated by the need of minimum reserves to cover the internal
circulation and temporary deficits in the balance of payments
(and related to this, the increased needs with higher prices and
larger trade), the uneven distribution of the assets, the conceal-
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ment of a large proportion by private holders, the difficulties in-
volved in liquidating direct investments, and the recent large
losses of gold and dollar assets — at the annual rate of $4% billion
in the first three quarters of 1947.

THE PARIS PROGRAM AND SUCCESSIVE REVISIONS

According to the CEEC, the participating countries and Western
Germany required $57.3 billion of imports over the years 1948—
1951, the United States to provide $20.4 billion, the rest of Ameri-
ca, $14.8 billion, and other nonparticipating countries, $22.2 bil-
lion. Whereas before the war the Americas had accounted for
45 per cent of the imports of these countries, the proportion in
1948 was to be two-thirds. The main imports from the Americas
in 1948-1951 were to be the following: 22

In Billions of Dollars

Food and fertilizer 13.7
Coal and petroleum 2.9
Iron and steel 1.3
Timber 1.0
Equipment covered by Technical Committee 3.4
Other (mainly raw materials) 12.9

352
Shipping 1.7

In 1948 the deficit with the American Continent, according to
the Paris Report, was to be over $8 billion. On the assumption
that the International Bank would cover $918 million of the defi-
cit there remained a total of §7.1 billion. The United Kingdom,
France, and Italy accounted for two-thirds of the total 2®

Europe’s difficulties stemmed in large part from her depend-
ence upon imports from the United States, without corresponding
sales to the United States. Production and exports were indeed at
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an inadequate level; but on top of that, Europe’s exports tended
to move to markets other than the United States, with the result
that the goods (net) and dollar burden rested predominantly
upon the United States. The following figures (from Table 14)
support this conclusion.?* It will be noted that the deficit with
the United States was to be almost three and a half times as large
as the exports of the Paris Conference countries to this country;
but with the rest of America the deficit was to be about three-
fourths of their exports to these countries. Furthermore, as noted
above, the United States was to provide about $20 billion of the
imports required, the other Americas, $15 billion, and other non-
participating countries, $22 billion. The unfortunate relation of
exports and imports is evidenced by the fact that the deficit with
the United States was to be four-fifths of the imports required
from her; with the other Americas, two-fifths; while with other
nonparticipating countries the deficit was insignificant compared
to $22 billion of purchases.

For various reasons, some of which have been mentioned, the
Harriman Committee scaled down the aid to be made available

TABLE 14
Derrcits AND ExporTs oF SIXTEEN COUNTRIES AND WESTERN GERMANY,
1948-1951
(In Billions of Dollars)
Deficits Exports
with to
United States ................... 15.81 4.67
Rest of Americas ................ 5.97 7.63
Dependencies ................... 0.66 ..
22.44
Financed by International Bank .. 3.13
Remains to be financed ........ 19.31

Source: CEEC, pp. 54-56.
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to the participating European countries. A statement of the
assumptions made by the CEEC underlines the optimism upon
which their estimates were made:

The tentatives estimates . . . are based on a number of assumptions;
these include the assumptions that their production will increase
greatly, that the imports required for this will be available, that a
state of full employment and full use of productive resources will be
continuously maintained, that an increasing part of the needs of the
participating countries and Western Germany can be obtained from
Eastern Europe and from South East Asia, that the goods which the
participating countries can produce for export can be sold to the
American Continent and to the rest of the world, that there will be
a progressive reduction in the price of imports in relation to the
price of exports, and that non-participating countries will so far as
necessary be able to pay for such goods in dollars.

On these assumptions, it was anticipated that an adverse bal-
ance with the American Continent of $8.0 billion in 1948 would
be reduced to $3.4 billion by 1951, and the adverse balance with
other nonparticipating countries of $240 million in 1948 would be
converted into a credit balance of $1800 million in 1951.%°

Emphasizing the difficulties of making precise estimates for
years to come, the Harriman Committee nevertheless scaled down
the deficit to be financed by the United States from $19 billion,
as estimated by the CEEC, to from $12.5 to $17.2 billion. Because
goods were not available in adequate amounts and because they
proposed to transfer the burden in part to other countries, the
Harriman Committee put exports from the United States at $2.5
to $6 billion less, and exports from the other Americas at $o.75
billion dollars Jess to $1.5 billion more, than the CEEC had esti-
mated. The help to be given by the International Bank and the
use of part of the dollar balances belonging to the ERP countries
were to reduce the cost to this country. In other respects, the
Paris Conference projections were held to have been overly opti-
mistic. Prices of imports and of imports relative to exports were
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likely to be higher than assumed by the CEEC. (With large

excesses of imports, the absolute prices of imports are much more
important than relative prices of exports and imports, that is, the
terms of trade.) The estimates of exports from Europe were opti-
mistic; the assumption that the proceeds from exports by depen-
dent countries could largely be made available in dollars was
unrealistic. For these reasons, the Harriman Committee had to
raise the estimates of deficits; but on balance the cost to the
United States was scaled down.2®

After a survey of the CEEC report and official United States
reports (of the Council of Economic Advisors, of the Department
of the Interior, and of Mr. Harriman’s Committee) and after an
exhaustive independent examination, the Executive Branch pro-
posed an ERP to cost from $15.1 to $17.8 billion over four and a
quarter years, April 1, 1948 to June 30, 1952. For the fifteen
months ending June 30, 1949, the State Department’s estimate
was $6.8 billion, inclusive of $200 million to cover contracts for
goods and equipment to be delivered after June 30, 1949. Also
included in this sum were outlays for the recovery and rehabilita-
tion of Western Germany (except for $822 million to be spent
for the prevention of disease and unrest in Bizonal Germany and
to be covered by the Army).?

The executive branch estimate for the first fifteen months, as
submitted to Congress, called for an authorization of $6.8 billion.
In the Foreign Assistance Act of 1948, the program was to be on
an annual basis, the amounts involved being related to the fifteen
months’ proposals of the executive branch. On its recommenda-
tion for the fifteen-month period, the United States would not
cover the major part of the deficit of $811 million of participating
countries with nonparticipating countries; and loans by the
International Bank, private loans, unexpended United States
Government credits and assistance previously authorized, reduc-
tion of gold and dollar balances by participating countries, and
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assistance from other Western Hemisphere countries should ac-
count for $1.3 billion additional. By deducting $1.3 billion and
also $822 million in army appropriations for expenditure in
Western Germany from the deficit of $8.5 billion for the CEEC
countries and adding $200 million for covering deficits of West-
ern Germany with nonparticipating countries and $200 million
required for obligations prior to June 30, 1949, to cover contracts
for shipments in subsequent periods, the executive branch arrived
at an estimated cost of $6.8 billion for the first fifteen months.28
A similar pattern is used for the four and a quarter years. Start-
ing with a deficit for the Western Hemisphere of $19.4 to $22.1
billion and adding $0.6 billion for the Bizonal deficit with non-
participating countries and deducting $4.1 billion for financing
outside of new United States Treasury funds and $800 million
for United States Army outlays in Germany, the executive branch
estimated total outlays at $15.1 to $17.8 billion and requested
authorizations of $17 billion.?®

For the fifteen months ending June 30, 1949, the executive
branch made the estimates found in Table 15.

For fiscal 1949 (year ending June 30, 1949), the estimates by

TABLE 15

EsTIMATED BALANCE OF PAYMENTs OF PARTICIPATING COUNTRIES AND
WesTERN GERMANY, APRIL I, 1048 To JUNE 30, 1949 *

(In Millions of Dollars: Surplus [+, Deficit [—])

With Other
With Nonpartici-
With Other Western pating
With U. S. Americas Hemisphere Countries Total
Exports ........ 2,255 1,758 4,013 5,516 9,520
Imports ........ 6,989 4,824 11,813 6,633 18,446
Net adjusted

balancet ..... —5,176 —3,351 —8,527 — 811 —9,338

* ERP State, p. 42.
t Includes allowances for rise of prices since July 1, 1947 and nct invisible
items.

[ 136 ]



BALANCE OF PAYMENTS

the executive branch of the Government are to be compared with
those of the CEEC and the Harriman Committee for 1948 (see
Table 16).

Estimates of imports by the ERP countries from the United
States ran substantially lower than those by the CEEC, and
roughly at the upper limits of those by the Harriman Committee.
Imports by the participating countries from the other Americas
were, however, high as compared with either the CEEC or the
Harriman estimates. For exports to the United States by the
participating countries the estimates of the executive branch were
again substantially higher, and to the other Americas roughly
equal to those of the CEEC and the high Harriman estimates. It

TABLE 16

CoMPARISON OF ESTIMATES OF BALANCE oF PAYMENTs DEFICITS OF THE PAR-
TICIPATING COUNTRIES WITH THE WESTERN HEMISPHERE FOR THE FirsT YEAR
ofF THE EUROPEAN RECOVERY PRrOGRAM *

(In Millions of Dollars; July 1, 1947 Prices)

Harriman Committce

Low High Executive
Availa- Availa- Branch
CEEC bality bility (Fiscal
(1948) (1948) (1948) 1949)
Imports from U. S. ..... 5926 4350 5050 5034
Imports from other
Americas .......... 3239 2960 3410 3661
Exportsto U. S. ........ 848 700 850 1063
Exports to other
Americas .......... 1311 1110 1310 1319
Unadjusted balance
of payments, cur-
rent account
With U. S. ......... —5936 —4450 —4920 —3760
With other
Americas .......... —2099 —1880 —2140 —2543
Total ................ —8035 —6330 —7060 —6303

* ERP State, p. 100.
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is clear that the executive branch’s suggested imports for the par-
ticipating countries from the United States were lower than those
of the CEEC and, from the other Americas, higher; and exports
from the participating countries o the United States were esti-
mated higher by the executive branch than by the CEEC and
the Harriman Committee. As might be expected, the adverse
balance with the United States was reduced, and that with the
other Americas increased relatively, as compared with earlier
estimates.3° ;

Table 16 reveals that the CEEC estimates of imports from the
Americas were watered down by the executive branch, in part
because of the unavailability of goods from this country; and a
large share of the burden in terms of goods, relative to CEEC
blueprints, was transferred from the United States to the other
Americas. According to the executive branch program, this
country is to export less and to import more (relative to the Amer-
icas) than suggested by the CEEC. In this manner the goods
cost of the program to this country is to be reduced, and dollar
costs whittled down — for reasons suggested here and above. The
executive branch envisages these savings despite their expectation
that production goals in Europe will generally not be reached.
The expected failure of Western Europe to attain its production
goals will not be too serious if instead of persisting in excessive
investment programs, they concentrate their reduced capital pro-
grams on projects yielding quick returns and large gains in the
foreign balances, and if they divert agricultural production sub-
stantially from meat to grain.3

An interesting estimate was also made by the International
Bank. Cutting ERP imports substantially below the CEEC esti-
mates, the Bank also envisaged a large cut in exports by the ERP
countries. The Bank reduced the CEEC estimated imports for
four years by the ERP countries by $3 billion, or 5 per cent, the
largest cut being accounted for by imports from the United States
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($2.5 billion). Imports from the other Americas corresponded to
the CEEC estimate: The Bank reduced imports of equipment
over the four years by $1.25 billion, or close to 30 per cent; of the
three F’s (food, fuel, and fertilizer) by $1.1 billion, or 17 per cent.
As a result of the rise of prices since July 1, 1947, the decline in
dollar value of imports of these reductions was cut by one-half.
Although exports were reduced much more than imports, the
greater significance of imports is reflected in a much larger defi-
cit for the ERP countries than the average estimate of the Harri-
man Committee or that of the executive branch.#? For fiscal 1949,
the estimated deficit in billions of dollars was: Administration:
8.7; the Bank, 9.1; Harriman: Low = 7.3, High = 8.5; CEEC
= 9.2

FINAL OBSERVATIONS ON THE DEFICITS

For more than a generation, Europe has suffered from dollar
shortage. In part the explanation is faulty policy making (inclu-
sive of extravagant capital programs and unrealistic exchange
rates), in part the failure of the price mechanism to work; but,
in addition, structural maladjustments related to war and politi-
cal disturbances and uncertainties, and the emergence of new in-
dustrial nations help explain Europe’s difficulties. In the years
19461948, the breakdown of trade with Eastern Europe, Eastern
Germany, and Asia, the crop failures, and especially higher prices
for imports and losses of invisible credits were special factors
intensifying the crisis.

How large the adverse balance of payments of the participating
countries will be over the next four years can be estimated only
subject to a large margin of error. Much will depend upon the
recovery of European production, the allocation of resources be-
tween exports and domestic use, the effectiveness with which do-
mestic resources and supplies obtained under the ERP are used,
the progress made in stabilizing currencies and balancing budg-
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ets, movements in prices of exports and especially imports, the
extent to which the participating countries can divert their ex-
ports to hard currency countries and stimulate imports from soft
currency countries inclusive of Eastern Europe, and upon the
strengthening of trade ties and currency arrangements among
the participating nations, with resulting reduced demands upon
the Americas. These and other factors will determine the size
of the deficits.

How much of the cost will fall upon the United States economy
can also be estimated only roughly. All the factors listed in the
preceding paragraph are relevant. The more European imports
are obtained outside the United States, and the more her exports
are channeled to this country, the less the costs to the United
States. By forcing foreign countries to finance a larger part of
the total costs, the United States will contribute not only to re-
ducing the cost to the American taxpayer but also to cutting our
exports. For, insofar as this country finances exports to the par-
ticipating countries from the other Americas, the latter obtain
dollars which they use largely to buy goods from the United
States. Forcing the other Americas to carry part of the financing
burden will be tantamount to a reduction in the supply of dollars
made available to them, and hence in the command of goods in
our markets.

Another relevant issue is American commercial policy. Unless
this country adopts liberal economic policies, it will not be easy
for Europe, the other Americas, and other nonparticipating coun-
tries to sell the goods which will reduce the net burden. It will
be recalled that this country over many years has had an excess
of exports in relation to Europe and the rest of the world. At the
end of 1946, the debt of the world to the United States (exclusive
of World War debts) was about $21 billion. In addition, com-
mitments still unutilized amounted to $5 billion. The annual
charge by 1952, inclusive of amortization, is estimated at $1.2 to
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$1.4 billion; and this exclusive of new loans and commitments
under the ERP.*¥ Equilibrium in the balance of payments will
require an excess of imports of at least $1 billion plus the amounts
required to finance the ERP and other loans. The adjustment in
the balance of payments required from an excess of exports of
one to ten billion dollars, annually, to an excess of imports would
be revolutionary, and if effected over a short time it might well
be disturbing. Concerned over the disrupting effects of repay-
ment of loans, the Council of Economic Advisors urged serious
consideration of substantial assistance rather than loans under
the ERP.*

Finally, we should underline the following conclusions to be
drawn from the statistical marathon in this chapter. Western
Europe’s adverse balance of payments stems in small part, if at
all, from a deterioration in the terms of trade; much more im-
portant is the large rise of prices of exports from this country and
the Western Hemisphere generally, the conversion of a favorable
invisible balance (for example, interest paid abroad) of $1.5 bil-
lion on credit account before the war to a deficit of $500 million
in 1947, and the difficulties of converting currencies received for
a large part of her exports into dollars. These are in addition to
the general economic deterioration associated with the production
crisis. It is clear, also, that European gold, dollars, and other
foreign assets will not finance much of the adverse balance of
Western Europe: the amounts available are not large relative to
reserve requirements for currency and balance of payments pur-
poses; and in part they cannot be mobilized. Despite the large
proportion of aid made available to Europe in 1945-1947, the six-
teen nations are still confronted with a very large deficit. Their
exports to the United States are a small proportion of their im-
ports from this country, both in relation to prewar imports and
in relation to the imports from the other Americas. The execu-
tive branch tried to correct this situation in part by estimating
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exports from Western Europe to this country from 1948 to 1952
generously and by putting a heavier burden of exporting to West-
ern Europe upon the other Americas. In general, the executive
branch was inclined to be more optimistic concerning Western
Europe’s capacity to export and our capacity to provide goods
than was the Harriman Committee; but less optimistic on avail-

abilities of goods in Europe or the Americas for export than the
CEEC.
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Jutroduction

CONTENTS

Having dealt with the European crises, I shall now turn to the
impact of the ERP upon the American economy. This introduc-
tion indicates the contents of the next four chapters. The first of
these chapters (7) discusses the determinants of costs and alloca-
tions of assistance; the next (8), the financial costs, then (9),
inflation and the ERP, and finally (10), shortages in relation
to the ERP.

I begin this introduction with a summary of the contents of
Chapters 7 and 8. The reader will find in these chapters a dis-
cussion of the financial problems raised by the ERP. Rather than
summarize Chapters g and 10, I have dealt rather briefly in this
introduction with the issues of inflation and impact of the ERP
on particular markets. The reader who is not particularly inter-
ested in the inflation problem in this country, and the contribu-
tions of the ERP to inflationary pressures may prefer to read this
introductory section and skip Chapter 9. He will, however, find
a much more detailed and comprehensive treatment of the sub-
ject in that chapter. In this introduction, we also consider the
possibility of a deficiency of demand. In particular this offers an
occasion for considering a serious threat to the program: the
tendency to use the ERP as a device for subsidizing exporters of
products in excess supply. This introduction ends with a consi-
deration of the effects of the ERP upon one market, that of petro-
leum products. (Chapter 10 deals more fully with repercussions
on numerous mal-provisioned markets.) This introduction also

[144]



IMPACT ON THE UNITED STATES

indicates the effects of the ERP upon the distribution of United
States exports.

Chapter 7 begins with a discussion of costs and the standards
to be applied in determining the amount of aid and its distribu-
tion. Deficits in the balance of payments are an important con-
sideration; but, as we shall see, not by any means the only im-
portant criterion. For example, the assistance given under the
ERP depends also upon the relative recourse by the participating
countries to purchases from the United States on the one hand,
and from the other Americas on the other. One of the trouble-
some problems considered in this chapter is that of determining
the manner of financing imports of the ERP countries. For ex-
ample, how is this government to determine the choice between
imports to be financed with ERP funds and those to be financed
in other ways? Since ultimate costs will depend upon whether
assistance is given by loans or grants, it is necessary also to con-
sider the manner of allocating assistance between these two alter-
natives. Manner of financing is to depend in no small part upon
the types of commodities imported; for, other things being equal,
it is assumed that countries requiring food and other necessities
would receive grants rather than loans. How far this formula is
followed, will be made clear in later discussion.

Treatment of these problems, which requires the major part
of Chapter 7, is continued in Chapter 8, where the issues are
considered in a general way, such as the magnitude of the pro-
grams, the manners of providing assistance (dollars or goods?),
and special problems of finance.

INFLATIONARY IMPACT

Various aspects of this problem are discussed in Chapters g and
10, and for this reason we may be brief. Witnesses on behalf of
the executive branch and secretaries Marshall, Harriman, and
Anderson, in particular, gave testimony that the inflationary

[145 ]



EUROPEAN RECOVERY PROGRAM

effects of the ERP would not be serious and that its introduction
would not require the imposition of controls. The implication
was not that controls were not necessary, for Harriman before
the Senate Banking and Currency Committee had proposed allo-
cation and other controls in crucial markets; but rather that the
need for controls was associated with the general supply and de-
mand situation, not with the ERP.

The issues were well put by the House Committee on Foreign
Affairs:

These special inflationary impacts of the foreign-aid program can
be mitigated or neutralized to a considerable extent by administrative
programming procedures such as were developed during the war. It
would be the purpose of such measures to maximize available sup-
plies, to insure that the supplies produced were made available in
fact for the most essential uses, and that other uses were deferred
if acceptable substitutes were not available.?

In Chapter g we take the position that the inflationary pressures
on our 1948 economy are strong; that the introduction of ERP
(and, more recently, increased military expenditures) will tend to
increase the dangers of substantial inflation; and that unless
courageous protective measures are taken, the success of the ERP
will be jeopardized, both because of the reduced value of goods
made available under the program, and because of the associa-
tion of inflation with the ERP and the resulting threat to the
program.

The inflationary pressure is not measured merely by the ratio
of ERP expenditures to total national income though this is a
relevant consideration; but also by the relation of ERP outlays
to such marginal items as the excess of business outlays to savings
available, or the excess of government receipts over expenditures.
It is well to consider, for example, the relation of the ERP to the
government budget. In his budget message of January 1948,
President Truman estimated the surplus for the year ending
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June 30, 1948, at $7.5 billion, and for the year ending June
30, 1949, at $4.8 billion. It now appears that in view of the
large reduction of taxes voted early in 1948 and the increased
demands of the military and the ERP, fiscal 1949 is likely to ex-
perience a deficit, not a surplus. (This may not appear in view
of the Ponzi-like legislation, which provides the transfer of $3
billion of the 1947—48 surplus for use by the ERP.) Correct fiscal
and monetary policy in the current situation would require not
a reduction of taxes, but an increase. In calendar 1947, for ex-
ample, a budgetary surplus of $6 billion did not preclude a 15 per
cent rise of consumers’ prices. Large budgetary surpluses are re-
quired to offset two inflationary factors: the excess of spendings
over savings available to business and the relevant excess of ex-
ports over imports.® Yet at the same time that the ERP aid and
increased military expenditures promise to erase the surplus, Con-
gress voted a reduction of taxes. It is difficult to reconcile the
action taken, in which the members of the House Foreign Rela-
tions Committee concurred, with the sensible views on fiscal
policy urged by that committee under the expert guidance of
Professor W. Y. Elliott.*

ANTI-INFLATIONARY POLICY

What is required in the current situation is an over-all anti-
inflation program, inclusive of cautious use of monetary policy
and a bold recourse to fiscal policy, by which I mean severe taxes
and economy of expenditures, consistent with our broad national
objectives. This is a time for debt reduction, not debt increase.
The more judicious and effective these impersonal controls of our
system, the less the country will have to depend upon the type
of controls that are distasteful to the American people.
Allocations, inclusive of export controls, are crucial in the anti-
inflationary attack. As is evident in Chapter 10, the executive
branch in the evolution of the ERP, tended to avert severe pres-
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sures on scarce markets by reducing the amounts requested by
the CEEC and also by diverting purchases to other countries.
Yet allocations and a genuine export control system are required
in order to assure Western Europe a fair share of commodities
in short supply, and in order to control the use of dollars obtained
in payment for offshore purchases under the ERP. Surely a
genuine allocation system for steel, oil, grains, and lumber with
its control of demand, would assure the most effective use of
these scarce goods and preclude large inflationary pressures on
these markets.

That exports, or the excess of exports, may be $1 billion less
in 1948 than in 1947 does not by any means suggest that the excess
of exports will not be inflationary. A large excess of exports con-
tributes to inflation because the income earned in producing the
exports is not offset by a corresponding supply of goods: the ex-
ports are not available to satisfy domestic demand. By 1947 ex-
ports were already contributing to inflation. In 1947 they were
$4.3 billion, and the excess over imports, $3.2 billion above those
of 1946; and the total of exports was $19.6 billion in 1947 and
the excess of $11.3 billion, a record.® What may be accomplished
by export control is suggested by the fact that in the second half
of 1947, the volume of exports to Latin America was five times
that of 1938, to Canada three times, and to Europe only two and
one-half times.®

DEFICIENCY OF DEMAND AND DUMPING

One final point should be made about the inflation problem. It
is generally assumed that over-all conditions over the period of
the ERP will be inflationary. In the light of the institutional
pressures which tend to induce inflation, and in the light of the
large government commitments and the pent-up demand, this
seems to be a reasonable assumption. Excessive solicitation for
protecting middlemen and the encouragement of a mushrooming
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of middlemen for buying ERP goods may further strengthen the
inflationary effects of the ERP.

Yet we should not rule out the possibility of deficiency of de-
mand over the next four years. Insofar as that occurs, the mobili-
zation of resources for the ERP may not cause inflation: goods
may be produced out of factors that otherwise would have been
unemployed. Moreover, it is necessary to take into account the
extent to which the ERP will be provisioned out of surpluses.
(We comment on this problem in Chapters g and 10.) Secretary
Anderson frankly admitted that the ERP will be necessary to pro-
vide adequate markets for cotton, wheat, tobacco, lard, rice, fruits,
and vegetables.” In fact, the ERP may degenerate to some extent
to a program for subsidizing surplus producers.

Nowhere is the tendency to use the program as a means for
subsidizing inefficiency at home and dumping more clear than
in the struggle to save several hundred million dollars by trans-
ferring a limited number of ships to foreign control and foreign
charters. The original executive branch proposal was gradually
whittled down, first by the Senate Committee and then by the
Senate; and despite the efforts of the House Committee, the
Foreign Assistance Act protected the domestic industry — at least
50 per cent of the gross tonnage is to be shipped under the United
States flag — and did not provide for transfers. Undoubtedly the
shipping lobby must have been very effective; for the transfers
and foreign chartering originally proposed were compatible with
defense requirements.®

In the course of passage, various groups urged Congress for
special favors under the ERP. One example is the producers of
naval stores, who emphasized the loss of export markets and,
confronted with the choice of price support or listing under the
ERP, preferred the latter as a wedge to the reéstablishment of
foreign markets.?
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IMPACT ON PARTICULAR MARKETS

It is a commonplace that though the total amounts involved may
not be large, the repercussions of substantial diversions under
the ERP may be serious on particular markets. Chapter 10
largely deals with the problems of supply and demand in particu-
lar markets affected by the ERP. (Figure g may be of some in-
terest here.) By reducing the requirements presented by the
CEEC and by proposing recourse to other markets for commodi-
ties especially short in this country, the executive branch substan-
tially reduced the anticipated inflationary effects and sacrifices as-
sociated in this country with the ERP. In grains, for example, the

PERCENTAGE OF US. PRODUCTION GOING TO PARTICIPATING COUNTRIES
U.S.PRODUCTION

EXPORTS TO PARTICIPATING
COUNTRIES (1948-49) AS A
83 PReoUKTOR

SYNTHETIC  “apetzd g
NITROGEN ------59%
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535,000,000 (1948)
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[ ] []
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STEEL :, ’ -30%
(METRIC TONS)

36,500,000 (1947)
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) — *

(BOARD FEET, ‘é’\ = (-]
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executive branch reduced both the total amount to be made
available and the proportion to be provided by this country.
Where alternative supplies were not available and serious short-
ages prevailed or threatened, Europe had to be satisfied with
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much less than she had asked —for example, scrap iron and
machinery. In its estimates of machinery and equipment needed,
the CEEC was particularly unrealistic; and the amounts to be
made available were much smaller than those requested.® In
steel, the Senate Small Business Committee complained of the
excessive drains for export. The committee was concerned over
exports of steel-mill products in 1947 at the rate of 7 million tons
annually, or 11.1 per cent of current production!* The Herter
Committee also pounced upon the CEEC for its large demands
for steel’* More recently (April, 1948), the State Department
further reduced allocations of iron, steel and 0il.13

Oil was one of the biggest headaches. Only by imposing the
real burden almost exclusively on the Caribbean and (especially)
on the Near East, the financial costs to be borne by this country,
could we satisfy a substantial part of the requirements. Senators
were quick to point out that Europe was committing a serious
blunder in shifting from coal to oil; and that, should trouble arise
in the Middle East, the commitments under the ERP might
seriously embarrass both Europe and the United States. Ac-
cording to Secretary Krug, even though imports into this country
in 1948 would rise by 14 million barrels, exports decline by 10
million, and output expand by 95 million, the United States
sources in the first year could provide only 2 to 3 per cent of the
ERP requirements, and even less later; and to secure these goals
some controls would be necessary.!*

Tables 17 and 18 below summarize the main aspects of the
problem. ERP countries are not to receive as much food as they
would like, the exceptions being commodities likely to be in ex-
cess of supply in this country. Meat is an example of a commodity
offered in substantially smaller amounts than requested —and
with impending shortages in this country, Europe will have to
obtain its meat under the ERP in the other Americas. Shortages
here also explain the large pruning of CEEC estimates for petro-
leum, equipment and machinery, pig iron, scrap, and crude and
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TABLE 17
CoMPARISON OF SELECTED Foop AND AGRICULTURAL IMPORT REQUIREMENTS
FOR 1948—49 * as EstiMaTED BY CEEC AND BY THE EXECUTIVE BRrANCH
(DePENDENT OvVERseAs TERRITORIES ARE Not INCLUDED)

(In Thousands of Metric Tons)

Exccutive
Estimated Total Import Branch

Requirements Estimate

as Per Cent

Executive of CEEC

CEEC Branch Estimate
Bread grains ................... 17,088 14,270 79
Coarse grains ................... 9,349 5,700 61
Fatsandoils .................... 2,068 2,464 83
Oilcake and meal ............... 4,417 2,750 62
Sugar ....... ... 3,053 3,056 100
Meat (including horse meat) .... 2,603 1,933 74
Cheese .... .....ovvviiiniinnnns 279 249 89
Processed milk .................. 240 346 144
Eggs .... ... e 346 209 60
Dried fruits and nuts ........... 455 493 108
Rice ... 352 140 40
Coffee (green) .................. 422 435 103
Pulses ......... ... ... ..o e 530 e
Fresh fruits ..................... 2,811 2,818 100
Cocoa ...t 338 276 82
Tobacco ...........c.coiiiii.. 247 328 133
Nitrogen fertilizer ............... 297 180 61
Agricultural machineryt ........ 266 160 60

Source: ERP: Sen. Rep., p. 23.

* CEEC estimated requirements for food and agricultural commoditics were based on crop
years, July 1 to June 30 of the following year. The first year of estimated requirements under
the European recovery program was assumed by CEEC to relate to the crop year 1947-48. Re-
quirements arc larger in 1947-48 than in 1948-49 and following years, The CEEC assumed
that full satisfaction of its 1947-48 requirements would result in much lower requirements in
1948-49 and later years. However, CEEC requirements for 1947-48 were in fact not met,
and therefore the CEEC would probably want to revise its requirement estimates upward for
1948-49. In the table given above, the CEEC requirements relate to 1948—49 rather than to
1047-48. Since the 1948—44 CEEC requirements are lower than those for 1947-48, the extent
to which the executive branch estimates of requirements differ from those of the CEEC is
understated.

t+ In millions of dollars.

semi-finished steel, and will account for additional cuts later. The
generous offer of finished steel relative to requests is a partial
offset to the denials of non-finished products.
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TABLE 18
CoMPARISON OF CERTAIN SELECTED IMPORT REQUIREMENTS FROM THE UNITED
StaTES FOR CoMPARABLE 12-MoNTH PERIODS As Estimatep 8y CEEC AND BY
Executive BrancH (DepenpENT Overseas TERriTORIES NoOT INCLUDED)

Import Requirements

from United States Execu-
tive
Execu- Branch
tive Estimate
Commodity Unit CEEC, Branch, as Per
Calendar Fiscal Cent of
Year Year CEEC
1048 1949 Estimate
Petroleum (from dollar
........... Thousand metric tons .. 23,766 19,542 82
.............. Million board feet ... 789 789 100
Crude and scmifinished
steel ...l Thousand metric tons .. 2,040 748 37
Pigiron ........ ..... Thousand metric tons .. 182 35 19
Scrap (or pig-iron equiva-
lent) .. . .. ...... Thousand metric tons .. 1,399 Tt o
Finished steel, other than
sheets and tin plate. Thousand metric tons .. 449 1,150 256
Timber equipmentt ... Million dollars ....... 10.1 9.8 97
Electrical cquipment . ... Million dollars ........ 150 95 63
Freight cars .......... Thousand units ....... 47 20 43
Steel plant and equipment Million dollars . .. . 100 48 48

Source: ERP: Sen. Rep., p. 23.

* Total imports from dollar sources, largely outside the continental United States.

+ Total timber equipment requirements in 1948, as estimated by the CEEC, were 16.4 mul-
lion dollars, of which 6.3 million dollars were for dependent areas of the United Kingdom and
France. In order to raise productivity in the timber-producing colonial areas, the executive
branch estimated that 7.1 million dollars of timber equipment might be made available from
the United States to these dependent areas in the fiscal year 1948-49.

11 Negligible.

EFFECTS OF ERP UPON DISTRIBUTION OF UNITED STATES EXPORTS
In testifying before the Senate Committee on Foreign Relations,
the Department of Commerce presented an interesting table on
United States exports.’® This table throws much light on the
problems under discussion. What follows is based on an analysis
and rearrangement of material. (The calculations are mine.)

(1) From 1946 to the first half of 1947 (annual rates), the rise
of exports to CEEC countries and others was roughly of equal
proportions: 53 and 59 per cent, respectively.

(2) On the assumption that the ERP would not be approved,
United States export trade in 1948 would be $9.9 billion; on the
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assumption of approval, $14.2 billion. (1946 = $9.5 billion; first
half of 1947, annual rate = $14.9 billion). If the ERP had not
been approved, export trade in 1948 would have declined by an
annual rate of $5.0 billion relative to the annual rate for the first
half of 1947, and by $4.3 billion in 1948 relative to exports in 1948
with an ERP.

TABLE 19

PERCENTAGE RisE oF ExporTs oN AssumpTioN oF ERP ReraTive To ExporTs
oN AssumpTION OF No ERP, 1948

Percentage
of Increased
Amount
Resulting
Percentage from ERP
Rise Going to
Associated ERP Coun-
with ERP tries
Foods .......... ........ .. .. ... ...... 26 8o
Textile fibres and manufactures .......... 42 60
Nonmetallic minerals .................... 77 86
Metals and manufactures ................. 44 50
Machinery and vehicles .................. 43 69
Chemicals and related products .......... 8o 75

Source: Based on ERP: Sen. Hear., p. 297.

(3) Under the ERP, exports to ERP countries in 1948 would
be $6.0 billion, whereas without the ERP the exports to these coun-
tries would be $3.2 billion, the gains associated with ERP being
87 per cent (2.8 = 87 per cent of 3.2). Although the CEEC coun-
tries in the first half of 1947 accounted for less than one-third of
United States trade, in 1948 they would account for almost two-
thirds of the increased exports associated with the ERP. These
figures suggest both the large re-deployment of exports under
the ERP and the continued high amounts for the world — in part
associated with aid and in part with the validation of dollars ob-
tained for offshore ERP purchases by the United States.

(4) Table 19 gives figures for important classes of commodi-
ties. It shows the large rise of exports in these categories and the
proportion of the increase to benefit ERP countries.
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7 Determinants of Costs and Alloca-
tion of Assistance

COSTS

The costs of the ERP to this country are less than the deficit
estimated by the CEEC — the executive branch put the deficit in
the balance of payments of CEEC countries with the Americas
in the first year at $6.7 billion, as compared with the CEEC esti-
mate of $8 billion. Executive branch estimates roughly corre-
sponded to those based on low availabilities of the Harriman Com-
mittee.! In an independent survey, the International Bank put
the deficit in the balance of payments at $7.6 billion, or about $1
billion in excess of the administration. And the Bank estimated -
ERP country exports alone at $600 million less than the Adminis-
tration. Over four and a quarter years the executive branch put
the deficit in the balance of payments at $19.5 to $23.0 billion, as
compared with an estimate of $22.4 billion by the CEEC.2
Many of the details concerning the relative contributions of the
United States and the other Americas will be found in Chapter 8.
For example, over the life of the program, the United States is
to provide about 55 per cent of the goods and go per cent of the
funds. Insofar as the dollars put at the disposal of other countries
for offshore purchases are used to buy goods in this country under
the ERP, the “goods” cost will be more than 55 per cent. Total
costs also depend on the price assumptions made, on the pur-
chasing methods and similar considerations. (See Chapter 8.)

STANDARDS OF AID
Costs depend also on standards. On what criteria are we to de-
termine how much help Europe is to obtain? Secretary Marshall’s
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address of June 1947 at Harvard merely suggested that “there
must be some agreement among the countries of Europe as to
the requirements of the situation and the part these countries will
take in order to give proper effect to whatever action might be
undertaken by this government.” At Paris the CEEC countries
estimated the goods that might be available from abroad for the
participating countries and Western Germany, and from this and
estimates of exports and other items in the balance of payments
worked out a common balance of payments. The resulting defi-
cits in the balance of payments checked well with computations
by individual participating countries of their anticipated deficit
with the Americas.®

It is quite clear that the ERP is not based on the theory that
the poor countries should receive more aid than the wealthy ones.
In the first fifteen-month program prepared by the executive
branch, the United Kingdom was to receive $1760 million, or
about 26 per cent of the total, and France about $1432 million, or
about 21 per cent. Italy’s share was to be $869 million, or about
13 per cent. The suggested distribution announced by the ECA
Administrator on April 20, 1948, before the House Appropria-
tions Committee corresponded closely to that of the executive
branch, the main difference being that the former was on a
twelve-month basis.* If the egalitarian principle were applied,
Italy would have received much more help than the British; for
with a population g4 per cent that of the United Kingdom, Italy
in 1946 had a national income of but 30 per cent of that of the
United Kingdom. That the amount of aid offered was only little
more than one-half as large as that for the British is explained
largely by the much smaller deficit in the balance of payments:
the British deficit with the Americas was estimated at $2.16 billion
for the first year, and the Italian at but $0.894 billion, and ECA
obligations at $1.67 and $.gor billion respectively.® Apparently,
the aid offered was related to the expected balance of payments.
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COSTS AND ALLOCATION OF ASSISTANCE
Behind the ERP was the philosophy that each country should be

helped to retrieve a standard of living which she could maintain
in the post-ERP era.®

Had aid been given according to past efforts to adjust the bal-
ance of payments, the United Kingdom might well have fared
better relative to France than she actually has under the ERP;
for the reader will recall from the last chapter that the British,
in their efforts to expand exports and exclude imports, advanced
much more rapidly than the French. (Of course, the French may
have suffered more as a result of the war.) Another consideration
which may have turned the scales in favor of France is the cru-
cial position occupied by France in the struggle against commu-
nism.

An indication of the manner of allocating ERP funds is to be
had from Table 20. This table is based on income figures which

TABLE 20

ERP CouNTtrItes: PERCENTAGE oF AIp To NATIONAL INCOME AND To DEFICITS
IN BALANCE oF PAYMENTS WITH THE AMERICAS

Percentage of Aid Percentage of
Percentage of Aid under ERP on 12-Month Allot-
under ERP on 15-Month Basis ment of Aid
15-Month Basis (April 1, 1948 (April 1, 1948
(April 1, 1948 June 30, 1949) March 31, 1949)
June 30, 1949) to Anticipated to Anticipated
to National Deficit in Deficit in
Income Balance of Pay- Balance of Pay-
(12 months) ments, 1048 ments, 1048
United Kingdom ....... 5.5 67 50
France ................. 8.0 81 64
Netherlands ... ........ 16.8 112 95
Belgium ............ .. 108 101 93
Sweden .. . .. ........ 0.7 22 19
Denmark .............. 8.2 78 62
Norway .......... ..... 2.4 68 66
Italy ... .............. 85 93 26
Western Germany ...... 9.1 79 43
Greece ............. ... 63.7 36 21

Source: National Income, ERP: Sen. Hear., p. 1005; deficits in balance of
payments, 1948, CEEC, I, 53; 15-month aid by countries, ERP: Sen. Rep., p. 47;
12-month aid, Final Report, House, p. 90. (Calculations mine.)
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are subject to a large margin of error; on anticipated deficits in
the balance of payments for 1948 as presented to the CEEC by
the countries involved — likely to be overestimated for obvious
reasons; on the estimates of aid presented by the executive branch
on a fifteen-month basis, and on the twelve-month estimates by
the ECA administrator.” These figures are subject to periodic
revision, and the results are only roughly accurate.

DETERMINANTS OF ALLOCATIONS OF FUNDS

Table 20 suggests that aid is not based primarily on need as in-
dicated by national income or income per capita. Compare, for
example, the relatively large grants to Greece and the exclusion
of Portugal. (The latter is not included in the table.) Yet both
countries are in the one to two hundred dollars per capita income
group. Or compare the Netherlands with fifteen-month aid equal
to 16.8 per cent of yearly income and Italy with but 8.5 per cent,
and yet the former’s per capita income in 1946 was twice that of
the latter.

Obviously the deficit in the balance of payments with the Amer-
icas is decisive. The reader will observe, however, that the aid
proposed varies greatly relative to the adverse balance with the
Americas in 1948. In part the explanation is that the periods
covered are not identical (adverse balance is for 1948, and aid
for the year ending March 31, 1949); but more important is the
modification of the CEEC estimates by the United States experts.
It will be noted, for example, that Sweden, Greece, Western Ger-
many, and the United Kingdom especially received much less
than the CEEC estimate of adverse balances seemed to indicate
they needed; and that the Netherlands and Belgium were treated
particularly well (Columns 2 and 3).

The figures in Table 21 are relevant —they compare the ad-
verse balance as suggested by the CEEC for 1948, and the esti-
mates by the executive branch for the year ending June 30, 1949.
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TABLE 21
DeFiciTs IN THE BALANCE OF PAYMENTS WITH THE AMERICAS AND
ECA OsLicaTIONS
(In Millions of Dollars)
July 1, 1948 to ECA
June 30, 1949 — Obligations
Executive (Estimates of
1948 — CEEC Branch March 1948)
(1) (2) (3)
Countries receiving much
less than indicated deficit
Sweden .. . . ... ..., 150 65 28
Greece e .. ... . 510 157 106
Western Germany .. ... .. 1270 825 549
United Kingdom ... 2630 1923 * 1324
Countries receiving amounts
that correspond roughly to
deficits
Netherlands .. . . .. 630 659 600
Belgium .. . .. 320 439% 206
Others
Italy .. . . . .. .. 030 280 704
Norway . . 50 76 33
France ... .. ..... .. .. 1760 1224 % 1131
Denmark .... .. ... 210 162 131

Source: Column 1, CEEC, p. 53; Column 2, from individual ERP Country Studies; also sce
ERP: Sen. Hear., p. 132.

* Dependencies — favorable balance of $260 mullion.

1 And dependencies.

1 And Luxemburg.

In Table 21, figures in the last column (ECA obligations) are
the latest revision: they include adverse balance for dependencies
and relate to ECA obligations, that is, payments obligated for in
the period, not the actual deficit in the balance of payments, nor
the Treasury disbursements for the period. Obligations of funds
mean the amounts made available for contracts to be made. Ob-
viously, deliveries will not equal obligations in any one year. The
State Department also published deficits for the fiscal year 1948
49, with the Western Hemisphere as estimated in March 1948.
These figures of March 1948 diverge from those of December
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1947, notable examples being: the United Kingdom, a reduction
of $306 million in the deficit, or 16 per cent (the Dependencies, a
reduction in the credit balance by $170 million, or about two-
thirds); France, a reduction of $100 million in the deficit, or g
per cent (the French Dependencies, a rise in the deficit of $75
million, or 56 per cent); Greece, a decline of $28 million in the
deficit, or 18 per cent; Switzerland, a rise in the credit balance
by $92 million, or more than five and a half times; and also a
large rise for Western Germany.® (The comparison is not be-
tween column 2 and column 3 of Table 21, but between deficits in
the balance of payments [estimated late in 1947 — column 2] and
deficits estimated in March 1948.)

Obviously, there are other relevant considerations. France and
Italy may receive favored treatment because they are crucial areas
in the anticommunist struggle, although the correlation of aid
and communist strength is not generally high; and to some ex-
tent aid is related to the kind of commodities purchased by each
country.

Another related problem is the source of financing, which
Table 22 clarifies. It will be noted, for example, that the United
Kingdom’s dollar earnings are more than half of her anticipated
total imports from the Western Hemisphere, and that Swiss
dollar earnings are at least equal to her imports from that area;
but for Italy they are less than one-sixth and for France less than
one-fifth. Sources exclusive of new United States funds and dol-
lar earnings available to cover the dollar deficits are relatively
large for Belgium, Denmark, France, Greece, Italy, the Nether-
lands, Norway, and the United Kingdom; but these sources pro-
vide nothing or relatively little for the other countries. These
sources are advances from the international agencies, the Export-
Import Bank, advances by other Americas, and so on.?

We should also consider the relative deficits of the various
countries with the United States on the one hand, and with the
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TABLE 22

RecapiTuraTiON OF TABLES SHOWING ILLUSTRATIVE COMPOSITION OF IMPORTS
oF CoMMODITIES AND SERVICES FROM WESTERN HEMISPHERE AND POSSIBLE
Sourcks aND DisTRIBUTION OF FINANCING, APRIL 1, 1948, To JUNE 30, 1949

(At July 1, 1947, Prices)

Possible Sources of Financing

Sources

Other Than New

New United United

Total Dollar States States

Imports * Earnings + Funds Funds ¢

$ million $ million $ mullion $ million

Austria  .... ......... 233 39 12 182
Belgium-Luxemburg . ... 853 334 196 323
Denmark ... ........ 237 45 28 164
France ............... 1,931 369 128 1,434
Greece ... 262 67 9 186
Iceland ............... 23 10 e 13
[reland .. . . .. . .. 192 40 . 152
Italy . .. ... . 1,60 183 108 869
Netherlands ........... 1,136 271 160 705
Norway .......... - 253 163 56 34
Portugal ............ 144 144 . .
Sweden ... ... .. ce 499 423 43 33
Switzerland . .. . .. 535 535 - cee
Turkey L 69 69
United Kingdom .. ..... 4,311 2,133 418 1,760

Germany:

Bizone ............. 1,014 100 s 914
French zone .... .. . 93 13 .. 80
Saar ... .. .. ... 14 3 . 11
Total .... . . 12,959 4,941 1,158 6,860

Source: State Department.

* Including net dollar payments for freight and other invisibles.

+ Including drawings of $72,000,000 by Portugal on 1ts gold and foreign exchange resources.

1 This column includes funds being requested by the Department of the Army for preven-
tion of disecase and unrest in Germany.

Cf. State Dept. Proposed Distribution, p. 7, for later figures. Total shipments from Western
Hemisphere are now estimated at $13,565 mullion. The largest gains are for Belgium-Luxem-
burg and Western Germany; there are large reductions for Greece and Sweden. Dollar earnings
are down by $473 million, the main losses being ascribed to France, the Netherlands, Norway,
Sweden, Switzerland, the United Kingdom, and Western Germany. Earnings of Portugal were
boosted. It is significant that within 3 months, estimates of shipments were up by s per cent
and dollar earnings down by almost 10 per cent.

other Americas on the other. Countries with relatively large def-
icits with the latter may have to depend relatively less on United
States aid; for the other Americas presumably are to advance
part of the credit required to finance offshore purchases. Over
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the first fifteen months, American officials estimated that about
$700 million of aid would be had from the other Americas. (The
International Bank was less optimistic.) Thus the United King-
dom’s anticipated deficit in 1948 with the United States is $891
million and with other Western Hemisphere countries, $1032
million; in contrast, Italy’s deficits are $584 million and $196 mil-
lion, respectively; and France’s, $g903 million and $187 million,
respectively.’® On this account, it might be expected that the
United States would provide larger sums of new money relative
to the deficits for Italy and France and relatively small amounts in
relation to the deficits for the United Kingdom.™

In summary, the allocation of funds under the ERP depends
on numerous factors, the most important of which is the balance
of payments with the Americas; and significant variables are the
availability of dollar earnings and other sources of dollar income,
and the extent to which imports come from the other Americas.
Political considerations may also have influenced the allocation
of ERP funds. In short, countries with large deficits with the
Americas will receive dollars in large quantities under the ERP
in order to finance these dollar deficits. But assistance received
will be less in so far as these countries hold assets saleable for
dollars, or in so far as purchases in the other Americas will be fi-
nanced by interests in the other Americas.

The financial burden on the United States depends in part
upon (1) the objectives of the program, (2) and, related to this,
on the manner of estimating the costs involved, (3) on the extent
of recourse to financing outside of the United States Treasury,
(4) on the relative dependence on loans and grants. Finally, (5)
a rather difficult administrative problem is raised by attempting
to determine the manner of financing exports from this country.
The difficulties originate in deciding on the exports to be financed
under the ERP appropriations, those from foreign dollar earn-
ings, and those from other sources of finance. Costs to the United
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States taxpayer may well be influenced by allocations for purposes
of financing.

In his Cambridge address, Secretary Marshall made it clear
that this was to be a program of recovery as well as relief; and in
his testimony before the Senate, Ambassador Douglas empha-
sized that in the long-run a relief program would have to be more
costly than a recovery program.'?

Estimates of costs depend in part upon assumptions concerning
prices of exports and imports, availabilities of any excess of ex-
ports to non-dollar areas to cover deficits in the dollar areas, the
anticipated volume of exports and imports, and the amounts to
be provided by the International Bank and the other Americas.
These problems are discussed to some extent in Chapter 8. It is
clear that the estimates of the CEEC were optimistic on the antic-
ipated terms of trade; and, as Dr. Richard Bissell suggests, the
executive branch may have been optimistic in appraising Europe’s
exports and the availability of United States exports.!®

On the basis of the balance of payments estimates, the executive
branch put the deficit for the first year at $6.75 billion, the Harri-
man Committee at §6.88 to $7.69 billion, the International Bank at
$7.6 billion, and the CEEC at $8.03 billion™* On February 6,
1948, the Secretary of State submitted an over-all estimate of the
foreign assistance to be required for the remainder of the
fiscal year and fiscal year 1949. The amounts involved were as
follows: *®

In Millions of Dollars

European Recovery Program 6800
Government and relief in occupied areas 1400
Philippine war damage, rehabilitation, etc. 133
Other foreign aid (including China) 750
Addition to President’s budget of appropriations 250

9333
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In the view of the House Foreign Relations Committee, the
amounts to be made available for financing the ERP countries’
deficit with the Americas out of sources other than new United
States Treasury funds (for example, other Americas, Interna-
tional Bank, and Export-Import Bank) seem conservative. The
Committee points out, quite properly, that with the uncertainty
of price movements and availability of crucial supplies the cost
of the program even in the first year may well decline by a bil-
lion dollars below the current estimates, or rise by a billion. The
International Bank, it should be noted, thinks the administration
estimates for outside financing are too high.'®

LOANS AND CAPACITY TO REPAY

Insofar as the United States Government succeeds in providing
aid in the form of loans rather than grants, the burden on the tax-
payer may be eased. In deciding that $1 billion of the $5.3 billion
to be made available for the first year should be disbursed by the
Export-Import Bank, the government put a floor under the
amounts to be advanced or guaranteed; in addition, part of the
remaining $4.3 billion might be advanced rather than given
away. The executive branch estimated loans at 20 to 40 per cent
of the total amount involved; the crucial factor in determining
the form of aid was capacity to repay, and another, the nature of
the imports, for example, funds for capital development should
be advanced. Countries able to repay were indeed to be asked
to borrow rather than to accept gifts.

That it will not be easy to apportion aid between grants and
loans, because the type of commodities imported will not neces-
sarily suggest the relative capacities to repay, is evident from the
fact that the executive branch classified aid by countries on the
basis of relief commodities and services required, and recovery
commodities and services, the former presumably being financed
by grants and the latter by loans. Yet it will be noted from the
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table below, for example, that whereas recovery types of com-
modities account for about 30 per cent of the total, the percentages
for Austria, Belgium, France, the Netherlands, and the United
Kingdom are: 35, 21, 32, 56, and 15 per cent, respectively. Surely,
Austria’s 35 per cent, the Netherlands’ 56 per cent, and the United

TABLE 23

RECAPITULATION OF ILLUSTRATIVE DISTRIBUTION BETWEEN RELIEF-TYPE AND

Recovery-Type CoMMoDITIES AND SERvICEs FINaANCED witH New U. S.

TrEASURY FUNDs AND IMPORTED BY THE PARTICIPATING COUNTRIES FROM
THE WESTERN HEMISPHERE, APRIL I, 1948, To JUNE 30, 1949

(In Millions of Dollars, at July 1, 1947, Prices)

Total Relief- Total Recovery-
Type Commodi- Type Commodi-
ties and Services ties and Services Total

Austria ....... ... ...... 118.6 63.4 182.0
Belgium-Luxemburg and

dependencies ......... 255.2 67.9 323.1
Denmark ........ ..... 7.8 86.3 164.1
France and dependencies .  968.9 465.3 1434.2
Greece ... ............. 137.3 48.6 185.9
Iceland ......... ..... 2.8 4.9 127
Ireland ................ 102.6 49.2 151.8
Italy .... .... ... ...... 719.4 149.4 868.8
Netherlands and depend-

encies ................ 311.3 393.7 705.0
Norway .......... .... . 34.1 34.1
Portugal and depend-

encies ................
Sweden ................ .. 32.9 32.9
Switzerland ............ e Ce
United Kingdom and

dependencies ......... 1490.9 269.3 1760.2
Western Germany:

Bizone ............... 630.7 283.8 914.5

French zone .... ..... 71.6 8.8 80.4

Saar ...l 7.0 3.9 10.9

Total . ............ 4899.1 1961.5 6860.6

Source: ERP: Sen. Hear., p. 495.
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Kingdom’s 15 per cent to be repaid, are not in accord with capaci-
ties to repay.'’

Repayment was not considered merely a matter of internal
capacity to finance the loan, but also a problem of transfer of local
currencies into dollars. American experts were aware of the
transfer problem, though nowhere was it made clear how the
over-all transfer problem would be solved in dealing with in-
dividual countries, that is, the problem of converting non-dollar
currencies generally into dollars without bringing chaos into ex-
change markets. Even so able a Senator as Hickenlooper could
not be made to see the relevance of the transfer problem.'®

The Senate Report summarizes the issues:

The Committee has, however, established the criteria for deter-
mining whether assistance should be in the form of grants or loans.
This determination is to depend primarily on two factors: (1) the
character and purpose of the assistance !® and (2) the capacity of
the country concerned to make repayments without jeopardizing
the accomplishment of the purposes of this bill. It is clear that
grants should not be made to countries which have the capacity to
pay cash or repay loans. It is equally clear that it would be unrealis-
tic to require a participating country to contract dollar debts now
if it does not have the capacity to pay without jeopardizing the pur-
poses of the program. However, to the fullest extent practicable
within the above tests, payment should be made on loans used in
order to finance imports of capital equipment and raw materials
for use in connection with capital development, and grants should
be used to finance imports of supplies of food, fuel, and fertilizer
and raw materials not used in capital development.20

IMPORT STRUCTURE AND MANNER OF FINANCING

One of the most difficult problems confronting the ECA will be
that of determining the manner of financing different types of
commodities. For example, in the first fifteen months, it was
estimated that the ERP countries would require $12.9 billion.
They would obtain the required dollars as shown in Table 24.
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TABLE 24
PossiBLE Sources oF ECA Funns
(In Billions of Dollars)

Original Plan * Revised Plan +

From Dollar Earnings from Exports and

Services .. . ... 4.9 4.47
From Dollar Sources Other Than New United

States Funds .................. ... ... 1.2 2.14
From New United States Government

Funds .......... ... .. . il 6.8 6.96

12.9 13.56

* ERP: House Rep., p.
+ See State Dept. Propo:ed Distribution, p. 3.

Under the Foreign Assistance Act of 1948, it is assumed that
trade will be carried on largely through private enterprise.?!
Obviously, the allocation of dollar receipts will be a responsibility
of each government, each importer then dealing with his govern-
ment. To some extent foreign governments will purchase. But
the vital issue remains that of determining the commodities
which will be paid for with ERP dollars and those to be bought
with dollars obtained in other ways. (This is not to be confused
with the problem of the manner of making new dollars available
— loans or grants — which was discussed above.)

The executive branch suggested the following procedure: 22

1. Financing which might be forthcoming from sources other than
new United States funds has been spread over commodities for the
purchase of which it is thought most likely that loans and credits
might be granted. Much is assigned to the category “Other imports,”
which includes heavy and specialized equipment and important in-
dustrial raw materials, and additional large sums are allocated to
bread and coarse grains, fats and oils, sugar, meat, and coffee, for
which other Western Hemisphere countries might extend commodity
credits or make other arrangements to assist the participating
countries.
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2. It is assumed that new United States funds will be used, in
the first instance, for selected commodities.

3. Dollar earnings of the participating countries are assigned to
the remaining Western Hemisphere requirements.

In this connection it should be pointed out that the category “Other
imports” is made up principally of important raw materials and
manufactured goods which in almost all cases are as important to
economic recovery as the selected commodities. On many of these
commodities studies of requirements and availabilities are being pre-
pared, but a miscellaneous category will always be necessary since
trade between advanced industrial countries involves thousands of
individual products.

The executive branch summarized the allocation of dollars as
shown in Table 252 From this table, it should be clear that

TABLE 25

ALLOCATION OF DOLLARS
(In Millions of Dollars)

Methods of Financing

Sources

Other

Than

By Own § New U. S. New U. S.

Category Earnings Funds Funds Total
Food, fuel, fertilizer ......... 755 618 4,185 5,558
Other raw materials ........ 383 8o 986 1,449
Listed capital equipment .... 36 53 489 578
Other imports ............... 3,211 408 609 4,228
Other dollar payments ...... 555 * . 592 1 1,147
Total .................... 4,940 1,159 6,861 12,060

Source: ERP: House Rep., p. 23; cf. State Dept. Est. Imp. etc., pp. 4-7 for revised estimates.
¢ $236 million freight and $319 million other dollar payments [’?ri:‘i.
t+ All freight.

countries importing food, fuel, and fertilizer in large relative
amounts are to rely heavily on ERP (New United States) funds,
whereas those taking “other imports” in relatively large amounts
will receive relatively small aid from the ERP. In this discus-
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sion, I assume that the countries involved require aid under the
ERP.

On the basis of material presented by the State Department,
I have checked some of the principles enunciated in Table 25
concerning the allocation of dollars. Table 26, for example, sug-
gests the contributions of the three main sources of dollars for
the most important countries. This table suggests that Sweden,

TABLE 26
Sources oF Dorrars, CErtaIN ERP CouNTries, APRIL 1, 1948 TO
June 30, 1949
(By Percentage)

Other Than
New U. S, New U. S,
$ Earnings Funds Funds
Belgium .................... 39 23 38
France .... ..... .. ....... 19 6 75
- Greece ... 26 4 70
Italy ...l 16 9 75
Netherlands ................. 24 14 62
Sweden . .. . ... .. ....... 84 9 Vi
United Kingdom ............ 49 10 41
Western Germany
Bizonia ................. 10 . 90

Source: Calculated from materials presented by State Department in ERP: Sen. Hear., pp.
119-129. Cf. State Dept. Proposed Distribution, p. 7 for later estimates; and pp. 159~160 of this
book.

the United Kingdom, and Belgium should rely heavily on their
own dollar earnings (also Switzerland and Portugal); that dollar
earnings will contribute relatively little to the dollar pool of Italy,
France, and Bizonal Germany; that sources other than new
United States funds will provide substantial funds especially for
Belgium and the Netherlands; and that recourse to dollars pro-
vided under the ERP will be especially heavy for Western Ger-
many, France, Italy, and Greece, in that order; and relatively
small for Sweden, Belgium, the United Kingdom (and Switzer-
land and Portugal).

[ 169 ]



EUROPEAN RECOVERY PROGRAM

An examination of Table 27 is of some help in explaining the
sources of dollars.** Since the new ERP dollars are especially to
finance the three F’s (food, fuel, and fertilizer), it might be ex-
pected that the large differences in relative ERP help might be
explained by large differences in the proportion of dollars re-
quired for the three F’s. But the differences — from 41 to 49 per
cent —are not wide enough to explain the large relative granss
offered to France and Greece, as compared with those proffered
the United Kingdom. Again, listed capital equipment, largely
to be financed by new United States funds, does not loom large

TABLE 27

PERCENTAGE OF IMPORTS, 15 MONTHS — FRANCE, GREECE, AND THE
Unitep Kingbom

France Greece United Kingdom
Food, fuel, and fertilizer ......... 42 49 41
Listed capital equipment ......... 6 Vi 2
Other imports .. ............ 26 18 38
Other raw materials listed A 3§ 4 14

Source: See Table 26 — my calculations. (All items not included.)

enough to explain substantial differences in the proportion of
deficits financed by new United States funds. The large drain
on dollars by the United Kingdom to finance “other imports”
does help explain the relatively small contribution of ERP dollars
to financing that country; for these are largely financed by “new”
dollar earnings. But these imports loom smaller in the Greek
budget than in the French; yet under the ERP the French receive
more aid than the Greeks relative to the deficit. In view of the
importance of raw materials in the total of British imports, we
would also expect larger relative help to the British out of ERP
funds; for raw materials are largely to be financed by ERP
dollars.

This survey suggests the following conclusion: 7 is not going
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to be an easy task to reconcile the broad principles of use of dol-
lars from various sources according to the nature of imports with
another principle, namely distribution of ERP dollars according
to need, as revealed by alternative sources of dollars. The British,
for example, will rely relatively less on ERP dollars than other
countries. That they will do so, results not so much from the type
of goods imported as from their large exports and other dollar
earnings, and their access to credit for purchases from other Amer-
ican countries.

CONCLUSION

In its impact on the American economy, the ERP is bound to be
of first-rate importance. It will be felt in many ways — in the pro-
vision of markets for surplus commodities, in the pressure on
mal-provisioned markets, in the general inflationary effects. It is
necessary to know what the program will cost; the manner of
distributing aid among countries; the division between loans and
grants; the allocation of exports for financing purposes among
ERP dollars, earned dollars, and dollars from other sources. In
making decisions, the ECA will have to know what commodities
are being exported to each country, the resources available to
each, the adverse balance of payments, the capacity to repay in
the future. Frequently one variable (for example, capacity to
pay) may suggest a loan, whereas another (for example, type of
commodity) may suggest a grant. Rules of thumb will not solve
the problem for the administrator. And aside from decisions con-
cerning individual transactions or even all transactions for a
single country, broad general decisions concerning the whole
program will have to be made. For example, the ECA may dis-
cover a high capacity to repay for the British; and yet from the
viewpoint of the over-all dollar position, repayment may be an
unwise policy. In other words, the presumptive capacity of the
British to repay may leave out of account the general shortage of
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dollars; and pressure on them to repay would impair their capa-
city to meet dollar requirements of others. This follows, because
with the British under pressure to find additional dollars, they
will restrict access to their dollar supplies and will seek to transfer
the burden to other holders of dollars.
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S. Che Fimancial Costs

INTRODUCTION

In Chapter 7 the standards of aid were considered. Relevant vari-
ables are the deficits in the balance of payments, accessibility to
dollars from sources other than dollars made available under the
ERP, and the sources from which the ERP countries import. Po-
litical considerations undoubtedly play a part. Yet as Mr. Henry
Taylor so well showed, the deployment of ERP dollars could
scarcely be justified as an attack on communism. How, Mr.
Taylor asks, could the government support allotments of $5.4
billion, or 32 per cent of the total, to the United Kingdom, of
$2.4 billion to Holland (with a communist vote of less than % per
cent), of $1.4 billion to Belgium and Luxemburg, or of $150
million to Portugal if this were an anticommunist program?!

In the earlier discussion, we failed to comment on standards
for appropriations to be made later. Are they to be based on
actual deficits in the balance of payments, or what they should
have been had the country adhered to bilateral agreements and re-
ceived a grade of A on effort and policies pursued? Here is an
issue of first-rate importance; and the discovery of the difference
between actual deficits and “might have been” deficits will tax the
ingenuity of any economist or administrator. Should actual def-
icits be the guide for alloting funds in the future, the ERP may
become a pauperization program.

GENERAL OBSERVATIONS ON BURDEN

Having discussed the ERP from the viewpoint of Europe’s re-
covery and the balance of payments, we now turn to an examina-
tion of the burden upon the United States. In earlier chapters the
discussion touched upon relevant considerations, for example, the
extent to which the burden may be transferred to the other

[173]



EUROPEAN RECOVERY PROGRAM

Americas. Our task in the next three chapters is to deal more in-
tensively with the costs to this country. Three approaches to the
problem are germane: financial costs, inflationary effects, and the
drain on commodity markets and resources. Each of these prob-
lems will be the subject of a separate chapter. Obviously, the
three problems are interrelated, for the financial costs and the
pressure on commodity markets affect the price level; and the
last, in turn, influences the financial costs.

THE MAGNITUDE OF THE PROBLEM

Earlier discussion of the balance of payments and the deficits of
the participating countries suggests the amounts involved, al-
though the estimates beyond the middle of 1949 are necessarily
highly conjectural. Table 28 summarizes the amounts and the
suggested financing.

TABLE 28

Prorosep FINANCING OF THE BarLance oF PAYMENTS DEFICIT OF THE
ParTicIPATING COUNTRIES, APRIL I, 1948 TO JUNE 30, 1952 *

(In Millions of Dollars)

April 1, 1948 to  Apnil 1, 1048, to
June 30, 1949 June 30, 1952

1. Deficit (inclusive of Western Germany) at
current Prices ........................ 8,727 20,024-22,658
2. Deficit to be met from sources other than
United States Treasury funds
a. International Bank and other sources

inU St ..o 500 2,200
b. Other Western Hemisphere countries . 700 1,700
c. Participating countries on cost basis} . 85 191-205
3. From new United States Treasury funds
a. For procurement in the U. S. ........ 4,627 8,545-9,979
b. For offshore procurement ............ 2,615 6,788-8,001
4. Total new U. S. Treasury financing (in-
clusive of deficit of Bizonal Germany) . 7,442 15,933~-18,580

* ERP State, p. 113.

+ Includes disbursements from unutilized balances of existing Export-Import Bank credits as
well as new private investments and disbursements by the International Bank.

1 Represents deficits of Portugal, Turkey, and Switzerland with Western Hemisphere countries,
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The following conclusions can be drawn from Table 28.

(a) About one-fifth of the deficit from April 1948 to June 1952
is to be covered by sources other than new United States Treasury
funds. But since the Treasury provided most of the resources
sought from the International Bank and all those of the Export-
Import Bank, the taxpayer still will meet most of the $2.2 billion
under 2a in the table. Incidentally, the burden on the Interna-
tional Bank may be considered excessive in view of the fact that
the Bank is supposed to provide funds for both rcconstruction
and development, and not for Western Europe alone.

(b) In all, the United States is to provide about go per cent
of the funds under the ERP, but only about 55 per cent of the
goods required (the proportion of the latter declining with time).
These figures may, however, give a misleading impression, for
obviously foreign countries receiving from $s.1 to $6.32 billion
from this country for goods to be shipped under the program will
use the dollars in no small part to buy United States goods. Since
this country presumably exports goods to the other Americas in
payment for commodities shipped by the latter to ERP countries,
it may then be asked why the goods are not offered directly by the
United States to the participating countries. The answer is, first,
that the goods wanted by the latter can be obtained in part only
from the other Americas; second, that the other Americas may
use part of the proceeds to replenish their dollar balances, and to
that extent not validate dollars against goods; and, third, that ex-
port controls, in part strengthened to contend with the ERP, may
be used to contain exports to the other Americas from mal-pro-
visioned markets. In that manner, the other Americas will be
forced not only to pay a small part of the finance bill, but also
part of the real costs. For they will send more in goods to the
participating countries than the additional amounts they will be
able to obtain from this country over the next few years.® Finally,
the other Americas (or their creditors) on the average will
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probably seek goods in more ample supply than those they pro-
vide under the ERP.

In estimating the costs, the government staffs obviously had to
forecast prices over the next four years. That is not an easy task,
and the estimates are subject to a wide margin of error. No
economist is foolish enough to assert today that export prices will
not rise by 40 per cent (say) within four years or will not fall by
20 per cent. The possible or even probable range is wide indeed.
Estimates for one year from now will command some respect,
those for four years from now, little. The executive branch’s
price range for exports from the United States to the participat-
ing countries is a maximum of 107.5 (July 1, 1947 = 100) and a
minimum of 85.* Actually prices early in 1948 had risen to about
110. A “high” assumption should surely exceed prices of early
1948. Hence on this account the estimates of probable cost limits
may well be revised upwards.

A relevant consideration is the manner of purchasing. The
Harriman Committee and the executive branch are clear on this
point, supporting purchases through private channels. (The
Foreign Assistance Act of 1948 also supports purchases from pri-
vate sources.) “Private trade channels, both in the supplying and
in the participating countries, should be used to the maximum
extent practicable in the procurement of commodities under the
European Recovery Program.”® ‘The amounts involved are
large, for a saving of 5 to 10 per cent, or even more, which might
be made as a result of central buying and purchasing in the
cheapest manner, may reduce the tax bill by 1 to 2 billion dollars
or more. In the war, similar issues were raised. Lend-lease and
also foreign purchasing commissions to a considerable degree
by-passed traders, though not so much as the official purchasing
agents would have chosen. Perhaps equally important is the con-
trol of competition among foreign purchasers. Foreign countries
may prefer to buy through their own agents; but unless they
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operate through a central buying authority, the result will be
chaos in mal-provisioned markets. In a more recent period com-
petition between government and private purchasing brought
about excessive rises in grain markets. A strong case could be
made for monopoly buying practices, direct contacts with manu-
facturers, allocations between domestic and foreign buyers, and
rigid control of the number of middlemen. Unless measures of
this kind are taken, parasitic middlemen, their numbers increas-
ing in response to shortages, will take command, with resulting
high prices in badly provisioned markets.® Export merchants
have no vested interest, for purchases under the ERP are largely
additional to, not substitutes for, private purchases; and the
middlemen serve no genuine function for the large public pur-
chases. Without the intervention of government, the purchases
would not be made. Economizers in Congress may well find a
fruitful outlet for their energies here.

GOODS OR DOLLARS?

One of the perplexing issues confronting the ECA is whether the
advances should be in the form of so many tons of grains, so
many tons of steel and bales of cotton, or in the allocation of a
blanket sum of money —a problem not easily resolved. It is
easier to control the market situation if each country is offered a
quota of each commodity over a given period of time. Obviously
this involves allocation between domestic and foreign uses,
among the various foreign countries, and even control over pur-
chases in the United States with non-ERP funds by the participat-
ing countries, and to some extent by others. This system has its
weaknesses: it involves a thoroughgoing control of distribution,
for which the country is neither prepared nor enthusiastic. Em-
phasis on supplies rather than dollars may also be costly because
less attention will be paid to prices. Finally, in many markets
where quantity designations are almost devoid of meaning, the
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grants will have to be made in dollars — for example, machine
tools, structural steel. In fact, differences in quality and costs per
unit even for the most standardized commodities (such as rice)
are much greater than is generally assumed. It will, therefore, be
necessary to make allocations both in quantities and dollars.”
This is in fact achieved by appropriating money under the ERP
on the basis of imports required, and controlling exports. It was
proposed by both Senator R. Baldwin and Representative
Herter that the orders be received on the basis of ultimate use and
appropriations be based on these screened orders. It is also im-
portant that the goods arrive at their correct destinations — as
they not always have in the past.?

SPECIAL PROBLEMS OF FINANCE

From the discussion in Chapter 7 (especially pp. 170-172) the
main problems emerge; and little need be added here. First, there
is the problem of how much aid is to be given to each country.
Obviously, this depends on their deficits in the balance of pay-
ments and the resources other than ERP dollars to meet them.
In the future, compliance with agreements with this country
under the ERP may be a relevant consideration. Second, the
ECA will have to allocate ERP dollars between grants and loans.
Capacity to repay inclusive of the probable capacity to convert
local currencies into dollars without seriously disturbing the ex-
change market will be a relevant consideration. Much will
depend also on the type of commodities imported. It is assumed
that the ECA will provide “aid” dollars to finance the three F’s
and “loan” dollars to finance capital equipment and raw materials
to be used for capital purposes. Unfortunately, an examination of
the anticipated structure of the import trade does not suggest that
countries which will predominantly import the three F’s under
the ERP will be the ones with relatively small capacity to repay.
As a matter of fact, capacity to repay over the next twenty years

[178]



THE FINANCIAL COSTS

(say) will depend on a host of factors which defy accurate fore-
casts: for example, the rate of recovery, the allocation of resources
between consumption, investment and exports, exchange rates,
the resiliency of the system of free enterprise or the effectiveness
of controls under the planned economy, United States commercial
policy.

To some extent, at least for the first year, the Congress guides
the ECA. Of the total amount to be made available, one billion
dollars is to be advanced by the Export-Import Bank. (Obviously
this Bank will have to operate under special rules in administer-
ing ERP loans; for frequently the probability of repayment will
not be so great as under its usual loans.)® In addition, provision is
made for private advances guaranteed by the government and
plans envisage loans by the other Americas and the International
Bank. Since the major part of the assistance is to be in the form
of grants, the incentive to make loans on a commercial basis is to
that extent increased.!®

USE OF LOCAL CURRENCIES

Interwar experience with the foreign exchanges and recent chaos
in the dollar market have made it clear that Europe will not be
able to repay the full costs of the ERP in dollars. But why should
not the French make payments currently for grants-in-aid in
francs, the British in sterling, the Dutch in guilders, and so on?
This idea occurred to the CEEC, and received favorable and even
enthusiastic support by the Harriman and the Herter Committees
and the executive branch. To the extent that European govern-
ments should sell materials received as grants under the ERP to
their nationals, the Harriman Committee recommended that the
local currency should be held in trust, the equivalent gold value
being guaranteed. Use of the local currencies thus earmarked
should be according to agreement of the United States and the
foreign government, and should include purchase of strategic
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raw materials for stock-piling by the United States, and encour-
agement of production.!?

Use of local currencies for development purposes was a pro-
posal of the Herter Committee. In addition to disbursing the
currencies received under the ERP to cover local expenses of the

United States Government, the Committee proposed that the
funds

should be utilized and invested for the primary purpose of con-
tributing to the recovery of the recipient country (under safeguards
to prevent inflationary effects), to the development of any new
sources of wealth therein and to the promotion of enterprises of
mutual interest to the United States and the recipient country.

Out of the increased resources thus made available, the participat-
ing countries were to obtain additional exports and exchange as
well as provide materials for the United States stock-piling pro-
gram.’* (This problem is discussed more fully later in this sec-
tion).

In the official recommendation of the executive branch, the
local currency equivalent of grants-in-aid would be deposited in
a special account. On the basis of an agreement between the
United States and the recipient government, these funds should
be used in a manner
as will best contribute to its general program of monetary, fiscal,

and other measures designed to assure a sound and stable currency
and promote a maximum output of essential goods and services.

The executive branch proposed the following uses: withhold the
whole or a part, assist in measures of financial reform and cur-
rency stabilization, retire national debt, cover local currency costs
incident to exploration and development of additional production
of materials in probable short-term supply in the United States,
and meet administrative costs of the ERP program.!® The final
legislation took cognizance of these suggestions.
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As might be inferred from the discussion in Chapter 2 (pp. 79—

80), the writer does not share the enthusiasm of government
agencies, the Herter Committee, or Congress for control over
local currencies. They should recall that attempts by the repara-
tions agent to sterilize, and in general control local currencies in
Germany in the twenties were a constant source of irritation.
They should be reminded that the amounts involved for some
countries (for example, Greece) may be more than the stable
value of their currency outstanding. They should be warned that
control over the monetary system is one of the prerogatives of a
sovereign nation, and that outside interference arouses bitter re-
sentment. They should be instructed that there is no stopping a
country facing obstinate deficits. In order to survive, govern-
ments may have to manufacture money: should the ERP tie up
local currency, then European governments may manufacture so
much more. The problems are much more complicated than is
suggested by Ambassador Douglas when he says that govern-
ments will not be allowed to fill the void left by blocking domestic
currency; for they are under obligation to balance their budgets.
Communists and their sympathizers have already seized upon
this provision as an infringement on sovereignty.** Finally, the
same criticism may be directed against the proposals of the Herter
Committee’s financing of capital development in Europe through
use of controlled local currencies as was made by the Harriman
Committee and the State Department against excessive capital
building as a cause of the deficit in the balance of payments of
Europe. Control over local currencies might be helpful only
when gentle pressure by this government is exercised upon gov-
ernments welcoming outside support of stable monetary and
fiscal policies.
The Foreign Assistance Act of 1948 provides for

placing in a special account a deposit in the currency of such country,
in commensurate amounts and under such terms and conditions as
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may be agreed to between such country and the Government of the
United States, when any commodity or service is made available
through any means authorized under this title, and is furnished to
the participating country on a grant basis.

The currency is to be used

for purposes of internal monetary and financial stabilization, for the
stimulation of productive activity and for the exploration for and
development of new sources of wealth, or for such other expenditures
as may be consistent with the purposes of this title, including local
currency administrative expenditure of the United States incident
to operations under this title . . . (S. 115, [b], [6].)

Additional difficulties may be suggested by what follows. From
the discussion of the ERP in official circles, it was made clear that
a primary objective of the control over domestic currency supplies
would be to put pressure upon foreign governments to adopt
anti-inflationary policies. Destruction of local currencies received
in payment for aid under the ERP would be the most effective
anti-inflationary weapon. Two issues arise. First, as Congress-
man Herter, Chairman of the House Subcommittee on Foreign
Aid, well recognized, the policy will not be effective unless the
ECA can also take over control of the monetary and fiscal policies
of the countries involved.'® This would mean such an intrusion
on the sovereignty of ERP countries that they would not ac-
quiesce, and the ECA should wisely shun it. At best, then, this
deflationary attack might be used to offset other inflationary pol-
icies.

Second, it is clear that a vigorous policy imposed by the ECA
for sterilizing domestic currencies might well strangle an econ-
omy. This conclusion, as shown in Table 29, is based on figures,
necessarily rough, but adequate for the purpose. I limit my dis-
cussion to France, Greece, and the United Kingdom.

These figures suggest: That the annual amount of grant in
local currency is roughly equal to Greece’s total currency, to a
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TABLE 29

France Greece United Kingdom
($ billion)  ($ million) ($ billion)

Total supply of money* (1) ........... 3 70} 208+
) ........... 8 160
Rise in circulation over last year avail-
ablet ... 1.7 8o 12
Estimated annual grant under ERP§ ... g 100 .90

Source: Calculated from materials in EC Europe: Survey, p. 82; IMF, International Finan-
cial Statistics, February 1948; U. N., Monthly Bulletin of Statistics, February 1948.

* Total supply of money is derived (1) from estimates of the ratio of stable value in 1947
to that in the prewar period by the Economic Commussion for Europe applied to money value
(IMF) in the prewar period (1938) adjusted to dollar value; from (2) the circulation late in
1947 converted at current exchange rates. Differences are explained in part by the fact that
(1) 1s derived by adjustment based on movements of domestic prices, and (2) by adjustments
according to exchange rates, probably overvalued.

+ Circulation end of 1947 converted at $4=1£.

1 Gives dollar value (on basis of then dollar exchange rate) of variations in monetary
supply (IMF).

§ The amount made available in first year of ERP is reduced by percentage estimated to be
advanced rather than given.

substantial part of the total monetary supply of France and the
United Kingdom, and exceeds the variation over the last year (for
which figures are available) of the monetary supplies of two of
them. Surely the ECA would not want to exercise the vast powers
over the European currencies that Section 115, (b), (6) confers
upon them.

It is not necessary that the local currency be destroyed. For
example, it may be paid out to redeem public debt, or it may be
used to expand investment activities. If it is used to redeem pub-
lic debt, the process may be deflationary or even inflationary, de-
pending upon whether the debt repaid is held by banks or the
public, and the use to which the proceeds are put. In the years
1946 and 1947, the British Government obtained £10s5 million
from loans abroad and sales of assets to foreigners. The use to
which the domestic currency obtained in exchange for assets sold
or goods imported was put, in no small part determined the net
effects of monetary and fiscal policy. It is quite clear, for example,
that the use of domestic currency obtained through disinvestment
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abroad was not used in an inflationary manner, for example, the
net foreign disinvestment of £675 million in 1947 occurred in a
year when the total monetary supply was roughly stable —a rise
of but £30 million.*®

In short, the program of controlling local currencies is of
limited value, and is likely to prove to be a mare’s-nest.!”

CONCLUSION

Financing of the ERP raises thorny problems of all kinds. It is
clear that the United States will pay most of the cash required
to finance the program; but it is not equally clear that our con-
tributions to the supplies required will be commensurate with the
dollar outlay. Much will depend on the use of export controls in
this country and the use made of dollars put at the disposal of
other countries under the ERP. Costs in both dollars and goods
will also depend on the proportion of outlays under grants and
loans, and upon factors mentioned in earlier chapters — for exam-
ple, the rate of recovery, American commercial policy. Unless the
authorities impose a much more efficient system of purchasing
than now appears likely, the costs may well be substantially larger
than seems necessary: producers and especially middlemen will
gain unnecessarily at the expense of the taxpayer. Estimates of
probable prices under the program seem low; and to that extent
the probable cost range is underestimated. Finally, the revolu-
tionary proposal to control the use of local currencies received
for exports under the ERP in order to impose correct monetary
and fiscal policies and to divert commodities to the United States
is likely to prove to be a boomerang. Any resulting expansion of
exports will be at the expense of other exports, though possibly
this may be a means of imposing a larger sacrifice upon other
nonparticipating countries.
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INTRODUCTION

Unless inflation, one of the most important and difficult problems
of the postwar period, can be beaten, this country faces serious
difficulties. Aside from the demands made on the country by the
ERP, the inflationary pressures were bound to be heavy in the
early years of the postwar period; but when the costs of the
various foreign aid programs and rearmament are superimposed
upon domestic demands, then the inflationary problem becomes
acute. In the introduction to Part III we briefly dealt with the
major issues. Here our task is to elaborate.

The outcome of the ERP depends in no small part upon the
successful attack on inflation. Should inflationary forces cumu-
late, the monetary costs of the program would rise, the pressure
to renege on European aid would gain strength, and the ERP
would be in jeopardy. A further rise of prices at the rate of the
increase in 1947 over 1946 would increase the cost of the program
from $20 billion (say) to at least $30 billion. This estimate is
based on the unlikely assumption that an annual rise in prices
of 15 per cent would not accelerate to a higher rate, and also that
the increase in the consumers’ price index measures that in prices
of goods purchased under the ERP. Actually, the pertinent rise
for commodities purchased under the ERP is much larger than
that given by the consumers’ price index.

OVER-ALL FACTORS: INCOME AND THE COST OF THE ERP

In relation to net national income of $203 billion and gross na-
tional product of $232 billion in 1947, or in relation to the rise
of net national income of $161 billion since 1932, the four to six
billion dollars that may be required annually under the ERP is
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not a large amount, as it is less than 3 per cent of this country’s
annual flow of goods and services. Surely, we can afford this
sacrifice. The cost may be even less insofar as the resulting excess
of exports should come from unemployed resources. In general,
of course, the prospects are that the goods will be delivered in
the midst of a full or over-employed economy. But even under
present economic conditions, some part comes from surpluses;
and if there were no ERP, the drastic decline in exports would
result in unemployment or reduced output,insofar as resources in
export industries are not easily or quickly transferred to active
industries. These offsets, to be sure, probably are not very large.
Should a depression develop in this country in the next few years,
however, then the exports may to a substantial extent come from
resources that otherwise would remain unemployed. In the ab-
sence of alternative measures to stimulate the economy, the net
effect of the additional exports under the Marshall Plan might
then be an expansion of output in excess of the amounts required
under the plan. When unemployment is substantial, the problem
is not one of reducing demand but rather of increasing it; and
at such times, the argument for the ERP may be its contribution
to sustaining demand just as at present one strike against it is
that it contributes to excessive demand.

Clearly the inflationary effects, when viewed in the relation
of the cost of the ERP to the output of the economy, do not seem
to be large, a conclusion which is reinforced when comparison is
made of the export surplus in 1947 and the cost of European aid
in 1946 and 1947 with the anticipated export surpluses in 1948
and later years. In 1947, for example, the cost of the annual rate
of withdrawal of British loans, other European aid, and the cost
of German occupation was more than $5 billion: in 1946, the total
of United States Government aid was $5.4 billion; in the first
three quarters of 1947 (annual rate), $6.7 billion; and in the latter
period, exports had reached $19.3 billion (annual rate) and export
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surplus, $11.3 billion. These figures should be compared with
estimates by the executive branch for the fiscal year 1949 of total
exports at under $18 billion, an export surplus of less than $10
billion, and about §5.5 billion required of the United States Treas-
ury under the ERP.! These figures may explain the official atti-
tude that the ERP will not greatly strengthen inflationary pres-
sures nor be the decisive factor accounting for increased controls.?

Over-all figures are, of course, to be used with caution. It is
necessary to consider not only the impact on particular markets
(as we shall do in the next chapter), but also some additional
aspects of the over-all figures. When compared with $230 billion
of gross national product, the inflationary effects of expenditures
of four to six billion dollars yearly may not seem serious; but
when comparison is made with the marginal factors which deter-
mine whether an economy is inflationary or not, the amounts are
more important. The significant issue is the relation of receipts
to expenditures in each important segment of the economy. Ex-
cesses of receipts tend to bring inflation, and deficiencies, deflation.

In the second half of 1947, for example, the following occurred
(annual rate): (1) consumers saved $11.8 billion out of their
income; (2) business spent $13.9 billion on private domestic in-
vestment in excess of the amounts available out of undistributed
profits and additions to reserves; (3) net foreign investment was
$8.2 billion (this corresponds to an excess of expenditures over
receipts) ; and government receipts were $6.0 billion in excess of
expenditures. It is readily seen that against the excess of receipts
of $18 billion of government and consumers, an excess of exports
or of net foreign investment of eight to ten billion dollars is a
significant item.

In discussing the relation of the costs of the ERP to national
income, we should not leave out of account the effects of the plan
upon foreign economic and political conditions. Should it suc-
ceed in contributing towards the rebuilding of Europe’s economy,
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then the resulting rise of income would help sustain American
exports and enable Europe ultimately to pay her way in a world
of high incomes and trade. The political aspects are even more
important. World War II cost this country $350 billion. Another
war would cost considerably more: not only because the war
would not be paid for out of additional output as World War II
was largely in this country, but also because future warfare will
be much more devastating. We can be certain that in the event
of World War III, we shall not raise our income from $70 billion
(as in 1939) to $160 billion (at the peak of World War II), and
$203 billion in 1947. Even in stable prices, our income is up
around 75 per cent since 1939. We shall not then pay substan-
tially out of unemployed resources as we did in the last war.
Another war should cost us at least twice as much as the last
war, say, $150 billion a year over five years; or if it is a knockout
war, an optimistic guess would be the loss of half to three-quarters
of our income over a period of at least ten years or, say, $1500
billion. It is well to ask whether we should take the prudent risk
of spending $25 billion over ten years (assuming that aid will
taper off for five years after 1952) in order to save $1500 billion
(say); on the assumption that the stabilization of a democratic
Europe will contribute substantially to saving us from a war.?

In summary, the cost of the ERP is likely to be small in relation
to our income in prosperity; and should be offset by favorable
effects of the resulting spending upon our economy in depression.
This cost is not additional to expenditures in 1946-47, but rather
is a program to continue payments by government into the next
four years. Against the economic gains of a prosperous world
and against the vast costs of a third world war, the amounts in-
volved are a prudent investment for a prosperous and peaceful
world. But we should not leave out of account the significance
of the export surplus in contributing towards an over-all excess
of receipts over expenditures.
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INFLATIONARY EFFECTS OF THE ERP

Undoubtedly one of the most serious aspects of the plan is its
contribution to inflation. By fall 1948, the cost of living was
more than 70 per cent above the 1939 level, and 30 per cent above
that of June 1946. Even an annual withdrawal of but four to six
billion dollars of goods under the ERP may contribute signif-
icantly towards inflation; and especially since much of the de-
mand is concentrated in areas where serious shortages already
exist and where demand is intense. Here again, however, we em-
phasize the fact that the drains are not significantly in excess of
those for 1946 and 1947 and that they may well be less. The excess
of exports is likely to decline though the proportion of the excess
financed by government aid may well rise.

How much the ERP will contribute to inflation depends upon
the corrective measures taken to deal with this problem. The
main contribution to inflation comes from excessive expenditures
on consumption (total was $174 billion annual rate in the first
half of 1948), on gross private domestic investment (total was
$37.2 billion), and not primarily from net foreign investment
($7.9 billion), and certainly not from the $5 billion to be antici-
pated as the annual costs of the ERP. Against $210 billion of
consumption and investment demand, the $5 billion required
annually under the ERP is a relatively unimportant item.

The way to deal with the inflationary problem is not to deny
aid under the ERP, but rather to treat the over-all supply and
demand conditions. With total demand deposits adjusted and
currency outstanding up by more than two times since 1939,
many are reconciled to a corresponding rise in prices. Actually,
history does not confirm this close relationship of money and
prices. Over the 140 years of our history preceding World War II,
the supply of money rose by 1750 times, income by only 110 times,
and prices actually fell by 25 per cent. Even granting that the
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measurement of long-run price changes is subject to serious errors,
American history clearly does not suggest the inevitability of in-
flation with expanding supplies of money; the increases are ab-
sorbed in rising output and in a propensity to hold cash at an
increasing rate in relation to income.

TIME FOR ACTION *

Inflation is the most pressing economic problem confronting the
country. That conclusion would hold even if prices rose no fur-
ther in 1949 and 1950; for large adjustments are required to
correct distortions already induced by inflation. Prices for con-
sumers in the middle months of 1948 were 70 per cent above the
1939 level, and food prices were more than 110 per cent above the
1939 level. Since the end of price control in the middle of 1946,
consumers’ prices had risen by 30 per cent, and food prices by
substantially more.

It is time to make a concerted attack upon this social disease,
using all weapons that are available in the anti-inflationary arsenal.
In 1948 it is necessary to assure the average American that his
dollars are not going to be frittered away in rising prices; for
whispering campaigns of impending shortages, of continued rises
in prices are beginning to gain momentum. Only ignorance of
what goes on, or inertia on the part of those who know the
advantages of buying today rather than tomorrow, saves the
country from a calamitous rise in prices, from a galloping infla-
tion. The country cannot count on such good luck much longer.

THREE ALTERNATIVE APPROACHES

First, do nothing and allow the forces of inflation free play until
the collapse comes. Were this course followed the highest bid-
ders would obtain available supplies of goods; and the failure to
act would result in large doses of inflation, even on current stand-
ards, and ultimately a collapse and radical correctives. Greece is
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a case in point. By 1946, the prices of eleven domestic commodi-
ties in Greece had risen by 110 times over prewar prices, of eleven
industrial products by over 309 times. But little was done to cor-
rect this situation.

Second, it is possible to invoke drastic remedies. The example
of the capital levy on money recently carried out in the USSR
immediately comes to mind. Stalin was aware of the large ex-
cesses of money relative to goods at controlled prices. He solved
the problem by reducing the supply of outstanding money, ex-
changing new money for old (with some exceptions), at the
ratio of 1 new for 3 or for 10 old rubles. Here was a bold step
heartily supported by the conservative London Economist.*

A third solution is the effective use of all available weapons in
order to exclude drastic measures later — and that applies to the
substantial inflation in this country. Our inflation is serious, but
can be contained. My inclination is to depend on monetary and
fiscal policy as much as possible; for the more effective the task
done through these attacks, which require the least interference
in the daily life of the citizen, the less the task required of con-
trols. Of this we may be sure. Failure to use monetary and fiscal
weapons effectively will result either in a rising tempo of infla-
tion, and the drastic remedies already used in Russia, Greece,
Hungary, Belgium, and Czechoslovakia, and being considered in
France and Great Britain, or in a vast extension of controls. Use
of fiscal and monetary instruments may be compared to area or
saturation bombing; for their use will reduce the total supply of
money and spending, with the result that the areas of infection
will be greatly reduced. The need for attacks on particular mar-

* An even more drastic remedy is called for when the supply of money
reaches fantastic heights. From the end of 1939 to June 30, 1946, Hungarian
circulation in pengos had risen 6,277,271,176,000,000,000,000 times (6.2 X
10™), and the official exchange value of the dollar from 5.7 in December,
1939 to 2.97 X 10™ in June, 1946. The only outcome is (and was) a virtual
demonetization of all outstanding supplies,
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kets (comparable to strategic bombing) will be reduced pari
passu- with the general attacks. I wurge, therefore, the strongest
possible use of fiscal and monetary policy to enable the govern-
ment to limit the use of distasteful controls.

REDUCE DEMAND NOW

Reduce demand now when demand is excessive, and encourage
demand later (that is, shift it in time) when demand will be
deficient — that is the essence of the problem. In pure economics,
it is a simple problem. It does not follow just because the country
has three times as much money or liquid assets as in 1939, that
prices have to rise by 200 per cent. Against the rise of money, we
can put an increase of 75 per cent in output. But even more im-
portant, as noted above, with a rising standard of living the public
tends to hold an increasing part of its income in cash — that is,
unless the management of the economy impairs its faith in the
future of the dollar.

RESULTING INJUSTICES

Inflation is unwelcome because it brings injustices and distortions,
and with these, political struggles and distress. One can well
imagine what a % rise in prices, and a rise of more than 100
per cent in the price of food means to three million veterans and
their families living on pensions, to two million beneficiaries of
federal old age insurance, to four million receiving public assist-
ance, to 12.9 per cent of the nation’s families with incomes of
less than $1000 per year and the 28.2 per cent with incomes of less
than $2000 per year.

The damage done depends upon how the inflation affects dif-
ferent groups. Although family incomes are up about 75 per cent
over 1935-36, the gains are very uneven. Millions obtained no rise
(for example, pensioners), and millions, much smaller increases
since the war than the rise in the cost of living, although per
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capita real gross income and per capita disposable net personal
real income on the average by 1947 had risen by about 50 per cent.
Those dependent upon government, for example, clerks, teachers;
upon institutions, such as professors, laboratory workers; and the
white collar worker generally —all of these receive a reduced
value in goods though total output per capita is up by about
50 per cent.
We now turn to causes and cures in some detail.

THE EXPANSION OF MONEY AND CREDIT

Since the supply of money and deposits, largely as a result of the
war, has increased by about two times, an obvious way out is a
reduction in the supply of money, or more broadly a vigorous
credit policy. Few are disposed to go so far as to recommend a
reduction of the total supply of deposits and money; and few
would not like to stop the expansion of money. In the three and
a half years ending June 30, 1948, loans of American insured com-
mercial banks rose from $21.3 to $39.7 billion.? In these three and
a half years, the rise of loans exceeded in absolute and relative
amounts the expansion in the highly inflationary period, 1922 to
1929. Clearly the rise, coming when deposits and liquid assets of
business and consumers were at record levels, was disconcerting
and should have been checked. This was, moreover, not the only
form of credit which had expanded. In the years 1946 and 1947,
mortgage credit on housing had increased by more than $g billion,
and the rate of current mortgage lending had risen from about
$550 million to about $1 billion per month. Consumer credit was
up from an average of $6.6 billion in 1945 to $14 billion in
summer, 1948. Mortgage loans and consumer credit loans are not
primarily made by commercial banks, and, therefore, their con-
trol requires not merely control of the total supply of money, but
also control of the use to which money may be put. A strong case
can be made for scrutiny of loans on housing and for consumers
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generally. Here, of course, policy makers run up against a con-
flict of major objectives: should they discourage the provision of
housing for veterans, or yield on the inflationary front? Actually,
a judicious control policy might have yielded veterans adequate
housing at the expense of nonessential construction and would
have been consistent with adequate inflation control.

ORTHODOX MONETARY CONTROL AND THE GOVERNMENT BOND
MARKET

The more general and important issue is, should the orthodox
control of money supply be exercised at this time? Should the
Federal Reserve banks, for example, sell government securities to
offset the consequences of the continued inflow of gold, and in
addition sell government securities with a view to reducing re-
serves of member banks, thus forcing the banks to reduce their
loans and raise the rate of interest? As part of this policy, the
reserve banks might discourage the sales of government securities
from banks to reserve banks. Bankers, on the whole, do not seem
to favor such strong measures. In fact, forgetful of earlier infla-
tionary episodes, they seem to be content with mild persuasion
to discourage speculative loans. Eight professors of the Univer-
sity of Chicago, in a letter to the New York Times of January 11,
1948, urged upon the reserve banks the use of these orthodox
weapons, apparently irrespective of what happens to the govern-
ment bond market.

Governor Eccles of the Federal Reserve Board, however, was
concerned over the adverse effects of these policies upon the gov-
ernment bond market. He was also dubious that a rise in the rate
of interest, in the present circumstances, would seriously reduce
the amount of spending by business. I am inclined to agree with
Eccles. The government has a commitment to protect the bond
market, not only to the current holders of bonds, but also to the
taxpayers. That, as the Chicago professors contend, the banks
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would gain from a fall in the price of securities, does not in my
cpinion strengthen the case for a free bond market. A chaotic
bond market which would seriously interfere with the refunding
program in the years to come, and in this kind of a warlike world,
would be a most unfortunate development. It would be much
better to resort to unorthodox measures, which include immobil-
izing part of the reserves of banks and also part of the govern-
ment short-term securities, both as additional reserves against
deposits. In this manner, the authorities might achieve the mini-
mum required control of monetary supplies, with adequate pro-
tection of the bond market.®

FISCAL POLICY

Monetary policy is a tool of limited possibilities. One of the main
advances of economics in the last generation has been to show
the limits of monetary policy. First, it is not nearly so precise a
tool as fiscal policy. An analyst can make reasonable estimates of
the effects on spending and on the economy of a cut in income
tax by $2 billion or 10 per cent; but his estimates of the reper-
cussions of a reduction in the supply of money by 10 per cent
would be subject to a much larger margin of error.

Second, the relation of money and prices is not so simple as our
distinguished colleagues of the University of Chicago seem to
think. Our interwar experience taught us nothing if it did not
teach us that changes in the supplies of money may be nullified
by opposite variations in velocity. For that reason, it is necessary
to supplement monetary policy by direct attacks on demand.

Hence the importance of fiscal policy. Correct fiscal policy in
the present situation calls for maintenance of present tax rates,
or preferably, if this were politically palatable, a rise in rates. Pru-
dent fiscal policy also calls for economies in public spending. In
periods when demand is excessive, the government can make a
substantial contribution by taking in more than it pays out, an
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objective achieved by imposing heavy taxes and keeping expendi-
tures down. This should be the primary objective of fiscal policy,
though necessary functions (for example, adequate military ex-
penditures) should be carried on. Respectable fiscal policy then
would contribute towards a substantial reduction of the national
debt. It does not become the past opponents of deficit financing
and a rising public debt to stump now for policies which tend
to keep the debt at a higher level than is necessary.

A continued high level of taxation would be all the more wel-
come if Congress were prepared to delegate to the Executive the
right to alter tax rates (income and payroll) and to adjust certain
categories of expenditures, both within prescribed limits, on the
basis of indexes of economic well-being. Should that power be
delegated under adequate safeguards, then fiscal policy might
be used with maximum effectiveness — a sudden economic storm
heralding a decline might guickly be treated by a reduction in
taxes and a rise in expenditures.

Finally, many confuse the long-run objectives of sound tax
policy with the immediate requirements. It may well be that taxes
on risk-taking are now too high to yield an adequate volume of
investment in the long run. But in the current situation, taxes
are surely not too high. How can they be when, for example,
corporate profits after taxes had risen from $4 billion in 1935-1939
to $17 billion in 1947; and when private investments for two years
had been running at the record level of $30 billion per year?
High levels of investment are one of the most inflationary factors
in the situation, for they provide, not the goods currently needed,
but goods in the distant future. It would be a serious mistake to
cut taxes in order to encourage investment in 1948 or 1949.7

The meager anti-inflationary legislation of the special session of
Congress in the summer of 1948 reflected an unwillingness to
come to grips with the problem. Control of consumer credit and
a small rise of reserve requirement could not possibly stem the
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tide. Congress had already made a serious error in reducing taxes.
In contrast, the Federal Reserve had disposed of at least $3 billion
of assets to offset the inflationary effects of large inflows of gold.

OTHER CORRECTIVES

Given an effective monetary and fiscal policy, I repeat, the need
for controls will be reduced. I am not, however, optimistic that
the appropriate monetary and fiscal policies will be forthcoming;
and, therefore, 1 fear either that controls on a more ambitious
scale than here proposed will be necessary, or that the inflation
bacillus will be allowed freedom to spread.

In some markets, I see no substitute for direct controls. It
would be very helpful to allocate essential and scarce commodi-
ties, for example, steel, oil, grains, and lumber® As part of the
allocation program, the government should continue export con-
trol, thus assuring adequate diversions to export markets and the
most effective use of the exports. In export markets, allocations
should be implemented by direct government purchases for the
ERP program. In view of the demand to be made by the ERP,
it is especially important to exclude nonessential purchases from
mal-provisioned markets. Indeed, the ERP requires only 2 to 3
per cent of the nation’s output and is not likely to increase the
foreign drain over the 1947 level; but in particular markets (such
as machinery, iron and steel, grains and foods generally, fertil-
izers) the demands may be serious. It would be well, for exam-
ple, to favor Europe against other markets. (In 1936-1938, Europe
received 42 per cent of United States exports; in the first three
quarters of 1947, only 36 to 37 per cent. South America’s share
rose from g to 1614 per cent.) Scarce commodities should be dis-
tributed according to essentiality: grain for feed, not alcohol;
wood for veterans’ homes, not for luxurious summer hotels; oil
for heat at the expense of excessive pleasure driving. Allocations
reflect shortages and secure economies: by excluding nonessential
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demands they keep prices down. In some instances, however, the
pressure of demand will continue so strong that it may be neces-
sary to introduce rationing and price control. I hope this will be
the exception rather than the rule.

CONTROLS FURTHER DISCUSSED

Surfeited with controls, the American public through their repre-
sentatives in Congress demobilized them with excessive speed in
the years 1945-46. In no small part, the rise in prices since 1945
is to be associated with the mistaken control policies in the early
postwar period. So great was the repugnance to controls that the
government in 1947 did not use its allocation powers to strengthen
its export controls. In the latter part of 1947, Congress began to
retrace its steps; and with inflationary pressures increasing and
the growing awareness of the need of integrating export and polit-
ical policies, the importance of reinstituting controls became evi-
dent. In the discussion of the ERP, the Council of Economic
Advisers, the Harriman Committee, and the Select Committee on
Foreign Aid (Herter Committee) all acknowledged the need of
extending controls though there was little sentiment for the com-
prehensive wartime controls. Early in 1948 the Senate Banking
and Currency Committee held hearings on five bills which would
reimpose controls, including a bill introduced by Senator Taylor
for a general price freeze and administration bills for limited price
and other controls.?

Above all, it was held necessary to extend and strengthen con-
trols in order to weaken the inflationary forces, and also to ob-
tain equitable distribution of scarce supplies. Other important
objectives were conservation of scarce resources, controlled dis-
tribution to achieve political objectives, and fair access to scarce
supplies among business units.

Undoubtedly the major problem of control in relation to the
ERP will be export control, and its supplementation by allocation
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control. Most scarce commodities are now under export control;
but the administration requires strengthening, new power, and,
in general, improvement. Congressional failure to appropriate
adequate sums caused much of the difficulty. Figure 10 gives
some indication of the relation of output and capacity in indus-
tries, where the main reliance will have to be in economy of use.

One of the most serious problems confronting the Office of
International Trade of the Department of Commerce is the
problem of integrating export with price policies. Obviously, with
supplies allocated to export markets but a small percentage of
requirements, and with demand for these commodities highly
inelastic, prices of exports tend to rise far above domestic levels.
Trafficking in export licenses becomes a profitable business.
Temptation to buy licenses becomes almost irresistible when, for
example, applications for reinforcing bars in the second quarter
of 1947 were 100 times the export quota. In chemicals, export
prices rose several times above domestic prices. Again, a world
struggle develops for our small contribution to rice moving in
international markets when world demand is twice world sup-
ply; and intense demand raises skyward world prices of our small
exports of nitrogen.'

Export price control is not the answer; for without domestic
price control, it is not workable, and would certainly be sabotaged.
But even as part of a general control system, both of prices and
supply and demand, export price control is extremely difficult to
administer. As one who was in charge of export price control
in the war, I can vouch for the difficulties.* It is particularly
annoying to American sellers, forced to keep margins down,
who find middlemen abroad making the gains denied them. Un-
less domestic price control is introduced here and prices controlled
all along the line abroad, export price control is out of the ques-
tion. It remains to be seen whether the Department of Com-
merce’s new policy of taking price charged into account, in giving
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Many industries are operating at close to practical capacity.
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export licenses, will be administratively workable; and, if it is,
whether it is fair, unless resale prices are controlled abroad. My
suggestion is concentration of purchases by government agencies
of all supplies required under the ERP, and free pricing generally
for other purchases.

An effective system of export commodity controls will be a
sine qua non for the most equitable and effective distribution of
scarce supplies under the ERP; and, if implemented by other allo-
cation controls, will reduce the pressure on export markets. What
is especially required is a diversion of exports to Europe at the
expense of other areas. It will be recalled that Europe’s share of
United States exports declined in 1946-47 relative to the prewar
period. (Cf. Figure 11.) The relation of control and Europe’s
participation in United States exports is evidenced by her taking
70 per cent of our exports under control and only 27 per cent of
uncontrolled exports (in the third quarter of 1947, the respective
percentages were 61 and 32 per cent). Even if one admits that
the figures are subject to some reservations and that allocations
contributed to the results attained, they are nevertheless signif-
icant.’® A Department of Commerce estimate of November 1947
yields some interesting results: For commodities that were ex-
ported to all countries at an annual rate of $14.9 billion in the
first half of 1947, the estimate is that $14.2 billion would be ex-
ported in 1948. Exports to the ERP countries would rise from
4.9 to 6.0 billion dollars, and to other countries decline from 10 to
8.2 billion dollars, or a rise percentagewise for the former would
be from 33 per cent to 42 per cent. For food, the exports to ERP
countries would rise from $1.2 to $1.4 billion, and to others, de-
cline from $1.3 to $1.0 billion.?®

Note — Capacity and production for each industry have been plotted so
as to touch at the year when the ratio of production to capacity reached its
maximum. Such points correspond approximately to operations at the limit
of practical capacity, though rated or theoretical capacity would in most
cases be higher. All 1947 figures are estimates based on incomplete data.
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It is clear that under the ERP, export controls will be strength-
ened; and they will have to be integrated with the ERP. In the
last few years, it has largely been a problem of determining the
amounts of scarce items that can be spared for export. Now it
will be increasingly imperative to assure that what goes out does
the most good in terms of the objectives of the ERP. Even before
the ERP the Department of Commerce strengthened its export
controls, for instance, requiring validated rather than consolidated
or blanketed licenses as in the past.'*

In a statement before the Senate Banking and Currency Com-
mittee, which had three bills stipulating a freeze under considera-
tion, I advised against a price freeze at this time. Even the price
freeze of 1942 had been no great success. In 1948 the conditions
were even less propitious. I mention only three factors: the ab-
sence of war conditions and resulting moral pressures, the vast
accumulation of excess purchasing power in 1948 as compared
with 1942, and, finally, the unavailability of the related controls
without which price control is likely to be ineffective.!®

THE BUDGETARY PROBLEM AND THE ERP

In January 1948 the President estimated budgetary receipts for
fiscal year 1948 at $45.2 billion and expenditures at $37.7 billion,
surplus at $7.5 billion. For fiscal year 1949, the budgetary sur-
plus was put at $4.8 billion. International affairs and finance
would cost $5.5 billion in fiscal 1948 and $7.0 billion in fiscal
1949.°

Because of these anticipated budgetary surpluses, it might have
been possible to retire substantial amounts of public debt in the
calendar years 1948 and 1949. However, a substantial program
of tax reduction and an expansion of military outlays spoil the
chance of a large reduction of debt. This is unfortunate because
under inflationary conditions, large budgetary surpluses might
still not prevent inflation. In the inflationary milieu of 1946-47,
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for example, the country experienced large budgetary surpluses
and substantial rises in prices; for prices depend on fotal demand,
not on the relation of government receipts and expenditures.

Correct fiscal policy would surely demand that, despite the
heavy requirements of ERP, substantial amounts of debt be re-
tired, or, at the very least, that 1947 tax rates should be maintained.
Then it might be possible to combine a balanced budget, the
financing of the ERP, and increased military expenditures; but
ideal policy would go much further than that. The ERP should
be financed out of additional taxes; for unless it is, the effects
budgetwise would be inflationary: the budgetary surplus would
be reduced and hence the contribution of government excess of
receipts to staving off inflation and paying off debt would be less.
Even should the ERP be financed out of additional taxes of $5
billion yearly, the program, in its over-all effects, would still be
inflationary; for private expenditures would not fall by $5 billion,
but by substantially less. Hence total expenditures would rise.
Actually the tax cut of 1948 plus the rise in the military budget
are likely to convert a surplus in fiscal 1948 into a deficit in fiscal
1949.

For later years, the issues are not quite so clear. Much depends
on the success with which inflation is treated, and therefore on
the continuance of favorable economic conditions. Should a col-
lapse follow a rise of prices after (say) 1948-1950, then the gov-
ernment would probably incur large deficits once more; then the
ERP may well contribute to a growth of public debt, rather than
obstruct a decline in the debt. Even this is not clear, however.
If we fail to substitute domestic stimulative measures of equal
effectiveness, the excess of exports induced by the ERP would
raise incomes and, therefore, tax capacity. In a period of substan-
tial deficiency of demand, national income should then rise by
much more than the outlay under the ERP,'" and even additional
Treasury income may exceed the outlays under the ERP.
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Purists in fiscal policy should be consistent. Thus critics of the
ERP on the grounds of adverse effects upon the budgetary situa-
tion might well support a policy of high taxes and large debt
reduction in the current inflationary situation. Any increase of
debt in the ensuing period of deflation would to that extent be
more palatable.

CONCLUSION

This country’s economic future depends in no small part on
how we deal with the serious inflationary problem which con-
fronts us. The outcome will depend primarily upon the courage
and wisdom shown by the government, and secondarily on the
restraints exercised by capital, labor, and the farmers. With or
without an ERP, we must cope with the inflationary problem.
There is no substitute for high production and control of demand.
The fifteen to twenty billion dollars required under the ERP
over the next four years, or the twenty-five to thirty billion dollars
that may be required to solve the dollar problem once and for
all in the next ten years may well be the straw, or better, straws,
that break the camel’s back; but the main burden on the camel
is of domestic origin. It is well to recall that of a gross national
product of $210 billion in 1944, domestic civilian use accounted
for but 59 per cent; but of a gross national product of $231 billion
in 1947, the proportion taken by domestic civilian use had risen
to around go per cent. In highlighting the inflation, the budget,
and the conservation of resources, the ERP may well mobilize the
anti-inflationary forces of the country and contribute towards
solving the inflation problem.

The essence of the problem is control of demand, which is high
because of vast accumulations of purchasing power, because of a
backlog of demand, and a level of demand originating in current
income far from matched by a corresponding flow of consumers’
goods. Many hold the thesis, and erroneously, that high levels of

[ 205 ]



EUROPEAN RECOVERY PROGRAM

output are the way out. Far from it. Compare 1932 and 1947,
the latter year with its output three times that of 1932, and con-
sider price movements in these two years. Businessmen who pre-
dicted in 1945 that lifting controls and raising output would stop
inflation have proved to be even more wrong than the officials
who forecast in 1945 a serious depression in 1946 and 1947.

Cautious control of supplies of money and credit; qualitative
restrictions on the use of credit; high taxes and economies in pub-
lic expenditures; control of the use of scarce resources, with par-
ticular emphasis on discouraging excessive investment and non-
essential use generally; a resulting stability of prices, with pres-
sure upon labor and farmers to desist from inflationary policies —
these are the roads to price stability and economic and political
stability. (It will be noted that I do not have much confidence in
moral suasion on businessmen to reduce prices.) If these policies
are used effectively, price and rationing controls need not be very
extensive. As a private citizen and as an economist speaking for
the public welfare, I urge Congress especially to reverse the polit-
ically attractive policy of tax reduction.
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/0. Shortages in Kelation to the ERP

INTRODUCTION *

The subject matter of the last chapter was related to general
supply and demand conditions: we proposed treatment of excess
demand, with a view to keeping prices from rising further, the
government to use every weapon available, inclusive of mone-
tary and fiscal policies and controls. The more effective the mon-
etary and fiscal measures directed to removing excess purchasing
power, the less recourse will have to be had to controls. Yet to
some extent it will be necessary to rely on controls. No general
measures, short of a reduction of purchasing power which would
paralyze the economy, could possibly remove inflationary pressure
in a market for a necessity of life, with supplies 20 per cent (say)
short of demand at current prices. Recent studies in the elasticity
of demand for farm products, for example, suggest that a decline
of 25 per cent in output would ordinarily raise prices by 100
per cent. Hence the need for allocations and possibly other con-
trols in particular markets. Allocations are effective because they
exclude nonessential demand; but unless they are effectively ad-
ministered or (and) supplemented by price controls, black and
grey markets emerge. Excluded purchasers bid for supplies until
a point is reached where legitimate recipients of supplies under
allocations are tempted to divert supplies to nonessential users:
for example, this becomes evident in a trafficking of licenses.

This chapter is concerned primarily with shortages in particular
markets associated with the ERP.> That the ERP countries were
denied part of the supplies asked, and that to a substantial degree
the United States will satisfy Europe’s requirements under the
ERP through offshore purchases, will contribute towards easing
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of the pressure on many markets in this country. But in the
absence of a serious economic collapse, shortages, which may be
aggravated by bad weather or interruptions of production, will
continue to prevail in many markets.

EXPORT DRAINS

Obviously if exports are a fairly large part of total production of
commodities in short supply, the ERP should contribute sub-
stantially to inflationary pressures. In order to give the reader a
proper perspective, I reproduce two tables (30 and 31) from a
document submitted by the executive branch.?

Table 30 shows that for 1948-49, foods and tobacco exported
from the United States to the participating countries would ac-
count for close to 40 per cent of the imports from this country.
For the entire period of four and a quarter years, these commodi-
ties are scheduled to require more than $5 billion, or close to
40 per cent of the total goods to be shipped from the United
States. Other items of large significance are cotton ($1957 mil-
lion), or about 15 per cent, and petroleum, largely from sources
other than the United States ($2305 million), about 18 per cent.

The expert will note at once that shipments from the United
States are to be determined in no small part by the availabilities
in this country. For example, exports of dairy products ($533
million) are related to seasonal excesses, those of tobacco ($g11
million) and dried fruits ($96 million) to our surplus supplies.
Rather large exports of agricultural machinery ($545 million) are
explained by their anticipated contributions to the rise of output
in Europe and, therefore, to reduced demands for food from this
country. Coal is a rather large item ($599 million), and particu-
larly in 1948-49 ($297 million), but the amount involved is not
large in relation to this country’s output. Exports of iron and steel
were to be $921 million, the major part, finished steel, $720 mil-
lion. Embarrassed by shortages in scrap, this country refused to
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export scrap in significant quantities and instead offered the
CEEC countries more finished steel than they had requested.

When serious shortages prevail here and supplies might be
found elsewhere, the United States Government would lean
heavily on the other Americas. (See Table 31.) In grains, ship-
ments by the other Americas account for $5.4 billion in compari-
son with $2.6 from the United States. In fats and oils (and
oilcake and meal), the former contribute more than three times
as much as the United States. According to the recommendations
of the executive branch, the other Americas were to contribute
$1353 million of meat in comparison with but $61 million from
the United States. In agricultural commodities, the other Amer-
icas were to provide about $11.4 billion, whereas the United States
was to provide §7.2 billion; but in coal, timber, iron and steel,
trucks, machinery, and equipment, the respective exports were to
be $913 million and $3.5 billion. (These figures relate to exports
from the United States and other Americas to the ERP countries
— a total much larger than aid to be given under the ERP.)

It is clear then that exports from the United States under the
ERP are to be less damaging, in part because the CEEC demands
are not to be fully met, because the contributions of this country
are related to supply conditions, and where supplies are deficient
here and are available in adequate amounts in the other Americas,
the burden of shipping goods is shifted to the latter. Further-
more, the ERP countries are to receive an increased proportion of
United States exports.

I submit Table 32, a comparison (for the anticipated life of the
ERP) of the import programs of the CEEC and the recommenda-
tions by the United States executive departments. Again, this
table suggests the manner in which the original CEEC require-
ments were adapted to the needs of the American economy. With
food and fertilizer scarce, the executive agencies proposed to cut
American exports below the amounts requested and to raise the
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TABLE 32

ImporT PrOGRAM OF PARTICIPATING COUNTRIES (AND WESTERN GERMANY)
FROM THE AMERICAN CONTINENT, 1948-1951

(In Billions of Dollars, July 1, 1947 Prices)

From U. S.A. From Other Countries

CEEC Exec. Dept. CEEC Exec. Dept.
Food, fertilizer ................... 5.4 5.1 8.3 10.6
Coal ... i e 0.7 0.6 ce e
Petroleum products ............... 2.2 2.3 el Ce.
Iron and steel .... ............... 1.2 0.9 0.1 0.2
Timber ..o 0.4 0.4 0.6 0.7
Equipment .................oiuen 3.3 % 1.6%1 o1 * 0.1
Other ......... .o, 7.2 2.0 5.7 0.8
Total ........ ... ...l 20.4 1 12.9 14.8 12.4

Sources: Adapted from CEEC, pp. 44 and 55; and ERP State, pp. 115, 117.

* Total equipment given for all Americas.

+ This total includes only $3.3 billion for equipment covered in technical committee. The
total equipment is $4.5 billion; the difference may be covered in other imports.

t Includes machinery, trucks, etc.

amounts from the other Americas by about 25 per cent above
CEEC estimates. The CEEC countries were to obtain the pe-
troleum requested from the United States; but from sources
primarily outside of the continental United States. Europe’s re-
quests for equipment especially were scaled down, the large re-
duction being explained in part by the scarcity of these items in
this country, and the fear that ambitious capital development
programs in Europe might generate serious inflationary effects.
The CEEC countries were not to obtain the iron and steel sought,
and particularly were to be denied scrap. (For the entire period,
the executive branch offered 6.4 million metric tons of finished
steel against 2.3 millions asked, but much less than one-half as
much crude and semifinished iron and steel, and virtually none
of the scrap asked.) *

EXPORTS AND PRICES

In his testimony before the Senate Foreign Relations Committee,
Secretary of Agriculture Anderson tried to show that the large
exports under the ERP would not seriously influence prices.® “As
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far as wheat is concerned, I think it is safe to say that the wheat

price ought not to be influenced by the Marshall Plan.” ®
Secretary Anderson did not seem very convincing on this issue,

and although most of the senators commended him for his con-

vincing statement, Senator Hickenlooper probed for the correct
answer.”

[Senator Hickenlooper] Now I am concerned about the impact
of taking this tremendous amount of wheat for a specific purpose
and not necessary in the ordinary economic channels of international
trade. We are pointing this entire tremendous 23 percent of the
American wheat production exported abroad for a specialized pur-
pose which is bound to go into a specialized economy, and not in the
normal channels of trade, and I think that is a thing we will have
to think about; it is bound to affect our agricultural economy, I
think.

Now I would like to ask you just another question or two about
the pressures that not only these grains but some of the other food-
stuffs would bring. It has seemed apparent to me in the past that
it was the evident shortage of corn that contributed very seriously
to the rise in the price of wheat, and the anticipated shortage for our
full domestic needs here of both corn and wheat, and that they, in
turn, have a direct effect upon the price of meat in this country, and a
direct effect upon the marketing light of both cattle and hogs . . .

But I have been very much convinced that it was the definite short-
age, over-all shortage of grains in this country that has been the
direct cause, that is one of the direct contributing causes, of this in-
flationary spiral in foodstuffs.

[Secretary Anderson] I simply say that I think the supply of wheat
in this country was sufficient so that it need not have had violent
fluctuations and rises. When we know that there is remaining in
this country 950,000,000 to 1,000,000,000 bushels of wheat, we know
that that is a lot of wheat. And even if the export program ran
450,000,000 or 500,000,000 bushels, there would still remain more
wheat than we normally use, more wheat than we normally grow,
a terrific amount of wheat.

[Senator Hickenlooper] But it would indicate to me that there
must be some anticipated substitute use for wheat in this country
or it could not possibly, with a surplus, support these very high
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prices. I do not know that I can put my finger on it, but there is
some reason other than just speculative activity or something of that
kind that is sustaining this tremendous price of wheat, and it must
be a shortage situation; otherwise it could not be sustained this long,
in my judgment,

Tables 33 and 34, submitted by Secretary Anderson, do not sup-
port his position, the first suggesting that the exports were to
absorb a very large part of the difference between total available
supply and domestic disappearance (including carry-over). The
ERP program was, in general, to account for more than one-half
of the exports. It is absurd to contend when, of a total available
supply of 34.3 million metric tons of bread grains, domestic use
accounts for 25.9 million, 8.4 million tons are available for export,
8.1 million tons are to be exported and the ERP is to absorb 5.5
million tons, that the ERP does not make a significant contribu-
tion to higher prices. A similar conclusion relates to other com-
modities: for example, even the 5 per cent of supplies of fats and
oils for export, three-fifths of which was to be exported to ERP
countries. Speculation contributes to higher prices, as Anderson
contends; but the speculators bid up prices on the basis of antici-
pated supply and demand conditions; and if they are too ex-
uberant, their fingers are likely to be burned.

Table 34, which compares agricultural exports to ERP coun-
tries over the years as a percentage of production, also supports
the general contention that these exports contribute significantly
to inflation. For bread grains, the exports to ERP countries were
»27 per cent in 1934-1938, 34.3 per cent in 1946—47, and anticipated
at 32.4 per cent in 1947—48, and 27.4 per cent in 1948—49. In fats
and oils and cheese, also, the proportion of exports tends to rise.
But we shall export much less meat.

Secretary Anderson’s testimony, correctly interpreted, and the
accompanying statistical tables underline the point that drains
under the ERP will seriously affect prices on many markets.

[216]



*spunod 000°‘000‘6€% jo judreAInbd ydom 1r0dxy 44
*spunod 000°000°0ZS JO IUIEAINDY IYSIIM 110X L6
‘IIEMEH pUE 031§ oudng sapnpdu] f

*S2NTPOW WO I[qEdT
s335 pue 10w jo uondadoxs sy Y 'sa1[ddns S[GE[IEAE PIEWNSI UO paseq .

‘Jepo sujd 1q81om passaiq J|
‘$LNUN0> Jyg oiur pausodwr spads[io woiy uondnpord Ipndur 10U sv0( §
‘SPL01IA saieig pAadtuf) 01 syudwdiys spunod 000°000°0g IPN[OUT 10U $30(
SO saierg patun 03 syudwdiys parewnsd sSeq 000°00S°E IpupdUT 10U $0(T 4

[dde 1oy LF61 uey) 1918213 Jo 01 [enbd wondwnsuod pooy enrded 13d rwmiad [ia

0S€ *d “upop wog ‘gyz :3dinog

ootz 005¢E 005€ 00€‘1I L1734 S SI[BQ 000 L™~ " st uono)
14€os s S6S Slg L9y 0S€S : spunod wory -t AR 02eqo],
zS1 ooz ooz 00g‘6 |} ooo‘or Tt SUOl OYS 000°LC Tttt T 1e3ng
OMH OWN omﬂ mm“ mvonﬂ EEEEE .. wCOU Hkogm OOQAH ................. wumﬂ—dnm
171 ob1 74 (444 009 ot SUOY JIOYS 000°L" """ --- - Ty pauq
99¢ 00L 00L 00¢‘L1 000‘g1 tete SUO) JI0YS 000°I "< =<-=----- NIy ysarg
Sz9 0011 0011 obg€ ob6t Tt spunod UOI[JIy[~ - """ e Jw passadorg
ooz o1cT o1t 09I1°r (4 S ©c ospunod UOIJ[IA- "ttt EXEEli o)
ob oL oL boteg 1224 S SUO} DLIPW 000" " " - (3ud[eambs [[oys) s887
(49 oS [ oS 001 T spunod UOIIN- " -t JBIWISIOH
o SL 194 Szi‘tz 00z¢€z et spunod UOTJIg- == - v eccrren s 1| 38O
§ oSr SgI1 Sgr 0€gS S109 et SUO} JLIPW 000°I * - Tttt [eSw pue eI
zz€ 1 Sb9 1S9 09411 cgbizr Terree spunod uorIy *(13unq
Suipnpur) spo pue sieg
oot 1 oSgl 1 osgl 0S9°1I coo‘tz et s3eq punod-00T 000‘T "+ -t T ©c ooty
oSz oob zey v9z‘g 899 T SPYSNq UOT[IINY .. ... LL L
0LS‘g olzor £€gor €SL YT Wmmnumu ........ SUOl DLW 000°I sureid [moL,
194 001 (384 6zS (24 T S[PYsSNq UOI[[UAY. .. ..........
0011 0oz 94vT wnwhm: wmmhw: ....... o mco“_ oW 0001 sureid 3s1e0)
Soz 00€ (243 6 (L2 S SPYSNq UOI[UAIY. .. ... ........
olbs 0lo‘g LSgEg MWmﬁmN NMN.vm .......... suol uEmE 000°1 sutesd peasg
satnuno) 1el0], Jodxg (ano 41ddng
duF oL 303 31qe -A11e) S[qE[IEAy
-[reay Burpnjouy) Je0], nun Lpowrmo)
s110dx2 parewnsy finuend Jdue
-1eaddesiq
+ dIs3woq

AVEX TVOSL] 6V—gr6I ‘STULICOWIWNO]) TvIOZdG 40 NOLLVZITIL{) ANV A1ddNg SILVLS QILIN[) QILVINLLSY

€€ 419V.L

[217]



| '

) | () | () | Oe) | (=) | (s) lo€2 ww.m st [9°SS sijo'E (2) | () [z°€2 Mw‘w lo'ss [egz [r-ox 0’19 _ (O] _ SU0} J133W 000°T
1§° jo'z - 00'T j99' © o'z oI'T (€L ‘oz ozl gl lo'z  |0€T (2l y 10°Z e 1081w |l g1 O T g 169" g VS ee | 333} pIeoq uoipg
€69‘c [2'1€ 0SLE F1S'z z'1€ OSL'S |96€°z [z°62 S oob'z 166z 100S'E OS11 1z looS'z 8681 |1°2¥ fobg‘S I£lz'e i Tt s3eq 000'I
gvy (1€ |SES ISYY |L1€ |SES [PSY igrz€ jobS  6Sp  (L-€f oz Vov oSz ,_wnw loz§ 51 9°2€ g €99 g (€62 1 Q€1 ** “spunod uoNn
oSor jor'Sx  jo'Szr oS0l o'LI [o'0SI jorSo1 0°61 *'SLY j0'0S1 j0°Sz  10oSz jo'StI 061  ofiz “o.oo 00z l0°6g1 |*** ‘o1 [trg * " suoj Suof coo‘t
016 61 0001 lo'cg 061 [o'ool forbIn [obz T.oﬁ [0'IZI l0'gz ooVl 0'08IsE€f 0'0zZs QLY (0'gz (€621 j0'z¥1 09 |9'I61 | * SUOY I07S 000‘T
0645 [°S  j0'Sz6 (0645 €S joSz6 jofob [S¥ "0SL 0°99€ ¥ ©'00L 006 g'z  ©o'ogf 001z 6 0°SSg oz¥E 9F  906S * 'SU03 310YS 000°‘T
off W61 jofg (06€ 6oz 1068 lo1¥ €1z 016 [Szg |[gSz joor'r (Szg  IgSz oo1'r foL§ ‘1€z oL6  [s'1 b1 loge ** *spunod uolIy
ozr  [6or jofr |Sex |e'rr (S€1  fofr |ir1 jovr  jooz [Sir o1z ooz  [SLn o1z @z¥r  9zr eS|t oz €1 ** *spunod uwoliy
oz g1 oS oz g1 oS oz L1 S o vz oL jogr gg o1z 091 WL [lzz () T'm |Ta  |°77SUOI OUOW 00T [** """~ """ *(JudMe

| * -AmD3 [[3ys) s33q
oS 00§ 10§ oS 00§ oS oS 00§ 0§ oS 00§ of o1 o°lg oor F€ o'gF (68 i4 00z |z < -spunod woyupy | o1 JEIW ISIOY
oS1 |60 jooz oot L0 1051 oS S‘0¢ j0OI o €0s SL G) |90 oSt sz oz (66 L8: ey g1z |*** " -spunod wonpip | cc SIBDN
O0f e/ [SoL 06F |64 [€LL |ESE€ €L (11l |ze€ g Stg oSt |16 oot Awm« S'L Igol [61zy F°S, jov¥y | "spunod wonijy |*** " "s[10 puE Sjeyg
S€¢ |'vc |oS€ S€z [|*- oS€ [Soz |+ |oot oSz "7t loot  jo¥E¢ | v ozSe oFE€ |0t 168 |19 ‘Tt jgor |77 S[YSNq UONy
©056'S Jl'g  006'g 0S6'S (L9  loo6‘g [0bLg lgL  coz'010LS'Y L't loLz'o1SL0'6 111 *mo.mu_oomhw So1  iZhr‘SIPIST (L2 [zgS‘z |** "SUOY OM3PW 00O'T |*° - *sutedd [e30],
og "ot Joor log coo oot o s door s - loor |SSe |t loze t [+ leer 6z I
SLLT jr'z fooz'z (SLLT (1T “oo«.« 0091 [1'z  jooz‘z joo1't |1z ooz‘z [Szg 6T loog‘t 'gz¥'z [L°€ «m«é vSg €1 646 |-- .wnwww.w._-.__mho%%%.m **e - surexd asreo)
S | fosz 8ST |occ oSz 61 |t joof fSor |t joof |Sofe |t loShe Sz [t leov [zg |+ g |.ee: SIoUSNq oIy :
SLI'Y S'€z  jool‘g _mS:v §'€2 jool'g 061'S |1°Lz  |ooo'g OLY'S [hz  oLo'g ©ST‘g V'Z€ ISo'z Stig €V lov6ior 098 (4L [£gS‘Y |- - suoy oupew 000 | - - sureid praig
ki) > g > R R g °H o 2

AR AR A R Rt R AR R R R R

E =8| e g |EE| 2|2 |g8| e |eleg g |2 |28 |¢c|83/2|¢2 |B8)°¢

BIBR R | B (2% 2 | 282 2|5 |8R| 5 | E(83|5 |5 38|58 |5 |83|%8

5% j R g5 $% 5% 32 ERS
!

S311 £S31I) SN} S Saln} £SoLI S}
suno)| spodxy  -uno)| spodxg  -uno)| spodxy  |-uno) syrodxy [-uno); sjrodxy é:.ow spodxy  |-uno)!  syrodxyg wn Aypourwo)
dYT | Sms gyd| sHWS | JYF| SIMS  (J¥d;  swES | JudA|  sams ddT| SA®S [ JUT | saAmg

03 paun ) pajun 03 pamn 0 paylun N pajlun 01 paytun 03 paun
sy0d [moL,  syod 12307, sy10d [®|108, sy1od 18101, s310d {e10], sy10d e10], sy10d el
R | xa X < xq -xq X

i
125-1561 1 150561 1 0S-6+61 1 6v—gt61 1 8v-L¥61 1 L¥-g¥61 1 8E-¥E61

WVI00dJ X¥IA0DTY NVIJO¥NJ ¥IANA SILVLIS QILIN [] WO¥d SsLY0dX TWOLINONOY ANV Q00 QILYNWILSH

¥E 414V.L



‘pouueld satnunod weiford 1240031 ueadorng 01 6v-gh61 19338 uafontu [erIdWWINS Jo su0dxd ON 4.
*3]qE[TEAE JON] o
*seare pardnado 1910 01 dUe[Eg LUBWIIID UINSIM 10} PI[ApPIYds st 000°LY UM Jo sUOl 000°0€T
e pajewnss st gF-Lb61 Ul syueqd 2d>ueupio je vondnpoid Awry ‘uondnpord [eniswwod A[uo sapnpuy .
*L¥61 1824 IEpUD(ED pArEWINSY
"LE61 Teak JEPUSED
‘JWN{0A POOM [ENIIE JO SIUI[EAINDI 193] pIEoq OUT PIIAUC) (poom ang 1dwdxd) spnposd qun Iy .
‘9b61 1834 1EPUd[ED
6£-5€61 a8e1ony
“Jud[eAInba 1yStom 110dx3 01 3gFom SI[ES WIE] WOI PIlIdAUCd uondnpord Jo NI
‘parRwnIS o
*Areutwitpid o,
"YW paup pUE YW PIUUEd SIPNPU]
*T6-1561 pue gh—Lb61 ‘wodx? 10§ sarddns Jo A[iqejieAR WoWIXEW PRBWISY
"s1e94 aepuser de gE-E6T
'130dx2 103 paxnbar jedwr 3s104 Jo Lyuenb vo puadap as TondNpoId
-seak 33d spunod
000‘000°000°zT Jo pooyroqySau U ‘[ego 3[qipa Juipnjpul ‘vomndnpoid jedw jo siseq wo pandwo)
QB3N
*Aquo g£61 “9ySom Pnpoid ,
"28e19a€ 6€-SE61 ‘s110d%3 [BIOL
"[ego 31qip2 snid 1YBrom ssedred passal(y
+38erane 1¥-LE6T
‘utesd Jo spysnq 000°000°0zS Jo S3TEIG Pa3tU() WOIY AN[IQEIEAE 110dXD [E102 JO SIIBWINSI UILIND VO Paseg
*$I1I0J1II3) SEISIIA0 JUIPUdP 2pn[IXI $a3uN0d werdord A1940331 ueadoiny o3 suodxy ,
‘siseq 1ea4 [y
*11€-01€ "dd “upof] *uag JyH 132In0§

¥¢ 971dV.L OL S41ON

[219]



EUROPEAN RECOVERY PROGRAM

Pressures under the ERP are significant enough to justify strong
measures in particular markets — for example, allocations as a
minimum, and, in exceptional cases, price control and rationing
as a maximum.

One should not conclude from the discussion thus far that the
major factor in the rise of prices has been exports on the anti-
cipation of the ERP. Far from it. With relatively few exceptions,
exports remain a small part of our total output. Against total ex-
ports of goods and services of $18 billion and an export surplus
of $10 billion for fiscal year 1949, the country may expect a gross
national product of $240 billion.® Hence the net “loss” of goods
and services is but 4 per cent of the gross national product, and
the exports financed under the ERP and shipped from the United
States less than 2 per cent. (The relevant variable in comparing
trade and income is the excess of exports, for imports reduce in-
flationary forces.) The Council of Economic Advisers has argued
with force that domestic demand is the most important factor,
and has shown that price movements in the last year or two have
not correlated closely with variations in exports.? Nevertheless,
the diversion to foreign markets may be a serious matter. If this
country is short 1o per cent of requirements of nitrogen, then a
foreign demand of close to 10 per cent of production may well
contribute towards a rise in prices of several times the foreign
demand. In recent periods, exports of bituminous coal accounted
for 7.7 per cent of this country’s production; electrical machinery,
6.8 per cent; freight cars, 19.5 per cent; rolled steel products, g9
per cent.'® In these markets foreign drains are a substantial factor.

In short, the export demand or the drains under the ERP are
far from being the most important single factor in bringing about
inflationary conditions; but when superimposed upon demands
already in excess of supply at current prices, and particularly in
markets where demand is insistent, export demand will seriously
affect prices — unless corrective measures are taken.
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AGRICULTURAL MARKETS *

So far we have concentrated on general price problems raised by
large exports under the ERP, though in doing so, we necessarily
had to comment to some extent on the effects in individual mar-
kets. It is time to give more attention to parts of the program, not
in order to burden the reader with much detail but rather to in-
dicate some general principles. The major demands of the CEEC
countries are for agricultural commodities, the executive branch
estimating the value of agricultural supplies (inclusive of machin-
ery) to be provided by the United States over the four and a
quarter years at about $7% billion, an amount equivalent to about
40 per cent of the total estimated costs of the program to the
United States.’*> We, therefore, start with a discussion of agricul-
tural markets.

Europe’s agricultural shortages are the result of mal-use of soil in
the war, of the absence of incentives to move supplies to the cities
(industrial products are either unavailable, or to be had at exces-
sive prices), of the breakdown of trade with Eastern Europe and
Asia, of the unavailability of foreign exchange, and, finally, of the
drought in Europe and the poor corn crop in the United States
in 1947.

Obviously, a many-sided attack is required to deal with the
problem of agricultural deficiencies. Three facts will highlight the
shortages confronting the sixteen CEEC nations. First, deficit
areas will require six to seven million tons of cereals this year in
excess of last year merely in order to attain consumption levels of
1946—47. Second, whereas in the years 1935-1939 the Far East ex-
ported four to five million tons of foodstuffs annually, in 1947
their required imports (net) are estimated at six and a half mil-
lions.?® Third, even in the current consumption year, the caloric
intake in the participating countries will be but 2500 per day,
about 85 per cent of prewar consumption, with urban communi-
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ties averaging but 2300 calories. This compares with a daily in-
take of 3450 calories in the United States.!*

Both the Harriman Committee and the executive branch were
critical of the agricultural program offered by the CEEC, a criti-
cism stemming in large part from the serious effects which the
fulfillment of the program might have upon the American eco-
nomy. They would have Western Europe expand its cereal pro-
gram at the expense of livestock output; for the latter costs
more in resources. They would also drastically cut the proposed
imports of agricultural machinery over the four and a quarter
years from about $1.2 billion to about $600 million. The CEEC
had asked for imports of agricultural machinery equivalent to
four times the entire current export of the United States; and
besides, Europe could not absorb machinery at that rate. Even
with contributions of machinery and fertilizers below the amounts
asked, American experts held that the ERP countries had under-
estimated their favorable effects on the output of cereals. It was
nevertheless clear to the executive branch that the agricultural
objectives of the ERP countries would not be achieved even
though cereal output in the sixteen countries should exceed the
CEEC estimates.

Table 35 summarizes the differences between European and
American experts concerning what would be available. Europe
will have to be content with substantially smaller imports of
grains and meat, and with drastic reductions in fats and oils; but
she may have about as much sugar as she requests; and even
more milk, dried fruits, and tobacco.

Figures in Table 35 are subject to periodic revisions with the
changing situation. In fact, important revisions became available
in April 1948. In the latest materials presented, not only did the
State Department revise estimates of availabilities but included
estimates for numerous important commodities previously not
separately itemized, especially various nonferrous metals (exports
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from the Americas in 1948-49 = $319 million), wool ($77 mil-
lion), cotton cloth ($85 million), hides, skins, and leather ($132
million), chemicals ($242 million), machinery ($469 million),
vehicles ($208 million), petroleum equipment ($127 million),
ocean freight ($r100 million). Miscellaneous commodities now
only equalled 13 per cent of the imports (inclusive of the invisible
debits) for the fiscal year 1948—49.

Important changes reflect especially the improved grain situa-
tion (though coarse grains do not seem to be on the revised pro-
gram for 1948-49), and the shortages in several areas. For the
United States, the amount of bread grains to be made available
jumps from $535 to $722 million; but the decline in coal is from
297 to 271; for petroleum products, from 531 to 479; for finished
steel, from 182 to 123; and for trucks, 81 to 58. For the other
Americas the rise for bread grains is from $669 to $1126 million;
for fats and oils from 222 to 257; but meat is down from 308 to
273, and coffee from 134 to 97.'°

That it is important for Europe to concentrate more output on
cereals, is evident from Table 36 presented by the Cabinet Com-
mittee on World Food Supplies. It will be noted that of estimated
export availabilities, 1947—48, wheat flour accounts for 72 per cent
of the calories but only 49 per cent of the dollar cost. Meat, poul-
try products, and fish, however, provide but 1.5 per cent of the
calories and cost 15 per cent of the money outlay. The average
cost per 100,000 calories is 14 times as much for meat, fish, and
poultry as for wheat flour.

In order to understand the recommendations of the executive
branch concerning American contributions to the ERP, it is
necessary to consider American farm policy. Although the Mal-
thusian specter raises its head occasionally, the dominant note
still seems to be fear of excesses. Continued gains in technology
and the emergence of substantial amounts of nonagricultural un-
employment will once more, in the views of most farm econo-
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mists, bring surpluses and produce market collapses. Present
shortages in grains are so serious that this philosophy does not
carry its usual influence. In 1946—47, there were 6984 million
bushels of grains available in this country; but for 1947—48, the

TABLE 36
EsTiMATED EXPORT AVAILABILITIES, 1047—48
Average
Trillions Cost Per
of Percent Probable Percent 100,000
Calories  of Total Cost of Total Calories
Million
dollars Dollars
Wheat, flour .. ........ 32.9 71.9 1066.0 49.0 3.24
Coarse grains ......... . 4.6 10.1 146.1 6.7 3.15
Rice ....... ........... 1.3 2.8 85.8 3.9 6.77
Beans and peas ......... 7 1.5 32.2 1.5 4.81
Edible fats, oils, and
peanuts .. . ..... .. 3.0 6.6 153.9 7.1 5.06
Dairy products . ...... 1.7 37 253.5 1Ly 14.81
Dried fruits ............ .6 1.3 46.3 2.1 8.15
Citrus juices ..... ...... .I 2 185 .8 24.74
Vegetables (including
potatoes) .. ..... ... 2 .4 46.3 2.1 2254
Meat and poultry products
andfish ............. 7 1.5 328.0 15.1 46.02
Total .............. 45.8 1000 2176.6  100.0 475 *

Source: ERP, Sen. Doc., p. 130.
* Weighted average.

estimates were but 6231 million bushels. Hence the United States
could spare but 470 million bushels (12 million tons) for export
for 194748, or about 2 million tons less than in 1946—47.'® (Again,
we should note the upward revision of estimates of grain avail-
able for export from this country and the other Americas.)
Moreover, reéxamining the CEEC estimates of grain deficits, the
United States officials reduced the CEEC deficits from 11.1 to 6.9
million tons of grain in 194748, and from 4.6 to 0.8 million tons
in 1950-51.17
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Fear of surpluses in many markets colors the United States rec-
ommendations for exports from this country under the ERP.
There is indeed a danger that the government will use the ERP
as a means of disposing of agricultural surpluses abroad. It
should be said parenthetically that if the alternative is restricted
output, then the ERP, as a source of demand, might keep output
up. The taxpayer would then absorb the costs of “conservation”
and “restriction” payments to the farmers under farm policies not
supplemented by the ERP, and would pay the farmers for ERP
supplies under a farm program implemented by the ERP pro-
gram. Insofar as the ERP accounts for increased production of
farm products, it does not contribute to reduced supplies and
higher prices for this country.

An examination of the official documents, Commodity Report,
ERP, reveals the interrelation of farm policies and the ERP. In
fats and oils, the United States is not prepared to offer much help.
Europe is dependent upon foreign countries for one-half of its
supplies; but in 1947 oil supplies entering international trade were
but 3.2 million tons as compared with almost 6 millions before
the war. Though Europe was consuming from 70 to go per cent
of the prewar oil supply in the more favored countries and less
than 6o per cent in others, and though prices were from three to
seven times greater than before the war, the European countries
were forced to accept much less than they required. The United
States offers 3 per cent of its oil supplies to the ERP countries.!®
Demand is too high in this country to countenance large diver-
sions. Again, as in grains, the primary consideration is shortages,
not excesses.

Sugar is another matter. Attempts to expand output in Europe
are not received with approval by American analysts who antici-
pate a world surplus of one million tons in 194748, and increased
surpluses later. Contending that some of the European countries
should not increase their output of sugar at the expense of pro-
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ducing alternative products which may be grown with greater
effectiveness, the American Government questions the wisdom
of European sugar policy. In the role of “arbiter” between the
large exporting areas and the deficit areas of Europe, the United
States assumes a role which does not well become her.!?

Europe is not to receive much help from this country in re-
plenishing its meat supplies, although in 1947 she was producing
but one-half of prewar output, and was dependent on imports
even before the war. Import requirements rose from 2.2 million
tons in 1934-1938 to 2.4 in 194748, and are anticipated at almost
3 million tons in 1950-51. The United Kingdom accounts for
7585 per cent of the import requirements of the participating
countries and 25 per cent of the rise from 1947-48 to 1950-51.
Germany’s rise of requirements is three times as great as Britain’s:
from 12,600 tons in 194748 to 488,000 tons in 1950-51. That the
British contracted for most of the available supplies for years to
come, and at favorable prices, and that the British consumption is
100 pounds per capita while other participating countries on a
meat importing basis consumed but from 25 to 70 pounds per
capita, raise interesting problems. Should the ERP, for example,
support the relatively high meat consumption in the United
Kingdom? Whatever the merits of this controversy, the point to
be made here is that, although in 1947 meat production in the
United States was 23 billion pounds and consumption 157 pounds
per capita (as compared with 133 pounds in 1939), nevertheless
we are prepared to export to ERP countries only $6 million worth
of meat in 1948-49 and $60 million in the four and a quarter years.
(in 1943 our total exports were more than 2 billion pounds.2®)
While there was adequate demand at home and prices were
highly inflationary, this country was not enthusiastic about di-
verting supplies to Europe —and particularly if the commodity
was not an absolute necessity.

This country is prepared to provide the requested supplies of
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fresh and dried fruits as well as dairy products and tobacco. In
fact there is an indication of a willingness to offer more than is
asked. An official document concerning tobacco frankly states:
“The program from the standpoint of the United States is of
vital importance in order that customary outlets may be main-
tained.” The authors of the CEEC report are reprimanded for
their unrealistically Jow estimates of German requirements, and
the proposed increase in tobacco output for Italy, Greece, and
Turkey is ridiculed: these countries are reminded that American
tobacco is increasingly popular.?!

Interests of our farmers are clearly reflected in the cotton pro-
gram. Europe is to obtain what she requires. In fact it is made
clear that after several years of reductions in carry-overs, supply
and demand are now roughly in balance, and without the ERP,
it is feared that large surpluses will once more reappear. This
country, therefore, will provide about 39 per cent of the imports
of ERP countries. Though the carry-over in 1946 was but 40 per
cent of that before the war and prices three to four times as high,
the official position is that American contributions may still have
to be revised upwards.??

ENERGY SOURCES

Outlays for energy sources are to be large under the ERP, the
total imports of coal, petroleum, and equipment, and for products
required for hydroelectrical development from the United States
accounting for about three and one half billion dollars, or about
one-third to one-fourth of the total given for selected commodi-
ties. American policy seems to be to provide the participating
countries with the coal requested as well as the major part of the
equipment for energy production, but to deny them a large part
of the petroleum requested. Fearful of the effects of large drains
of petroleum products upon the American economy, the United
States authorities urged a large cutback from the demand for
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petroleum products (a further cut was proposed in March, 1943),
greater reliance on coal, and shifting of demand for petroleum
from the Western Hemisphere to the Middle East. The partici-
pating countries were denied petroleum with an energy equiva-
lent of 155 million tons of coal. Yet, according to the executive
branch of the United States Government, the European program
to raise coal output from 440 million to 585 million tons in the
years 1947 to 1951 admittedly will be reached only under opti-
mum conditions. For the United Kingdom, the projected rise is
from 199 million tons in 1947 to 249 million tons in 1951, or 25
per cent in volume, and 20 per cent per man-shift. In order to
make sufficient energy available, the United States is prepared to
provide 6 per cent of its coal output in the current year; and to
make available $850 to $905 million of petroleum equipment as
compared with a need estimated at $588 million by the CEEC and
of $1.5 billion by the United States executive branch.?® (The
latter’s estimate is high, because the CEEC left out of account the
equipment required by United States companies operating in the
ERP countries.)

In presenting their analysis of the petroleum situation, United
States officials underline the small drains on the American econo-
my to be countenanced by the United States Government. In
fact, the United States is well on its way to becoming a major oil
importing nation. This country will be the largest importer of
petroleum products in the world by 1951, accounting for as large
imports as the three largest European importing countries com-
bined, and for an amount equal to about 6o per cent of the im-
ports of all participating countries and their dependent overseas
territories. According to the executive branch, United States ex-
ports of petroleum products in 1951 will account for 4 per cent
of the imports of the participating countries, as compared with
30 per cent in 1938, 26 per cent in 1946, and 11 per cent in 1948.
In absolute amounts, United States exports to these countries will
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decline from the 1938 amount of 77 million barrels and the 1946
level of 59 million barrels to 35 million barrels in 1948 and 15 mil-
lion barrels in 1951. Participating countries will meet their re-
quirements for petroleum from dollar sources primarily out of
imports from American companies operating abroad. It is abun-
dantly clear from this statistical summary that the American
Government will not accede to any drains of petroleum products
from this country which would significantly affect our supply
and demand and price situation. Yet in 1951-52, oil requirements
of the participating countries should be less than one-fifth of
those of the United States.?*

CEEC figures and American revisions are as follows: 2°
Petroleum consumption, 4% years recovery period
CEEC estimate = 300 million tons
U. S. revision = 227 million tons

This reduction should be considered in the light of average
energy consumption per capita (hard coal equivalent) of 2.52
tons (oil = 0.29) for the participating countries and 8.09 tons
(oil = 3.10) for the United States. Our per capita consumption
of all energy supplies is more than three times that of the ERP
countries; that of oil, 11 times. Under the assumed conditions,
the supply of petroleum available for United States use will rise
from 224 million tons (hard coal equivalent) in 1938 to 454 mil-
lion tons in 1951; and for the participating countries from 50 to 82
million tons. The increase for the United States would be about
100 per cent; for the participating countries, more than 6o per
cent. In view of the present and impending shortages, the Ameri-
can Government in fact advises Europe to slow down conversion
from coal to 0il.26

It is part of American policy to put a larger part of the burden
of supplying oil upon other parts of the world; and the ERP fits
into the country’s oil strategy. With proven reserves of 2920 mil-
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lion tons, this country produced 253 million tons in 1946 and an
estimated 255 million tons in 1951, or about 8 per cent of proven
reserves in 1946, and probably less in 1951. The Middle East,
however, with proven reserves of 3600 million metric tons pro-
duced but 44 millions, or 1.2 per cent of proven reserves in
1947, and an estimated 85 million tons, or about 2.4 per cent,
in 1951.%7

Concern over the large drains on American reserves explains in
part the diversion of shipments under the ERP from the Western
to the Eastern Hemisphere. While in 1946 the Western Hemi-
sphere supplied 77 per cent of Europe’s petroleum imports and the
Middle East 23 per cent, it is estimated that by 1951 the latter will
provide over 8o per cent of Europe’s needs and the Western
Hemisphere, less than 20 per cent. Hence the reduced contribu-
tions of the United States under the ERP, which were noted
earlier.?® As mentioned above, exports to these countries will de-
cline from %7 million barrels in 1938 to 35 million barrels in 1948,
and to 15 million barrels in 1951. The last is but 0.8 per cent of
the United States production as compared with 6.4 per cent in
1938.%°

American oil policy is well tethered to the ERP. We urge
Europe to moderate her demands for oil; we suggest that she
rely more heavily on other sources of energy and also on other
areas. In the modern world, access to oil is a must for both mili-
tary and industrial purposes. Our American civilization is now
built around oil. In 1946, the United States accounted for about
two-thirds of world use of petroleum products, and her rise of
demand from 1938 to 1947 was two and a half times the consump-
tion of all participating countries in 1947; and by 1951, United
States consumption should be double that of 19383 In view of
our large demands, the question may be raised whether or not
we have been generous enough in dealing with European re-
quirements. Willingness on our part to introduce temporary
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controls in order to reduce wasteful consumption of oil products
might not only make larger supplies available to Europe, but
might also increase the life of our reserves, and help keep infla-
tionary pressures down. Indeed, part of the purchasing power
not used on tight markets (such as oil) will be shunted to other
markets, though, it is assumed, to less crowded markets.

IRON AND STEEL

Iron and steel are the last items to receive special consideration
here. Agricultural products and machinery (about $7.5 billion),
energy, inclusive of equipment (about $3 billion), and iron and
steel (in excess of $1 billion) account for about $11'4 billion of
supplies to be provided under the ERP from the United States
over the four and a quarter years to be covered. This amount
compares with the “selected” commodities of $13 billion studied
by the executive branch and the $15.1 to $17.8 billion appropria-
tions required by the Executive. This survey, then, covers the
most important items, both in amounts and in the difficulty of
the problems raised.

Iron and steel are crucial materials in the modern economy:
and they are of particular importance under the ERP because of
their intimate relation to the ambitious investment programs of
the CEEC countries, and because of the serious shortages pre-
vailing in the United States. The American officials were critical
of the CEEC estimates for many reasons: the production program
could not be realized; the equipment requested could not be
spared in this country and besides, once the volume of iron and
steel imports was reduced, it would not be possible to use the
amount of equipment asked; and the United States could spare
no scrap, and very little semi-finished iron and steel. In part to
compensate for the denials, the United States was prepared to
provide more finished iron and steel than was requested. Since
finished products are more expensive than the raw materials, this
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might be considered as an attempt to protect the American iron
and steel industry at the expense of the taxpayer.

An examination of Table 37 and Figure 12 shows the large
differences between CEEC and United States estimates of steel
output, differences that tend to become smaller in the later years.

TABLE 37
Finisuep Steer OutpuT
(In millions of metric tons)

CEEC Program *

United States Estimates

Participating Participating

Countries ex- Countrics, ex-

cluding West- Participating cluding West- Participating

tern Germany Countries ern Germany Countries
1938 ... ... .. 18.4 34.1 18.4 34.1
1047 .« ...l 21.0 237 21.0 23.7
1048-49 ...... 20.6 34.0 24.0 28.6
1949-50 ...... 30.6 36.9 27.0 33.7
195051 ...... 32.6 40.4 20.2 37.6
1051-52 . .... 34.2 43.9 30.9 40.6

Source: ERP State, p. 81.

* CEEC cstimates are given for calendar ycars.
Against the CEEC estimate of a rise of iron and steel output for
CEEC countries of 40 per cent in 1948 over 1947, the United
States estimates the increase at only 20 per cent. By reducing the
amounts to be consumed and exported by the ERP countries, the
executive branch fits the supplies made available to demand.
They note, however, that serious problems are raised by the re-
sulting failure of these countries to reéstablish their substantial
export position in iron and steel. Basic industries, it is held, will
require only 40 to 50 per cent of anticipated steel consumption,
and, therefore, the enforced economies need not be serious if
proper allocation is made.®! ‘

A scrutiny of the iron and steel program is especially germane
for an understanding of the capital expansion program. The
total cost of expansion and modernization programs in iron and
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steel for the participating countries is estimated at $2.2 billion,
about 40 per cent of which represents iron and steel production
equipment. The United States is asked to provide $400 million
of equipment. Although the Harriman Committee urged strong
efforts to meet these demands for equipment, the executive
branch proposed to satisfy only about one-half.?

PRODUCTION OF FINISHED STEEL IN CEEC COUNTRIES

1938, 1941- 195

MILLIONS OF METRIC TONS

40|

35

CEEC
ESTIMATE  US.
ESTIMATE

30

o8| MOST ACTIVE PRE-WAR YEAR=~_ _| |_

20

1938 1947 1948

Figure 12

Shortages in the United States were decisive in the formulation
of American policy. With steel ingot production in 1947 at the
record peacetime level of 84 million tons (but 7 million short of
capacity), the country was still suffering from serious shortages:
the output of automobiles with capacity of 6 million was at the
rate of 4 million; the oil and gas industry was facing a serious
shortage of pipe; and steel prices were at high levels, with black
and gray markets growing. Sheets, strip, tinplate, pipe, and tubes
appeared to be the tightest items. Shortage of scrap, the most
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serious bottleneck, explains the far below capacity production of
ingots. Scrap at forty dollars a ton had reached an all-time high.
These facts explain the recommendations that virtually no scrap
be made available, that about 40 per cent of the requested crude
and semi-finished scrap be provided, and that exports of finished
products exceed the amounts asked for (see Table 38). The de-
cline in dollar value for all iron and steel products, relative to
CEEC proposals, was from about 1165 to 830 millions or less than
30 per cent.?® In March 1948, as noted above, the State Depart-
ment reduced allocations of finished steel output further from $182
to $123 million.

CONCLUSION

It is clear that the recommendations concerning the supplies to
be made available, inclusive of the distribution among commodi-
ties and among supplying countries, were determined largely by
the requirements of the American economy. Where the burden
could not easily be shifted to the other Americas, the only alter-
native was to whittle down the amounts asked. Where there were
shortages, actual or impending, the disposition was to deny the
CEEC countries a substantial proportion of supplies requested.
Examples are iron and steel and grains. Where, on the other hand,
there were more likely to be excesses in the American economy,
the Executive proposed to provide all (and frequently) more
than was asked. Examples are tobacco, cotton, and dried fruits.
Europe then would become a sink for American excesses, the
taxpayer paying the bill. American policy is to keep down the
demand for scarce items, and, notably, for grains, meat, petro-
leum, machinery, and iron and steel. In agricultural commodi-
ties, it is possible to shift a large part of the burden to other com-
modities and hence the denials to Europe are substantial but not
decisive. Europe will have to do with much less petroleum than
was required, despite significant shifts to other areas. Alternative
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sources of iron and steel are not available; and, therefore, reduc-
tions below requested amounts are equivalent to reductions in
total amounts available. In general, this conclusion stands out:
the sacrifices imposed on the United States in terms of goods
should not be serious; and had this country been willing to intro-
duce moderate measures of conservation and allocation, greater
amounts might have been made available for Europe. The re-
sult would have been a more rapid recovery for Europe and a
more rapid improvement of her balance of payments.
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PART FOUR

ECONOMIC RECOVERY



Jutroduction

In the opening chapter (Highlights) and in chapters 1, 3, and
6, various aspects of the European crisis were discussed, and par-
ticularly in the opening chapter and Chapter 1 the likelihood of
an adequate recovery within the next four years was considered.
The next chapter deals in greater detail with the European re-
covery in the years 1945-1947, with the retardation of the advance
in 1947, and especially with the barriers to further recovery. It is
necessary to consider the goals set up by the participating coun-
tries and their likelihood of reaching them; and the probability of
solving the inflation, output, and balance-of-payments problems.
This chapter contains an over-all analysis of the relevant prob-
lems as well as a detailed discussion of the five most important
countries, accounting for about three quarters of the income of
the ERP countries. Largely factual, this chapter is not required
reading. The impatient reader may prefer to omit parts of it, and
particularly the latter parts, other than the conclusion.



] ] « Eeonomic Kecovery?

INTRODUCTION

In their Paris meeting during the summer of 1947, the sixteen
participating countries announced ambitious goals for the next
four years! Among their objectives were a strong production
effort, “the creation and maintenance of internal financial sta-
bility as an essential condition for securing the full use of Europe’s
productive and financial resources,” the development of economic
cooperation between the participating countries, and a solution
of the problem of the participating countries’ deficit with the
Americas.? That the targets cannot be attained with ease, is evi-
dent from the comparison of the objectives for the years 1947-
1951 with the attainments of the United States economy from
1940 to 1944: for coal, the European rise was to be 33 per cent,
for the United States the gain had been 34 per cent; the respective
figures for steel were 60 and 31 per cent; for electric power output,
39 and 61 per cent® The European experts were silent on a
vital aspect: the large amount of unemployment in the United
States in 1940, which made possible spectacular gains in the
following four years.

In order to achieve the goals set, it would be necessary to make
the fullest possible utilization of economic factors, and in parti-
cular to reduce wastages due to unemployment or production
below full capacity, and to stimulate transfers of unemployed
workers to countries short of manpower. Financial and mone-
tary reform was to be an adjunct to the production policies, for
with purchasing power much in excess of goods available at cur-
rent prices, the incentive to work a full day was lacking. Why
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earn more money when it is not possible to spend it on desired
goods, or else to purchase only at exorbitant prices on black
markets? A rise in the level of employment, induced in part by
increasing the numbers at work and the hours per worker, would
have to be supplemented by gains in productivity, in turn asso-
ciated with full (not over-full) production, with modernization
of plant, with expansion of capital facilities, with priority in the
use of scarce resources according to the requirements of the pro-
grams, and in particular with a redistribution of the factors in
favor of the more productive and more essential industries. Re-
laxation of trade barriers and improved manner of liquidating
balances across natural frontiers would also contribute towards
higher man-hour output. In short, what was required was more
workers, longer hours, and a rise of output per man-hour. With-
out these, the goals would not be reached.

A rise in output would not suffice to solve the problems of the
sixteen countries, for the crisis was one of output and balance of
payments. In order to solve the latter problem, it is necessary
not only to produce more, but also to sell more abroad or (and)
buy less from abroad. That the Paris Conference was interested
in solving the balance of payments problems was evident in the
reduction of the projected deficit of the sixteen countries and
Western Germany with the American Continent from $8.04 bil-
lion in 1948 to $3.40 billion in 1951; and in a rise of exports to
the United States from $850 million in 1948 to $1480 million in
1951, and to the rest of the American Continent from $1310 to
$2460 million, or a total rise in excess of 8o per cent.*

AN APPRAISAL OF CEEC OBJECTIVES®

As the executive branch noted, the aid under the ERP would
not amount to more than 3 to 5 per cent of the income of the par-
ticipating countries and about one third of their total imports,
with two-thirds of these imports being paid for out of their own
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resources. The big question mark was the anticipated rise of

output, which had to be a multiple of the aid made available.
According to the executive branch,

the production goals set forth in the CEEC report appear, on analy-

sis, to be reasonable and attainable although it is probable that the

participating countries will be unable to achieve certain specific goals
within the span of the four and a quarter year recovery period.®

In foods, particularly in meats, fats and oils, and sugar, goals
would not be reached. Anticipated indexes for 195051 (1934-1938
= 100) were: meats*CEEC — 88, United States estimate — 80;
fats and oils, 98 and 91, respectively, raw sugar, 114 and 108.
By pruning the livestock program and by taking other appro-
priate measures to raise output of cereals, the participating na-
tions might produce 105 of bread grains by 1950—51 in place of the
1ot estimated by the CEEC (prewar index = 100)." Executive
branch estimates of energy consumption for the years 1950-1952
were below those of the CEEC, the former estimate being espe-
cially low for the output of hydroelectric power — 181 was the
United States estimate for 1951, whereas the CEEC projection
was 190 (1938 = 100); for petroleum, the respective figures for
1951-1952 were 174 and 207 (1938 = 100). The explanation of
the pessimism of the United States authorities is the unavailability
of capital required to provide the additional capacity in power
and petroleum. In finished steel, also, the United States’estimated
indexes (1938 = 100) were substantially below the CEEC projec-
tion: the former range from 7 to 16 per cent less per year over
the years 1948-49 to 1951—52. Because of the shortage of coke and
the unavailability of scrap, which is not to be shipped as re-
quested under the CEEC program, the goals in steel also would
not be reached. In the crucial commodity, coal, the targets were
more than 30 per cent above 1947 output. The executive branch
warned that they would not be reached unless conditions were
very favorable.?
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Failure to reach goals in industries which touch the econ-
omy at almost every point may indeed be serious. In iron and
steel, power and coal, the achievements may well fall below
goals by 10 per cent, the deficiency generally being equivalent to
about one-third of the total rise in nonagricultural output antici-
pated over the four years. In turn, the deficit in industrial output
would affect agricultural output adversely.

Perhaps even more important are the effects upon exports,
which would suffer disproportionately from the retardation in the
rate of advance of industrial output. With exports in 1947 about
10 per cent of the income of the countries involved, a deficit even
of 10 per cent in national output might well reduce exports by
50 per cent—on the assumption that half of the decline would
be reflected in a reduction of exports. A rough estimate suggests
a national income of $75 billion for the participating countries in
1947—438, and $100 billion projected for 1951—52. (Estimates of in-
come in 1947 run as high as $100 billion.) Exports in 194748
may well be $7 billion, or 10 per cent of income in 1947—48, and
$11Y billion, or 11-12 per cent in 1951-52. Should output fail to
attain the anticipated level by 10 per cent, then exports in 1951-52
might well decline to 6 to 7 per cent of incomes.” Export targets
were ambitious even on the assumption that the anticipated rise
in output would be achieved. Let us consider the export program.

Exports to the American Continent and to others were estimated

by the CEEC, in billions of dollars, as follows (CEEC, pp. 51, 56) :

U.S.A.  Rest of American  Other

Continent
1948 085 1.31 430
1951 1.48 2.46

A rise of about 75 per cent of exports to the United States, and
close to go per cent to the other Americas, is ambitious indeed.
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Even under these favorable assumptions, the deficit of the par-
ticipating countries with the American Continent would be
reduced only from $8.04 billion in 1948 to $3.4 billion in
1951. Against the deficit of $3.4 billion remaining in 1951, the
participating countries anticipated a favorable balance on cur-
rent account of $2.8 billion with other nonparticipating coun-
tries.?

These figures should be compared with those of the executive
branch (at current prices). They put the balance with the Ameri-
can Continent at $8.5 billion in 1948-49 (compare with the $8.04
billion for 1948 estimated by the CEEC) and at $3.4 to $4.4 bil-
lion in 1950—51 and $2.4 to $3.6 billion in 1951—52.1* These esti-
mates are not greatly divergent from those of the Paris Confer-
ence. In the study of exports and other items in the balance of
payments, however, the American experts disagreed with their
European colleagues. First, as has been noted, the Paris Confer-
ence was overly optimistic concerning changes in the terms of
trade. Price history since July 1947 confirms the suggestion of
over-optimism; and the enlarged military program of the United
States in 1948, together with the effects of the aid programs, surely
postpone the anticipated decline of overseas prices which was
to contribute so much to improved terms of trade for Europe.
Second, the Harriman Committee suggested that the estimates
of the Paris Conference on exports to the Western Hemisphere
should be cut by one-sixth.’?> But the executive branch did not
support this revision. Third, and perhaps more important, the
executive branch was much more optimistic concerning exports
of ERP countries than the CEEC, the Harriman Committee, and
the International Bank. In the latest revision of figures, for ex-
ample, the State Department estimated exports and receipts on
invisible account of participating countries in relation to the
Western Hemisphere at $4995 million — $2820 million vis-a-vis
the United States and $2175 million vis-d-vis other Western
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Hemisphere countries. These figures, which relate to fiscal year
1948—49 and include $1840 million for invisible items, should be
compared with exports of only $1.16 billion to the Americas in
1948 and $2.83 billion in 1949, according to the CEEC estimate.
Exports to the United States were to be about $1.6 billion in
1948—49 according to the State Department, and only about $1
billion according to the CEEC. In addition, other earnings of
ERP countries vis-i vis the United States were to be more than
$1.2 billion.!?

It will not be easy for the participating countries to provide
the exports required under the program. It was estimated by the
executive branch that in view of the unfavorable terms of trade,
the losses of foreign investments and earnings on shipping and
other services, these countries will have to export 30 per cent more
in order to obtain imports approximately as large in physical
terms as in 1938."*

Consumption, government expenditures, investment, and ex-
ports account for annual output. Let us consider consumption
first. In the opinion of the American analysts, the projected
standard of living assumed under the ERP was not too high, al-
though the executive branch concluded that the rise could not be so
rapid as had been hoped. Even by 1951, Europeans would not live
as well as in 1938. It was generally understood that pressure to re-
duce the standard of living further would have unfortunate
effects upon the production effort. Second, there was little dis-
position to urge economy in government inclusive of military
outlays. In appraising the programs for investments, the American
experts were critical. They were fearful of the inflationary effects
of diverting large resources into investment; for this would in-
crease the excess of disposable income over the flow of consumers’
goods. Nor were they prepared to deprive America of capital
goods in short supply here, which would have been required to
meet the CEEC requests. Programs to devote 17 per cent or even
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more to investment seemed excessive for countries in a rather
impoverished state; and particularly since inflation was one of the
most serious problems. That the capital had to be provided to a
considerable degree out of United States resources, did not
strengthen the United States support for European investment
programs. The upshot was recommendations to the sixteen na-
tions to moderate their capital program, to concentrate it more
on the vital industries (for example, coal and agriculture), and
to rely more on repairing available plants and equipment rather
than on modernization and replacement.’®

ACCOMPLISHMENTS

In the discussion that follows, I shall concentrate on five coun-
tries, namely, the United Kingdom, France, Italy, Bizonal Ger-
many, and the Netherlands; since these five countries account for
most of the deficit in the balance of payments, for four-fifths of
the income of all ERP countries, and an equal proportion of the
assistance required, there will be no great loss in concentrating
on them.

Income. In 1939 the five countries accounted for about four-
fifths of the income of the sixteen nations inclusive of Western
Germany. In 1946, the proportion was probably closer to three-
quarters, the relative reduction being explained primarily by the
large losses suffered by Western Germany and Italy and the sub-
stantial reduction of income in France.’® Obviously, the figures
are very rough.

Deficits in the Balance of Payments. According to the CEEC,
these five countries would account for $7.22 billion of the deficit
with the American Continent out of $8.46 billion for the ten
most important countries to receive aid under the ERP. (The
relatively unimportant countries omitted were Austria, Iceland,
Ireland, Luxemburg, Portugal, and Turkey.) In fact, the defi-
cit with the American Continent for 1948 for all countries under
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the program, when adjusted for unavailability of supplies and the
deficits of dependencies, was estimated roughly at $8 billion.!"

Executive branch estimates of the deficit of the five major and
all ERP countries are shown in Table 39.

TABLE 39

Dericit oF ERP CountriEs oN CURRENT AcCCOUNT WITH WESTERN
HemisPHERE, 194849 (15 MonTHs ENDING JUNE 30, 1949) AND 1948-52

(In Millions of Dollars)

1948-49 1948-52
Five major countries inclusive of
Bizonal Germany .. ... .............. 6,596 17,504
Dependencies of five countries ........... +96* +970*
Percentage of total — five countries ........ 82 84
Percentage of total — five countries
and dependencies ........ e e 81 79
Source: Based on materials, ERP: House Hear., Vol. 1, p. 2006.
* Credits.

OVER-ALL TRENDS

Before turning to a study of the five crucial countries, I shall
briefly discuss recent trends for all ERP countries. In 1946 real
national income was substantially below prewar income: in Aus-
tria, about 50 per cent of that before the war; in Greece and Italy,
about 6o per cent; France and Netherlands, between 80o—go per
cent; the Scandinavian countries and Switzerland, at or above
prewar income. With a high proportion of resources going to
government and capital, the amounts available for consumption
were smaller than indicated by income figures.'®

In many countries, even late in 1947, industrial output was be-
low prewar output, though large gains had been made in 1946;
and in the first half of 1947, the monthly rise for five ERP coun-
tries for which figures were available was 1.9 per cent. A deterio-
ration was reflected in a monthly decline of 1.7 per cent for these
five countries in the third quarter of 1947. For six of the ERP
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countries, the rise was resumed in the last months of 1947.1°
Average output in 1947 was higher than in 1946.

Production in many industries was spotty, even in those coun-
tries where industrial output in 1947 was above or close to pre-
war output. For example, in Norway the industrial index in the
spring of 1947 was 115 (prewar years = 100). The index for steel
and metal working had risen to 167; but for woodpulp and paper,

TABLE 40
InpusTRIAL OUTPUT, 1945-1947
(1937 = 100)
Last month
4th Quarter 4th Quarter 3rd Quarter available,
1945 1946 1947 1947
Austria ...... .. ....... . 40-50 (1st
Qu.)
Belgium .. ... .50 81 82
Denmark . ... 81 104 103 120*
(1st
France . . .. ... .. 67 Qu. 90 89 97t
1946)
(1st
Germany —U. S. Zone .. 20 (Qu. 45 50 49*
1946)
(1st
British Zone 28 Qu. 33 37 40t
1946)
Greece ... ool 39 71 68
Ireland .... .. ......... 96 112 109 (2nd
(1st Qu.)
Ttaly ... .. e 28 Qu. 54 72
1946)
Netherlands .... .. .... 57 89 91 102*
Norway ...... ........ 81 110 106 115*
Sweden .. ... ..., 104 108 108 108+
United Kingdom ....... .. (2nd
100 100-120 Qu.)

Sources: U. N. Econmomic Report, 1945-47, pp. 131-32; U. N., Monthly Bulletin of Statis-
tics, February 1948, pp. 24-27.

* December.

1+ November.
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the index had fallen to 75, for ore and metal production to 72, for
canning to 55. Progress was uneven in every country. In the
generating of electricity, output everywhere, with a few minor
exceptions, was substantially above that before the war; but
whereas electric generating capacity had risen 7.5 to 8 per cent per
annum in the years 1925-1938, the expansion since had been but
5 per cent per annum, a rise much below what was required.

Bottlenecks were an important cause of the unsatisfactory level
of output. Steel production for thirteen countries (inclusive of
four non-ERP countries) was but 55 per cent of 1937 output in
1946 and 63 per cent in 1947, while planned expansion would have
brought the output up to 114 per cent of 1937 output, and 127 per
cent by 1951. But we now know that this expansion will not take
place.®® Shortages in steel are bound to affect many industries.

A decline in agricultural output also had unfortunate effects;
for without adequate supplies of food and raw materials, output
was bound to suffer. In 1945, the crops were disastrously low.
The Economic Commission for Europe estimated agricultural
output at 63 and %5 per cent of prewar volume in 1945-1946 and
1946—47 respectively.®' In 1945-46, bread and coarse grain output
of Europe as a whole was but 60 per cent of prewar output; and
in 1946—47, output of grains and potatoes had risen to 74 to 77 per
cent of prewar output. For 1946—47, the decline in output of all
grains relative to prewar volume was 30 per cent or more for
eleven of the seventeen countries listed. Belgium’s output was
but 51 per cent of prewar output; France’s, 59 per cent; the
Netherlands’ and Norway’s, 80; Sweden’s 63; Greece’s, 66; Italy’s,
68; and Germany’s, 64. The United Kingdom and Switzerland,
however, raised their output to 156 and 141 per cent of that before
the war.?? For all countries participating in the Paris conference,
production of fats and oils in 1945—46 was only two-thirds of pre-
war production; and the proportion of meat production was
similar. Output of milk declined by 27 per cent; butter by 30 per
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cent; of other milk products, 52 per cent; and of eggs, 37 per
cent.?® Then came the disastrous crops of 1947. In Europe, ex-
clusive of the USSR, the production of wheat fell from 42.3 mil-
lion tons (1934-1938 average) and 32.9 million tons in 1946 to 25.8
million tons in 1947. Production of rye was about 6o per cent of
prewar volume and of potatoes, about 75 per cent.** Especially
large losses were suffered in Western Europe.

Consumption levels were far below prewar levels, and particu-
larly in fats and oils, meats, and sugar. In Western Europe calorie
intake was maintained by relying increasingly on grains and by
mixing in more coarse grains. In eastern and southern Europe
the reduction of calories was more serious. The CEEC estimate
of consumption for countries participating in the ERP is shown
in Table 41.

TABLE 41

ConsumptioN BY ERP CouNTRrIES
(Kilograms Per Capita)

Prewar 1046-47 1947-48
Bread grains . ............ 192 158 159
Fats and oils ..... S 241 13.3 17
Meat ... . . .. . .... 429 27.7 30
Potatoes ... .. .. . .. 236 190 228

Source: CEEC, p. 77.

With reduced supplies and large amounts of liquid assets —
the result of government deficits —there was a strong pressure
on prices.?® Several countries, for example, the Scandinavian
countries, and the United Kingdom, succeeded well in keep-
ing the cost of living from rising even as much as 100 per cent
above prewar levels. The achievement was remarkable in Nor-
way in particular, for the supply of money was ten times greater
than before the war. In Belgium, Czechoslovakia, and the
Netherlands the rise in wholesale prices by 1947 had reached from
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250 to 300 per cent of prewar prices. The cost of living in Poland
had risen by 150 times in mid-1947. Several countries resorted to
monetary purges: In Greece, one old drachma was exchanged
for 50,000 million new drachmas; in Yugoslavia, 250 million new
dinars were exchanged for 6,000 million old notes; in Czecho-
slovakia, exchange was limited to 500 new crowns to each person,
with remaining balances frozen; and in Hungary, drastic meas-
ures were taken to stabilize prices through a reduction in mone-
tary supplies. By July 1946, the volume of circulation had reached
6.2 X 10%'. France and Italy, with prices up to about ten and
sixty times the prewar level, continued to encounter difficulties in
1947. In Germany the use of money as a medium of exchange had
virtually ceased before the monetary purge of the summer of 1948.

The advance of monetary inflation in 1947 was not serious as
a rule. Of the ERP countries, France, Italy, and Greece alone
showed rises in circulation that might be considered large relative
to the economic movements of the period. The rise of circulation
in the Netherlands, Switzerland, and Sweden was small, and for
Norway appropriate; and several showed a net decline over the
year. Similar generalizations apply to price movements. Italy,
France, and Greece were the danger spots; for other ERP coun-
tries, there were small rises or even declines. (In Ireland the
cost of living rose about 10 per cent.) 28

One of the disturbing factors in the situation was the failure
of wages to respond to the increase in the cost of living, a loss

softened by rationing and recouped in part by cost-of-living sub-
sidies.?”

INDIVIDUAL COUNTRIES: THE UNITED KINGDOM *

The United Kingdom is the most important country of those
participating in the Paris Conference: its anticipated trade defi-
cit with the Americas for 1948 is 30 per cent of the total for the
sixteen countries and Western Germany; and its income is about
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one-third of the total. Hence British prospects and fulfillment of
goals under the ERP will be of prime importance.

National income is the most important single index of econo-
mic well being. In 1938, British national income (or net national
expenditures) was £4,671 million; in 1946, £7,974 million, a rise
of more than 70 per cent. A more recent survey puts national in-
come at £8,200 million in 1946, £8,600 million in 1947, and (esti-
mated) £9,000 million in 1948.2° Output even in 1946 seemed to
be above the 1938 level, for income rose more than prices. Accord-
ing to one estimate, income was 15 per cent above prewar levels.
In a controlled world a comparison of income and price move-
ments may be misleading, however.®® As of early 1948 the United
States Government estimated that an expansion of production of
25 per cent above current levels would be required to achieve the
expansion of exports necessary to pay for imports even at a
standard of living somewhat lower than in wartime.3!

Unfortunately for Britain, over-all income figures are not an
adequate guide to the British economic situation. The distribu-
tion of the income is also a matter of importance. A rise of in-
come not accompanied by gains in consumption may have ad-
verse effects on output. It is clear that consumption accounts for
a declining part of the national income.

These figures (Table 42) suggest that consumption expendi-
tures are relatively much less important than they had been; and
capital expenditures substantially more important. (It will be
noted, however, that in the light of the large amounts of dis-
investment in the six years 1940-1945, investments in 1946 and
1947 were modest.) 32 It is also clear that without large contribu-
tions from the sale of foreign assets and foreign loans, the
amounts available for investment and consumption would have
been substantially lower. In 1947, the net foreign disinvestment
was equal to 50 to 6o per cent of the total investment.

Consumption expenditures, corrected for price changes, sug-
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gest that consumption is roughly at prewar levels. Over-all fig-
ures, however, conceal the change in distribution among groups
and the enforced modification of the goods consumed. The public
is not pleased with the substitution of additional entertainment

TABLE 42

Use or BritisH NATIONAL INCOME — PERCENTAGE

1938 1947 1948
Provisional Estimated
Current expenditures
Personal consumption ... .. 78 70 69
Government current
expenditures .............. 16 24 22
Additions to assets
Net capital formation at home 7 14 12
Less external disinvestment .. —1 -8 -3
National Income 100 100 100

Source. Economic Survey for 1948, p. 46.

and liquor for clothing, food, and housing denied them. Nor do
the relatively well-to-do feel compensated for the losses they
suffered by the gains of others. From 1938 to 1946, lower income
groups increased their private income after payments of direct
tax by g5 per cent; but middle and upper income groups by only
31 per cent — the former is given by wages, pay of armed forces,
and social security benefits and other transfer payments; and the
latter by salaries, rents, interest, profits, and professional earn-
ings.?® But even the low-income groups are not pleased with the
results, though in the United Kingdom, weekly wage rates at
the end of 1947 were 70 per cent above the 1939 level, while the
cost of living had risen by but 33 per cent.®* Wages were high
on an absolute scale, and also high relative to prices; but increased
taxes and the unavailability of goods reduced consumption to
about the prewar level. Large reductions for 1947 and 1948 in
per capita consumption were evident in all important foods but
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grains and potatoes; and the declines in meat, eggs, oils and fats,
sugar, vegetables, and fruits were substantial.®® In summary, the
relatively small proportion of current output available for con-
sumption, and particularly the serious shortages in vital commodi-
ties, point to a deterioration in living standards, and a weakening
of incentives.

Before we turn to the problem of the British economy in rela-
tion to the ERP, two other aspects of the current situation require
consideration. First, there is the problem of suppressed inflation.
At the end of 1947, total purchasing power had risen by 150 per
cent over the prewar level, wholesale prices by 100 per cent,
weekly wage rates by 70 per cent, and the cost of living by 33
per cent. The government had succeeded in keeping prices down
by increasing taxes, stimulating savings, and by controlling prices,
rationing, allocating, and relying on consumer subsidies. Con-
tinuance of heavy taxation which promises a large budgetary sur-
plus in 1948 should reduce the pressures; but inflation continues
to threaten the economy. Much will depend upon the use to
which the government puts the local currencies received for sup-
plies imported under the ERP. Should this money be used to re-
duce floating debt held by the Bank of England and joint stock
banks, the anti-inflationary effects would be large; but if it is used
to purchase government securities in the hands of the public or
(worse) for ordinary expenses, then the effects would be infla-
tionary. (In the years 1946 and 1947, the government had re-
ceived net $3000 million in local currency for goods received
under foreign aid.) 3¢

Another factor of importance is the reduced contribution ex-
pected from abroad, that is, from foreign loans or sales of assets
abroad. Whereas £380 million and £675 million were available
in 1946 and 1947, respectively, the estimated amount for 1948 is
only £250 million. The receipt of goods from abroad which do
not have to be paid for currently and are not offset by correspond-
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ing earnings at home has an anti-inflationary effect; and especially
if a substantial part of the local currency received for these goods
is not put back into circulation. A reduction in net imports is an
inflationary factor as is the large volume of investment; for the
diversion of resources to investment results in a rise of income
relative to the supply of consumption goods made available. The
rise of investment is large despite the announced reduction for
1948. Total capital formation is estimated at £1350 million in
1946, £190o0 million in 1947, and £1800 million in 1948, domestic
sources providing £970, £1225, and £1550 million respectively.
These investments may well exceed savings and therefore be
inflationary, although as against an excess of spending over saving
of £410 and £30 million in 1946 and 1947, public authorities plan
to contribute an excess of savings (excess of receipts) of £275 mil-
lion in 1948. That part of the investment used to replenish badly
depleted inventories will help reduce the inflationary pressures in
the next few years. From the end of 1942 to the end of 1946, the
number of weeks’ stock at current consumption rate had fallen
from 5.7 to 2.9 weeks for coal, from 24 to 10 weeks for soft wood,
from 16 to 12 weeks for hard wood, from 8.9 to 4.4 weeks for
steel.3”

It is scarcely necessary to comment on the vital problem of the
balance of payments, a variable related to output, consumption
standards, allocation of resources to investment, inflation, and
finally to the attainment of export targets. Export targets for the
end of 1948 (volume) are 154 of 1938 volume; the actual amount
in 1947, 108; and the anticipated amount for 1948, 130. Another
important target is a rise of exports to the Western Hemisphere
to 114 (1938 = 100 and 1947 = g1). It is also proposed to save
hard currencies by reducing the volume of imports from the
Western Hemisphere from 44 per cent in 1947, to 34 per cent
(annual rate) in the first half of 1948. The current adverse bal-
ance, it is hoped, will be reduced from an estimated £675 million
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in 1947 to £136 million in the first half of 1948; the net reduction
in reserves from £226 million in 1946 and £963 million in 1947, to
£222 million (forecast) for the first half of 1948. In considering
these estimates, the reader should recall that the planned deficit
on current account for 1947 was £350 million and the actual
deficit, £675 million.™

British targets as presented to the CEEC are given in the table
below. In general, the government proposed large increases in
output although grains were an important exception. The execu-
tive branch was not equally optimistic, substantially reducing the
British estimates for iron and steel, livestock and dairy products,
farm machinery, and other items. In part, the difficulty will be
unavailability of imports; and in part, mal-use of resources—
for example, excessive expansion of livestock products at the ex-
pense of grains. The executive branch discussed the CEEC
estimates, not the Cripps program of the autumn of 1947 which
assumed no ERP aid, would drastically reduce imports and
resort to bilateralism, and still would show a dollar deficit of one
billion dollars in 1948. But anticipated rises submitted in the
official Economic Survey for 1948 checked well with those sub-
mitted to the CEEC six months earlier. In 1948, output of coal
was to rise by 8 per cent, steel by 10 per cent, cotton yarn by 22
per cent, worsted yarn by 23 per cent, bread grains (acreage) by
18 per cent. The planned increase in exports of textiles from the
second half of 1947 to the end of 1948 was to be 74 per cent for
cotton yarns and manufactures, g7 per cent for woolen and
worsted yarns and manufactures, and 45 to 68 per cent for other
classes of textiles.®®

From all of this, it is not easy to conclude that the British will
achieve the objectives set. They will not only have to increase
output, a goal related to the success of heroic man-power mea-
sures, and to rising productivity in turn related to availability of
capital and continued monetary stability; but they will also have
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to find markets for a vast increase of export goods. It is only
necessary to compare the declines (Table 43) or small rises in
1947 over 1946 for coal, locomotives, trucks, iron and steel, and
tractors with the large rises expected in 1948 to suggest the need
of caution. The target for all exports for 1947 was 140 (1938 =
100), the actual level, 108; it is now proposed to raise the volume
to 136 in the second half of 1948, and 130 for the year. High levels
of production, moderate investment programs, restricted con-
sumption, low costs, and a large expansion of export markets will
all be required if goals are to be reached.*’

FRANCE

In the size of its deficit and the amount of aid required, France
is the second most important country participating in the ERP.
According to the United States experts, Metropolitan and Over-
seas France and the Saar face a deficit on current account of
$1233 million in 1948—49 with the Americas, and $368 million
additional with other nonparticipating countries; and for the
period April 1, 1948, to June 30, 1952, of $3389 million, and
$1303 million, respectively.*’ From the political angle, France
may well be the most important single country; for here the
struggle between communist and noncommunist forces is at its
height, and the outcome is likely to be decisive.

After years of deprivations and economic rape by the Ger-
mans, France made a remarkable recovery from 1944 to 1947.
Industrial production had risen from 20 (1938 = 100) in the
third quarter of 1944 to go by the end of 1946; and a global index
yielded a rise from 41 to go. The industrial index for 1947 aver-
aged 96; and by 1946, the gross national product had rebounded
to within 12 per cent of the 1938 level. In that year the output of
equipment exceeded the 1938 level; but unfortunately that of food
was at but 73 per cent of that level, of clothing, textiles, and
leather 78 per cent, and other durable goods 75 per cent. In the
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middle of 1947, output of several crucial items was still below
prewar standards: coal, 88; iron, 95; leather and hides, 76; paper
and cardboard, 84. Handicapped by low labor productivity
which, in mid 1947, was only 80-85 per cent of that before the
war, by war damage and removals estimated by the French at
$21 billion (1938 prices), and by food budgets of but %5 per cent
of the prewar amount, the French performed remarkably well in
this period.*?

Recovery of production alone is not enough. Inadequate sup-
plies are available for consumption, with unfortunate effects on
output and the political situation; excessive allocations are made
for investment — excessive not in terms of needs but in terms of
availability, while the amounts diverted to export are insufficient.
A combination of reduced output and less than optimum dis-
tribution of resources had serious repercussions: the dispropor-
tionate resources used for investment tended to strengthen
the inflationary forces, as did the over-all shortages and bottle-
necks; the inadequate level of exports aggravated the balance
of payments problem, to which inflation had greatly con-
tributed.

Perhaps inflation is the core of the French problem; for it re-
flects the output crisis, the mal-allocation of economic resources,
and the problem of the balance of payments; and in turn con-
tributes to these malaises. Inflation is revealed in a rise of food
prices in November 1947 by fifteen times over those of 1937; and
in an increase in the general wholesale price index by eleven
times.

Distortions resulted from the inflationary process. Thus in
1946, real wage rates were 40 per cent below prewar rates though
real output had dropped by but 10 per cent.** These figures
reflect the large claims on the economy of investment and gov-
ernment; and also shortages of consumer goods and failure of
wages to respond to rising prices. Of course, the result was a
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breakdown of workers’ morale, loss of incentives to work, and
reduced output.

Inflation also had unfortunate effects upon the balance of pay-
ments. From 1938 to 1947, prices, for example, had risen six
times as much as in the United States; and with the January 1948
devaluation, the price of the dollar in francs had also risen by
about six times — from about three cents in 1938 to less than half
a cent in early 1948. Actually the revision of the value of the
franc has been tardy; and world prices of French products still
seem to be high, a reflection of the inadequacy of French index
numbers or (and) a deterioration of her international position.
A combination of an overvalued currency, inadequacy of re-
sources for export markets (in part associated with intense con-
sumption and investment demands at home), loss of European
markets, depletion of capital assets abroad and losses of invisible
earnings, unavailability of supplies from normal sources —all of
these contribute to France’s unfortunate international economic
position and particularly to her rapid depletion of reserves. Ac-
cording to the International Monetary Fund, the volume of
French exports in 1946 was but 43 per cent of the 1938 volume,
while imports were 112 per cent of the 1938 amount., In 1947
(first 10 months), however, exports were over 8o per cent of 1938
volume, and imports, about 120 per cent.**

Inflation is caused in part by the large demands made upon the
economy by the Treasury; and inflation, in turn, contributes to
these demands. In the early liberation period, the amount of pur-
chasing power relative to output and the flow of goods at con-
trolled prices was excessive. But as the United Nations has
shown, the removal and weak administration of controls and the
rise of output tended by 1946 to reéstablish an equilibrium be-
tween money and prices: the excess of money was now absorbed
by a large rise in prices and output.

Yet the inflation threat continues. Investments tend to exceed
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savings. Large government deficits (negative savings), savings
by consumers, and the resources made available by net imports
(equivalent to savings) — these, the total of savings, are not equal
to the investments required in the French economy. It is esti-
mated that savings requirements in proportion to consumption
were 33 per cent in 1946 as compared with 23 per cent in 1938.
Yet savings were smaller. This large increase of savings required
is explained in part by the rise in dissavings of government (ex-
cess of expenditures over receipts) and the additional investments
required relative to 1938; and the proportion would have been 8
per cent additional, had it not been for the large net imports.*®

With prices continuing to skyrocket in 1947 (the rise in whole-
sale prices was about 30 per cent from December 1946 to Decem-
ber 1947), it is not surprising that the French Government took
drastic measures to revolutionize its tax system and moderate its
investment program. With rates of income taxes that compare
favorably with the United States, French direct taxes yield only 3
per cent of income, whereas the percentages are 10 and 20 per
cent in the United States and the United Kingdom. Despite the
large rise of prices, the French Government also prepared through
its “Guillotine Committee” to cut public expenditures by 10 per
cent. They also are prepared to restrict credit, control its use,
and continue allocations. Investment is to be confined to the
proceeds of internal loans and the franc proceeds of foreign as-
sistance. These are the attacks upon an inflationary gap esti-
mated at $1.6 billion for the first half of 1948 alone.*®

In the next few years, the French will have to expand their out-
put greatly, improve consumption standards, stop the inflation
and expand exports substantially relative to imports. Unless they
achieve these interrelated goals, they will fail to make an adequate
contribution to the ERP. They will also have to join European
programs of economic cooperation: for example, customs union,
common investment projects.
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In assessing French programs as presented to the CEEC, the
United States experts were much less optimistic than the French.
Domestic output is the vital matter; for aid under the ERP will
not exceed 5 per cent of France’s gross product. Against the rec-
ommendations of the French experts, the United States proposed
a rise, not a fall, in production of bread grains: by 1946 output
of rye and wheat had fallen to three-quarters of prewar output.
Recovery depends upon adequate output of grains. Experience
has also proved that the recovery of industrial production would
not equal that proposed under the Marshall Plan. According to
that plan, industrial output by 1950 was to reach 160 per cent of
1938. American technicians estimated the potential output at 110
by the end of 1948, and 140 by 1952. Even these levels can be
attained only by a substantial rise of labor supply, a work week
15 per cent longer than before the war, a rise of productivity of 5
per cent per year until prewar productivity is attained. (By mid-
1947, man-hour output was 8o to 85 per cent of prewar output.)
In the revised plan, investment will be much less than the 20
per cent of current national income contemplated by the French
Government. Attainment of coal targets depends on the reten-
tion of one-third more man-power than before the war, and a
rise of productivity by 25 per cent. An estimate of 10.4 million
metric tons of crude and semifinished steel in 1948 is far above
actual accomplishments in 1947 of but 5.8 million tons. Output
in 1948—49 may reach 7.3 million tons, far below that anticipated
in 1947. And yet exports will have to rise from $500 million in
1948—49 to $1 billion in 1952. France will have to continue to
shift exports from textiles to products of heavy industries, the
latter greatly in demand in an impoverished world; and shift
exports to hard currency countries and obtain imports more
largely from Europe. Recovery will depend upon a willingness
to forego consumer durable goods at home, a reduction in costs
in part associated with ERP, and continued prosperity abroad.*”
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ITALY ¢

Italy, like France, faces a serious communist threat; and like
France, she has a large deficit in her balance of payments. For
1948—49 her adverse balance on current account with the Amer-
icas is estimated at $780 million dollars and from April 1, 1943,
to June 30, 1952, at $2913 million. In the last year, however, a
credit balance of $227 million with other nonparticipating coun-
tries equals 40 per cent of the anticipated adverse balance of $562
million with the Americas. Should it be possible to convert these
credit balances into dollars, the adverse balance would be manage-
able by 1952.*%

In many other respects, Italy’s situation is similar to that of
France. Inflation is the core of the problem. Budgetary deficits
are even more serious than in France. In 1946—47, the estimated
deficit of the government had risen to 610 billion lire, as compared
with those of 300 and 397 billion lire in the two preceding years.
Government expenditures in 1946 were 32 per cent of the national
income; but government revenue, only 9.7 per cent.”® In 1946
and 1947, with controls largely abandoned or functioning im-
perfectly, Italy attempted to contend with inflation: tax measures,
restriction of credit inclusive of compulsory purchase of securities
by banks and compulsory transfers of deposits, restriction of gov-
ernment outlays to receipts from non-inflationary sources of
financing — these were to be the gateways to stability. In fact,
after prices had risen to sixty-five times those of the prewar period,
doubling in the year ending September 1947, the Einaudi anti-
inflation program brought about a phenomenal drop of 20 per
cent late in 1947, or from sixty-five to about fifty-two times the
prewar level. Tax receipts in fiscal 1948 are to provide 18 per cent
of national income, whereas the yield was but 11 and 13 per cent
in 1945 and 1946.%

In some respects, the Italian problems are peculiar. First, there
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is serious unemployment which is associated with the release of
millions previously in the service of the Fascist State, the army
and war industries, with the shortage of plant and materials, with
the large rise of population, and with the absence of outlets for
the excess. Second, the recovery was much slower than in France.
In 1946, national product was but 68 per cent of that in 1938; agri-
cultural product but 8o per cent of the prewar product; industrial
product but 45 per cent of that before the war. (There was fur-
ther improvement in 1947.) Third, the loss of European markets
was perhaps more costly to Italy than to most other countries.
Whereas Italy had obtained 62 per cent of her imports from
Europe in 1938, she received but 20 per cent from this source in
1946. Germany and Southeastern Europe, which had purchased
about 30 to 40 per cent of Italy’s exports before the war, were
virtually lost as customers. On the other hand, the United States,
which in 1938 had provided 12 per cent of Italy’s imports and
purchased about 8 per cent of her exports, supplied 6o per cent of
her imports in 1946 and was a market for 18 per cent of Italy’s
exports.>

Italian recovery depends largely upon an expansion of output,
an improved distribution of consumption goods, in part to be
achieved by controls, limitation of investment to the savings
available, and balancing of the government’s budget. Should
these goals be reached, then the help under the ERP might well
be effective. That Italy’s program is an ambitious one is con-
firmed by proposals to raise exports from $700 million in 1947 to
$1.9 billion in 1951—52; output of bread grains in 1951-52 by 40
per cent over 1947—48; and agricultural output generally by more
than 25 per cent; fertilizers by a few hundred per cent above the
output of 1938 and 1946; cotton textiles by 51 per cent, woolen
textiles by 41 per cent, and artificial fiber textiles by 33 per cent
above prewar production; fuel and power by 100 per cent more
than before the war; finished steel output, 87 per cent above 1938.
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These are ambitious goals even allowing for substantial though
hesitant gains in 1946; and the United States technicians express
doubts concerning the possibility of fulfilling the plans in many
sectors of the economy.”

BIZONAL GERMANY

Bizonal Germany is the subject matter of this part of the chapter.
The French Zone is less important and its recovery has been
somewhat slower than that of Bizonal Germany; and the Saar is
rapidly being integrated into the French economy. Since the
Russian Zone is not to profit directly from the ERP, there is no
need to consider it. An examination of prewar industrial exports
will give some indication of the relative importance of the areas:**

Million Reichsmarks
United States and United Kingdom 2676

France 376
USSR 1038
Berlin 313
Saar 77

Area East of Oder-Neisse (Polish) 193

Total 4673

The importance of Bizonal Germany and the difficulties en-
countered there are suggested by the following facts. The CEEC
had estimated its deficit in the balance of payments for 1948 at
$1.5 billion ($1.15 billion with the Americas). United States ex-
perts were less pessimistic: they put the adverse balance of pay-
ments at $1017 million for the year 1948—49, and $3580 million
for the period April 1, 1948, to June 30, 1952. They estimated
that at first, imports of machinery and equipment would rise
spectacularly, later, materials to be processed, and finally food.
Even at the end of the period, however, the per capita food con-
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sumption would be 25 per cent less in quantity than before the
war. That the United States experts programmed a rise of ex-
ports from $169 million in 1948—49 to $778 million in 1951-52,
underlines the difficulties confronting Bizonal Germany. (This
rise to almost five times the 1948—49 level compares with an ex-
pansion to seven times estimated by the CEEC: from $275 mil-
lion in 1947 to $1.8 billion in 1951-52.)%

Bizonal Germany’s problems are not unlike those of many
other European countries. She also is hampered by a dis-
organized currency system, by the breakdown of European trade,
by inadequate production and consumption. Incentives are lack-
ing; and because of Germany’s central position in Europe her
impoverishment seriously affects the rest of Europe.

That Germany is not a free agent, that she is subject to drains
on reparations account, that she has been dismembered, that the
pressure of population on resources has greatly increased, that no
strong German government exists, that morale is at a record low
— all of these intensify her difficulties. Fear of Germany’s rearma-
ment contributed to the plans for de-industrialization which now
are generally recognized as unworkable. In successive moves, the
United States and the United Kingdom retreated from their
original pastoralization program for Germany; until now the rel-
atively high Level-of-Industry goal of August 1947 may be con-
sidered a target for Bizonal Germany to shoot at but not one
likely to be reached for many years. Under the earlier Level-of-
Industry Plan, Bizonal steel production was to be limited to 4.7
million ingot tons; under the August 1947 plan, to 107 million
tons; production in the peak prewar year was 17.8 million, and in
1946, 2.7 million tons.®®

In no area are the goals more ambitious and the hopes more
likely to be disappointed, than in Western Germany. First, the
monetary system is in a state of collapse. The mark retains high
value for rationed commodities; but for unrationed commodities
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it is almost valueless. Germans barter even in relations among
business firms: producers exchange their products for raw ma-
terials and for consumer goods for workers. Second, recovery in
production was disappointing even on postwar European stand-
ards. In November 1947 industrial production was but 44 per
cent of prewar production. The low output of coal is especially
harmful. Third, food rations are altogether too low to maintain
the population in health and to obtain maximum production.
Indigenous production provided but 1000 calories daily for con-
trolled distribution in 1947; food imports in the fiscal year ending
June 30, 1947, yielded another 670 calories, and unrationed black-
market foods, 300 calories more. Reduced food consumption
greatly affects efficiency and accounts for absenteeism. Fourth,
the absence of adequate administrative machinery tends to keep
production down. No strong government other than the military
exists in Germany. The military government, hampered by direc-
tives to save dollars, is responsible for some mal-use of Germany’s
limited resources. Fifth, Bizonal Germany’s trade is unbalanced
even on present standards. Her volume of coal exports is but
one-third of prewar volume and that of other exports but 5 per
cent. In the first nine months of 1947, Bizonal imports were
$500 million, and exports $136 million. Sixth, Germany still has
an excess of plant and equipment relative to materials and man
power available. That is to say, Germany cannot make the most
effective use of the capital resources available largely because of
the difficulty of obtaining required supplies of raw materials and
food 5" (This paragraph was written just before the drastic
monetary reform of the summer of 1948.)

Yet the United States experts seemed fairly optimistic. They
improved on the CEEC program which estimated a rise of grain
output of about 30 per cent from 1948—49 to 1951-52. They were
however, less sanguine than the CEEC on the import program.
The CEEC program for coal plans a rise of output from 149
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million tons in 1948—49 to 193 million tons in 1951~52; the United
States experts estimated the rise from 156 to 198 million tons.
Even in steel output, the United States experts were optimistic:
they raised the CEEC estimates by 12, 12, and 13 per cent in suc-
cessive years. The experts anticipated a reactivation of the econ-
omy in industrial output: production was to rise to 6o per cent of
the 1936 level in 1948—49 and 100 per cent by 1951—52. It was
proposed to increase output of machinery by 120 per cent, steel
goods by 200 per cent, textiles by 150 per cent, and chemicals by
67 per cent in the four years ending 1952—53. The CEEC also
stressed the need for financial reform, not only to provide incen-
tives for dishoarding goods, but also to make it profitable to ex-
port goods. At present, incentive to sell on domestic markets is
greater than that to sell abroad.”® Perhaps the monetary reform
of the summer of 1948 will help.

THE NETHERLANDS

Having discussed four large areas in some detail, we may treat
the Netherlands briefly. Her adverse balance on current account
for 1948—49 is estimated at $765 million ($659 million with the
Americas) and for April 1, 1948, to June 30, 1952, at $27775 million
($2513 million with the Americas). Production is still far below
prewar levels; and the Dutch situation is aggravated by large
military expenditures abroad, by the loss of shipping, and by the
failure to obtain the support from the Netherlands East Indies,
Germany, and the United Kingdom to which her economy is
geared. For example, exports from the Netherlands East Indies
in the past helped pay for the substantial excess of imports to the
Netherlands. Now these exports have largely disappeared. The
Netherlands has an ambitious program to raise output in the
next few years. For example, they propose to raise the output of
finished steel to two and a half to three times that of 1938. Their
consumption in 1947 was but three-quarters of prewar consump-
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tion; and yet through a subsidy program and price, wage, and
distribution controls, the inflation problem seemed well under
control.%®

CONCLUSION

In general, the estimates of the CEEC were too optimistic, both
in their output and export goals. In the light of the advances in
1947, it seems improbable that an over-all gain of 30 per cent in
output will be achieved. Failure to reach the output targets will
result in an even greater than proportionate deficiency in exports.
We need not repeat here the mistakes made by the CEEC. We
should add, however, that whereas they had put the rise of exports
to the United States over the four years of the ERP at 74 per cent,
for the other Americas at 88 per cent, the United States experts
estimated the rise of exports to this country at about 50 per cent
from 1948—49 to 1951—52, and for the other Americas at close to
85 per cent.” In view of the enthusiastic development programs
and the relatively small rise of real incomes in Latin America, the
projected expansion of exports to the other Americas seems un-
realistic. Besides, the Paris experts were too optimistic concern-
ing the convertibility of Latin-American currencies.

In the five countries accounting for the major part of the deficit
and of aid to be given under the ERP, the prospects are not so
bright as the CEEC suggested. In all of them, the rise in projected
output seems large compared to attainments over the last year.
Export goals are ambitious even on the assumption of favorable
world economic conditions and the successful resistance to pro-
tectionist movements; for over a period of a few years, these
countries propose to raise their exports from one-third to six
times.

Inflation is a real or a serious threat in each of these countries.
In the United Kingdom and the Netherlands, the skillful use of
controls has damped the inflationary pressures, whereas in Italy
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and France a combination of large budgetary deficits, serious
shortages, and unrealistic investment programs, without the sup-
port of effective control systems, account for a rise of prices of
dangerous proportions. The United Kingdom seems to have in-
flation under control; but it will face a serious test in the next
year or two when the net import surplus will be reduced greatly
and, therefore, investment will have to be offset pari passu by a
rise of savings or a reduction of consumption expenditures. In
France, moderation of the investment program, tax reform and
a rise of consumption goods may weaken the inflationary forces.
In Germany, nothing short of generous subsidies by this country
and a complete overhauling of the monetary system will reéstab-
lish a normal functioning monetary system. It remains to be seen
how many of these countries will stop the advance of inflation
short of complete collapse. Investment exceeds savings every-
where; and yet consumption is at levels which do not allow fur-
ther reduction without serious political consequences.
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Since this books starts with a chapter giving the highlights and
there are numerous summaries in the volume, a lengthy conclu-
sion is not necessary. Here, however, are several points that can-
not be emphasized too strongly:

1. Political and military developments are likely to be decisive.
Sabotage of the ERP by the USSR and her communist sym-
pathizers is a genuine threat; and communist attitudes and pol-
icies relative to the ERP may well determine the extent to which
the program will have to be supplemented by military aid.

2. With favorable political conditions, there is every reason
for expecting the ERP countries to resume their expansion of
output. Western Europe may well achieve a rise of 25 per cent
in national income in the next four years, following one of
similar proportions in 1945—47. Much will depend, however,
upon monetary and fiscal developments. Since June 1947 the
countries confronted with serious inflationary dangers, have made
progress. But the drastic remedies required have not generally
been forthcoming; and until further economic recovery is made
and governments strengthened, the vulnerable economies are
likely to continue to rely on half-hearted measures. Yet a frontal
attack on inflation is a sine qua non for substantial and speedy
recovery.

3. The big question mark is the state of the balance of pay-
ments of the participating countries. Even with recovery and
substantial gains of income by 1952, there will probably still
remain a large deficit of Western Europe with the United States.
American authorities are inclined to exaggerate the gains to be
had from a devaluation of European currencies and they under-
estimate the difficulty of attaining equilibrium once more for an
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area which less than ten years ago was paying for one-third of its
imports with dollars, largely no longer available. Even should
Western Europe improve its balance of payments by $5 billion
annually over the next four years, the probable failure to reéstab-
lish multilateralism will deprive the United States of a large pro-
portion of the gains made by Europe.

4. Mistaken United States policy may well account for part of
the difficulties. Overzealous in pruning Europe’s investment pro-
gram, the government may make a good showing over the next
few years; but Europe, hampered by inadequate and antiquated
plant, may not raise her output and exports adequately, with the
result that trade deficits will continue much longer. American
experts, too optimistic concerning the favorable effects of exchange
revaluation, are correspondingly neglectful of the more important
problem of inadequacy of output, the allocation of output among
consumption, investment and exports, and in general the impor-
tant part played by control of prices and of markets. In the Euro-
pean economies at the present time, controls are much more im-
portant than exchange rates in determining the international
position.

5. In their zeal to keep down the costs of the program to the
American citizen, the experts have transferred too large a part
of the real costs to the other Americas, who are asked to carry
much greater burdens relative to their resources than those put
upon the American economy. The financial costs on our economy
are large; but the plans call for a relatively much heavier real
burden on the other Americas.

6. This leads to another point. The ERP will require sacri-
fices of the American people. Administrative leaders (for ex-
ample, Secretary Anderson) are too disposed to belittle the
adverse effects upon the American economy. In an over-employed
economy, the difference made by exporting $4 to $5 billion yearly
to purchase scarce commodities, plus the new billions to be spent
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under the rearmament program, are bound to have adverse effects.
It is, however, possible to contain the adverse effects; but nowhere
does Congress show a greater disposition to increase the real costs
than in its utter failure to introduce a comprehensive anti-
inflation program, inclusive of appropriate tax and allocation
policies. Especially in order to stabilize the markets for iron and
steel and oil, allocations are a must.

7. Finally, the ECA operations in Europe will require a com-
bination of firmness, tact, and a grasp of political and economic
realities which the ECA may not be able to achieve. In the sub-
stantial control over blocked currencies, over inflation and
exchange policies, over trading arrangements, over the re-export
of commodities obtained in whole or in part under the ERP —in
all of these, the United States has arrogated to itself powers which
may fructify the ERP dollars; but the unskillful excrcise of this
authority might prove to be a major disaster.
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Income and Expenditure of the United Kingdom (1947), pp. 5-6.

*NAC, p. 168.

° F.R.B., February 1948, p. 138; April 1948, pp. 376, 378.

“U. N.: Survey of Current Inflationary and Deflationary Tenden-
cies, September 1947, pp. 40—42.

2 EC Europe: Survey, p. 135.

BEC Europe: Survey, pp. 7-8.

“Roy Harrod, Are these Hardships Necessary? (1947), 2nd ed., pp.
34-35, 41, 73~75; U.K. Economic Survey for 1948, p. 39; National Income
and Expenditure of the United Kingdom (1947), p. 5.

5 Sir Hubert Henderson, “Cheap Money and the Budget,” E.J., Sep-
tember 1947, pp. 267—269.

8 Cf, also Foreign Economic Policy for the United States (1948), Chap-
ter 1.

7D, H. Robertson, “The Economic Outlook,” E.J., December 1947, p.
435.

87, R. Hicks, “The Empty Economy,” Lloyd’s Bank Monthly Review,
July 1947, pp. 1—4; Harrod, Are These Hardships Necessary? pp. 27-29;
L. Robbins, “Inquest on the Crisis,” Lloyd’s Bank Monthly Review, Octo-
ber, 1947, p. 13; L. Robbins, The Economic Problem in Peace and War
(1947) pp. 59-60.

» Robbins, The Economic Problem in Peace and War, pp. 61-62, and
Harrod, Are These Hardships Necessary? pp. 124-128.

® Harrod, Are These Hardships Necessary? p. 78.

 See, especially, the EC Europe: Survey, pp. 8184, and House Select
Committee on Foreign Aid, Inflation and Methods of Financing Any For-
eign Aid Program (1948), pp. 15-18.

2y, N.: Survey of Current Inflationary and Deflationary Tendencies
(1947), p- 43-

B Cf, U. N.: Survey of Current Inflationary and Dcflationary Tenden-
cies, p. 26; Monthly Bulletin of Statistics, February 1948, pp. 149-159; U. K.:
Economic Survey for 1948, pp. 51-52; U. K.: National Income and Expen-
diture of the United Kingdom (1947), p. 8.
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NOTES

#EC Europe: Survey, p. 80. (Allowance should be made for changes
in territory.)

® Cf. EC Europe: Survey, pp. 86-88.

®EC Europe: Survey, pp. 3637, 9go—9I.

" Roy Harrod, Are These Hardships Necessary? pp. 42-43, also p. 136;
and G. Haberler in Seymour E. Harris, (ed.), Foreign Economic Relations
of the United States (1948).

® Also, see my article “Dollar Scarcity,” E.J., June 1946.

® The reader will find the relevant facts in Chapter 4.

® H. Hazlitt, Will Dollars Save the World? (1947), pp. 18-19.

" EC Europe: Survey, pp. 57-59.

¥ ERP State, p. 42.

¥ CEA, p. 12.

* CEA, pp. 55-56; ERP: Sen. Hear., p. 79.

*In the United Kingdom, the adverse balance of £70 million in 1938
is to be compared with one of £675 million in 1947. The government ac-
counts for 40 per cent of the rise by the greater increase of import prices.
(This probably includes both changes in the terms of trade and the rise of
import deficit.) In addition, the invisible balance which had been £232
million (credit) in 1938, was adverse by £226 million in 1947. Price move-
ments accounted for 124 times the increased trade deficits, and the losses
on invisible account, for 3 times the rise in trade deficit. U. K.: Economic
Survey for 1948, pp. 7, 14.

® F.R.B., February 1948, p. 139.

¥ EC Europe: Survey, pp. 65-66.

®ERP: Sen. Hear., pp. 391—401, 1007~1008.

*® ERP State, pp. 111~113.

“F.R.B., February 1948, p. 145; and ERP State, pp. 111-112.

“ Calculated from U. N.: Economic Report, 1945-47, p. 126.

“*Calculated from F.R.B., February, 1948, p. 138.

® Economic Report, 1945-47, p. 176.

“Economic Report, 194547, p. 178.

“ERP State, p. 101; cf. EC Europe: Survey, pp. ¢8, 104.

“ Calculated from EC Europe: Survey, passim; U. K.: Economic Sur-
vey for 1948, p. 14; and ERP Country Studies, France, p. 30.

"EC Europe: Survey, p. 63.

“8. C. B., March 1948, pp. 19, 21.

®EC Europe: Survey, pp. 60-63.
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CHAPTER 2

* Secretary Marshall has said as much (ERP: House Hear., p. 71). Also
see the interesting statements by Henry Wallace and the Communist Party,
ibid, 11, pp. 1436—38 and 1588-1600.

*ERP: Sen. Docs., p. 79.

®Dept. of State: The Development of the Foreign Reconstruction Pol-
icy of the United States, March—July, 1947, Sept. 1947, pp. 8-9.

“*ERP: Sen. Rep., p. 13.

® ERP: House Rep., p. 12; also see, pp. 5-8.

®FA Act of 1948, Sec. 102 (a).

"FA Act of 1948.

®ERP: Sen. Docs., pp. 151-57.

°ERP: Sen. Docs., pp. 155-58.

¥ The Development of the Foreign Reconstruction Policy of the United
States, pp. 6.

" ERP: Sen. Hear., p. 297.

¥ House Select Committee on Foreign Aid, Latin America and the
European Recovery Program, Preliminary Report Twenty-Three (1948),
pp. 15—20.

® House Select Committee on Foreign Aid, Report on the United King-
dom, Preliminary Report Eighteen (March 1948), pp. 19—20.

“ERP State, pp. 51-52.

**The Communist Party interprets the ERP as a deterrent to the re-
sumption of East-West trade. ERP: House Hear., 11, 1437.

1 All calculations based on EC Europe: Survey, pp. 40-43. (1947 data
frequently incomplete.)

* House Select Committee on Foreign Aid, The Eastern European
Economy in Relation to the European Recovery Program, Preliminary Re-
port Twenty, p. 62.

*®House Select Committee on Foreign Aid, The Eastern European
Economy in Relation to the European Recovery Program, Preliminary Re-
port Twenty (March 1948), p. 62.

*® House Select Committee on Foreign Aid, The Eastern European
Economy in Relation to the European Recovery Program, Preliminary Re-
port Twenty, pp. 3-9, 52.

® House Select Committee on Foreign Aid, The Eastern European
Economy in Relation to the European Recovery Program, pp. 30, 62.

" House Select Committee on Foreign Aid, The Place of the United
States in European Industrial Development, Supplement to Preliminary
Report Fourteen (April 1948), p. 8; also see pp. 1~7; also Report on the
United Kingdom, Preliminary Report Eighteen (March %, 1948), pp. 3-6.
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NOTES

®ERP: Sen. Rep., p. 54; and ERP: Sen. Hear., pp. 516-520. (In the
latter, Secretary Snyder explained why the National Advisory Council was
opposed to taking action to help foreign nations obtain access to concealed
assets held by their nationals in this country.)

®Cf. ERP: Sen. Hear., pp. 173, 314.

“ERP: House Hear., 11, 1858-59.

®ERP: Sen. Rep., pp. 16-17.

® These considerations largely explain the decision to set up an inde-
pendent organization to administer the ERP even though difficult prob-
lems of integration with state and other departments are involved. Cf.
Report of Senate Foreign Relations Committee, Administration of United
States Aid for a European Recovery Program (January 1948); House Se-
lect Committee on Foreign Aid, Comparative Analysis of Suggested Plans
of Foreign Aid, Preliminary Report Eleven (November 1947); and Pro-
posed Principles and Organization for any Program of Forcign Aid, Pre-
liminary Report Eight (November 1947), pp. 8-10; also frequent discus-
sions in House and Senate Hearings on ERP, and ERP House Report,
PP 4245, 47.

* Cf. Paul Sweezy, Socialism (New York, 1948); ERP: House Hear.,
II, 1591-93.

* Henry Wallace charges the government with obstructing nationaliza-
tion programs in Europe. ERP: House Hear., 1I, 1591-93.

® CEEC, 1, 13; ERP: Sen. Hear., pp. 6070, 189, 227—32; ERP: Sen.
Rep., pp. 43—45; ERP: House Rep., pp. 11, 25.

¥ Cf. the statement of Secretary Snyder on the United States opposi-
tion to the French policy of discrimination introduced in her devaluation
of January 1948. ERP: House Hear., 11, 1994—95.

® ERP: House Hear., 11, 410, 455-56; cf. 11, 1527.

®Cf. ERP: Sen. Hear., pp. 510516, and EC Europe: Survey, pp.
102-114.

® Cf. ERP: Sen. Hear., pp. 39, 162—63, 224—226; House Select Commit-
tee on Foreign Aid, Foreign Aid and Exhaustion of Natural Resources in
Relation to a Stockpiling Program (November 1947).

®Dr. Riefler developed the argument fully. ERP: House Hear., pp.
1364-0.

* This problem is discussed fully in Chapter 8.

®ERP: House Hear., pp. 354—359, 1098-1105; cf. also House Report
No. 1225, Dismantlement and Removal of Plants for Germany (December
1947).

¥ For a review of measures which Europe might take to help itself,
and progress made, see Final Report, House, pp. 21—41.

*® The reader will find a full discussion of the many administrative
problems raised in two studies of the Herter Committee under the very
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able guidance of Professor Elliott, the Staff Director: House Select Com-
mittee on Foreign Aid, Comparative Analysis of Suggested Plans of For-
eign Aid (November 22, 1947), and Proposed Principles and Organiza-
tion for any Program of Foreign Aid (November 22, 1947); also see Har-
riman, Section O; ERP State, pp. 54-61; also see numerous discussions in
ERP: Senate and House Hearings, especially ERP: Sen. Hear. I,
855-860 and Administration of United States Aid for a European Recov-
ery Program, Report to Senate Foreign Relations by the Brookings Insti-
tution (January 22, 1948).

CHAPTER 3
o
7 93
®Based on Ec. Rep. Pres., pp. 109, 113.
® Cf. pp. 34—36.

¢ Cf., however, Clark’s figure in table. Dr. Baran finds that the purchas-
ing power parity in 1937 yields a figure of 9.3 rubles = 1 dollar (official
rate: 5 rubles = 1 dollar). National income per capita in the USSR for
1940 is estimated at $153 dollars, or one-quarter of that of the United
States. Paul A. Baran, “National Income and Product of the U.S.S.R. in
1940,” R. E. S., November 1947, pp. 230-3I.

®The International Bank estimated the national income of the ERP
countries in 1946 at $gg billion, their population at 260 millions. Per capita
income was $381, or roughly one-quarter of the per capita income of this
country in the third quarter of 1947. ERP: Sen. Hear., p. 1005.

®Cf. Table 1, Chapter 1, however.

"Pp. 31-32.

® Cf. pp. 30-31.

°Cf. U. N.: Economic Report, 1945—47, pp. 133-34; cf. ERP: Sen.
Doc., p. 19.

Based on U. N. Monthly Bulletin of Statistics, February 1948, pp. 24—
27. EC Europe: Survey, p. 1.

CHAPTER 4

!Based on ERP State, p. 111 and NAC, pp. 130-35.

*ERP State, p. 84; CEC, p. 16; ERP Sen. Docs., pp. 12, 20.

®Cf. ERP: House Hear., 11, 2198. Here the State Department estimates
that the ERP will yield about 875 calories per capita for human consump-
tion or about 35 per cent of urban per capita consumption.
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NOTES

“The reader should compare a preliminary discussion of this problem
in Chapter 1, pp. 46-47.

®R. Harrod, Are These Hardships Necessary? p. 61 and Chapters I,
111, 1V, and V. Cf. also Chapter I, pp. 3641, where British views on over-
investment are discussed fully.

® Harriman, pp. C-8 — C-10; ERP State, pp. 35-36.

“The next ten paragraphs are based largely on my article “Dollar
Scarcity,” E. ., June, 1947.

® These figures for gold, unlike those given later, are not adjusted to a
uniform §$35 value for gold.

®For early discussion of the phenomenon of dollar scarcity the reader
should consult C. Kindleberger in S. E. Harris (ed.), Postwar Economic
Problems, (1943), pp. 379-95; also see U. S. Dept. of Commerce, United
States in the World Economy (1943).

®{. S. Board of Governors, Federal Reserve System, Banking and
Monetary Statistics, (1943), p. 536. (The price of gold was $20.67 per
ounce through January 1934 and $35 thereafter.)

" Banking and Monetary Statistics, p. 34, and F.R.B., November 1944,
p. 1046. These figures are, of course, subject to some margin of error;
but they clearly indicate the big movements.

2In his Tract on Monetary Reform (pp. 167-69, 17376, 199—204)
Lord Keynes saw the wisdom of the United States policy better than
other European economists, although even he failed to note the large
monetary inflation developing. Even in the Treatise on Money (11, 306)
Keynes defended the United States policy of sterilization and also stressed
the gold absorption power of the United States which was related to
the unusual expansion of deposits (II, 259). When the British finally
were driven off gold, however, Keynes made his most severe criticism of
American and French monetary policy, which had contributed so im.
portantly to British restrictive measures (Essays in Persuasion, 292—93).
Except for his most recent statements, Keynes over the years was well
aware of the problem of chronic shortages of gold or dollars. In the Re-
vision of the Treaty (pp. 150-62) he emphasized the difficulties confront-
ing the United States in balancing its commercial accounts. In the inter-
war period he again and again urged extreme measures for dealing with
the gold shortages facing the United Kingdom (for example, Persuasion,
pp. 284~87), and brought home to all that there had been long periods of
disequilibrium (Treatise 1, 347).

*® Banking and Monetary Statistics, p. 19.

* Banking and Monctary Statistics, p. 481; F.R.B., November 1944, p.
III1.

®U. S. Dept. of Labor, Handbook of Labor Statistics, 1941 edition, vol.
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1I, Wages and Wage Regulation, p. 13; cf. B. C. Mills, Economic Ten-
dencies in the United States (1932), pp. 384—404.

* Dept. of Commerce, United States in the World Economy, p. 89, and
Table I.

Y United States in the World Economy, Table I; cf. Lord Keynes, E.J.,
June 1946, pp. 174-178.

= Reference was made earlier to Harrod’s appraisal of dollar shortage.
Professor Haberler also presents with some effectiveness the case against
dollar shortage, a case which rests primarily on the assumption that the
shortage results from inflationary policies of European countries and that
recourse to the classical medicine would generally correct the situation.
Professor Haberler also contends that the adverse balance of payments on
current account in the interwar period was manageable; but he arrives
at this conclusion only by excluding the large exports of capital from this
country in the twenties, as part of the magnitudes involved and by deduct-
ing from the inflow of gold in the thirties the inflow of short-term capital.
Surely he underestimates the difficulties involved in achieving the required
cost, price, and demand adjustments, though he rightly emphasizes the
importance of political resistance to taking appropriate action. See Profes-
sor Haberler’s essay (and my comments — Chapter 1) in S. E. Harris
(ed.), Foreign Economic Relations of the United States. A view similar
to Professor Haberler’s is also well expressed in F. A. Lutz, The Marshall
Plan and European Economic Policy (1948), pp. 3-12.

®EC Europe: Survey, p. 63.

® NAC, p. 168. Total government transfers amounted to $12.6 billion.
Cf. CEA, pp. 7, 14, 15, 92—102.

CHAPTER 5

1 Cf. Chapter 1, pp. 48-49 for a preliminary discussion of this problem.

*Cf. C. Gutt and A. G. B. Fisher in S. E. Harris (ed.), Foreign Eco-
nomic Policy for the United States.

® Cf. Chapter 1, pp. 48—49 for an argument in support of this position;
also cf. Lutz, The Marshall Plan and European Economic Policy, pp. 4-11.

‘Cf. ERP: House Hear., pp. 410—11, 455—460.

®CEEC, 1, 121—22.

® Chapter 1, p. 49.

" Chapter 1, pp. 50-51I.

® Cf. Chapter 6, pp. 123-124.

° ERP State, p. 70.

YCEEC, 1, 122
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NOTES

“ERP: Sen. Hear., passim.
** Harriman, pp. L3b, L8-Lro; ERP Stute, pp. 93-96.
 Harriman, pp. C11—12, M3-M11; ERP State, pp. 47—48.

CHAPTER 6

'For an early espousal of the dollar shortage thesis, see S. E. Harris
(ed.), The New Economics (1947), pp. 261, 293.

2Some may even be content with reading only the last section.

* See pp. 52-57.

*CEEC, 1, 108-09; ERP: Sen. Hear., p. 79.

® Chapter 1, pp. 49-51, and Chapter 5, pp. 116-119.

% See especially EC Europe: Survey, pp. 30, 59; CEA, pp. 88, go; ERP:
Sen. Hear., p. 79-80; CEEC, 1, 52; ERP: State, p. 70.

"EC Europe: Survey, p. 32.

8 Cf. CEEC, 1, 54, 112, 118; Harriman, Parts I-1I, p. Lo, and Part III,
pp. Ri-R2; ERP: Sen. Hear., pp. 419—20.

Y CEEC, 1, 132-134. “This system would make it possible to abandon
the existing procedure for a bilateral balance of trade, and to deal only
with the disequilibrium of the trade of a given country in relation to other
countries of Europe taken together.”

©Cf. ERP: Sen. Hear., p. 427.

" EC Europe: Survey, pp. 36—37.

“ERP Sen. Docs., pp. 24-25.

B CEA, p. 7.

" Ec. Rep. Pres., p. 2.

® CEA, pp. 12, 15.

®CEA, p. 83.

" CEA, p. 83. .

® CEA, pp. 93, 95. For the two and a half years ending December 31,
1947, the ERP countries received $11.7 billion of assistance from this
country. F.R.B., February 1948, p. 138.

Y NAC, pp. 57, 65-66.

* F.R.B., April 1948, pp. 376, 378.

" NAC, pp. 51-57.

* Data in this paragraph from CEEC, I, 42—44.

® Data in this paragraph from CEEC, I, 51-53.

*Data from CEEC, 1, 54-56.

*® CEEC, 1, 112-113.

® Harriman, pp. L1-Li2, cf. also ERP: House Hear., 11, 1504.

* ERP State, pp. 36-37.
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®ERP State, pp. 43—43.

®ERP State, p. 44.

® Cf. again ERP: Sen. Hear., 11I, 1003—1008 and ERP: House Hcar.,
1504. These explain the differences in estimates.

" Cf. ERP State, pp. 75-91.

¥ERP: Sen. Hear., 11I, 1007-1021.

¥NAC, p. 177.

M CEA, p. 62.

1I

-

PART THREE — INTRODUCTION

YERP: Sen. Hear., pp. 58-50, 276, 320-321; Senate Banking Commit-
tee: Hearings on National Stabilization (1948), 1, 140-143; also cf. my
statement, :bid., 11, 575—581.

*ERP: House Rep., p. 31.

® Budget for Fiscal Year 1949, p. A4; Ec. Rep. Pres., pp. 31-119.

“House Select Committee on Foreign Aid, Inflation and Methods of
Financing Foreign Aid (January 1948), pp. 7-11; ERP: House Rep., pp.
32~33.

‘%.C.B., March 1948, p. 19; ERP: Sen. Hear., pp. 256, 280.

®ERP: Sen Hear., p. 252.

"ERP: Sen. Hear., pp. 315—25; F. A. Act, S. 112.

8Cf. ERP: Sen. Hear., pp. 40—41; ERP: Sen. Rep., pp. 36-37; ERP:
House Rep., p. 35; F. A. Act, S. 111 (a), (2). See especially evidence of
CIO and Mr. Joseph Curran of the National Maritime Union, ERP: Sen.
Hear., 111, 1303, 1314-23; also ERP: House Hear., 11, 1516-17, 2264-81.
Here the fear that transfers may result in losses of jobs is revealed; and
also the conflict of views of Secretary Forrestal who saw no serious effects
of transfers on defense, and the Maritime Commission, which strongly
opposed them.

°*ERP Sen. Hear., 111, pp. 1220-21.

“Cf. ERP: Sen. Hear., pp. 274, 329.

" Senate American Small Business Committee, Interim Report on
Steel Supply and Distribution Problems, Sen. Rep. No. 825 (January 1948),
p. 1L

House Select Committee on Foreign Aid, United States Stcel Re-
quirements and Availabilities, Preliminary Report Six (1947).

 State Dept. Est. Imp., etc., pp. 6.

“ERP: Sen. Hear., pp. 219-20, 359-07, 380-81. Cf. Petrolcum Re-
quirements and Availabilities, Preliminary Report Five of House Select
Committee on Foreign Aid (1947).

“ERP: Sen. Hear., p. 297.
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NOTES
CHAPTER 7

*Cf. the excellent statement by Dr. Bissell, where he explains the over-
all differences largely by varying coverage and techniques for financing
goods on order but not shipped. He also describes disagreements on com-
ponents. ERP: House Hear., p. 1504.

2ERP State, pp. 100, 111; CEEC, 1, 51—54; and ERP: Sen. Hear., pp.
1002—1003.

*ERP: Sen. Docs., pp. 74-75; CEEC, 1, 41, 52-53; for an official ex-
planation of procedure see ERP: House Hear., pp. 1346—1348, 1514. The
United States Government checked on the CEEC estimates by studying
past trade and output figures.

‘Cf. State Department: Proposed Distribution, April 18, 1948, p. 7.
The British allocation was reduced 1% per cent of the total of $6702 mil-
lion, and the French and Italian increased by !5 per cent each.

®*ERP: Sen. Hear., p. 1005; CEEC, 1, 53; and Final Report House, p.
90; State Dept. Est. Bal. Payments, p. 2.

®The State Department indicated the manner of estimating the cost
of ERP. “In food, requirements included calories needed by the urban
worker both to sustain life and to provide sufficient energy to enable him
to work effectively . . . In addition to calories, attention was paid to the
minimum basic needs for protein and fats and oils. And finally, the his-
toric differences between standards of living among the countries of
Europe, as well as the practical limitations on increasing consumption
standards rapidly, were taken into account. As indicated below, availabili-
ties, especially at the start of the program, are far short of the screened
requirements.

“In items other than food, requirements were derived in part from the
physical requirements of reconstruction and in part from the interrela-
tions of production programs . ..” ERP: Sen. Hear., p. 1456.

Assistant Secretary Thorp of the State Department said it was neces-
sary to provide the aid which would bring the ERP countries back to ap-
proximately prewar standards and would cover deficits in the balance of
payments. ERP: House Hear., p. 82.

"For several countries, the percentages in columns 2 and 3 are raised
somewhat by the inclusion of dependencies in the allotment figures.

® State Dept. Proposed Distribution, p. 7; and State Dept. Est. Bal. Pay-
ments, p. 3.

*ERP: Sen. Hear., p. 116.

©ERP: Sen. Hear., pp. 95, 132-33, 220—21, and 1003; also see ERP:
House Hear., pp. 2196—97, where the State Department suggests that
the estimate of $700 million of aid from the executive branch was exces-
sive.
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N Eor more recent estimates which do not, however, invalidate the

generalizations, see State Dept. Est. Bal. Payments, p. 2.

2 Cf. ERP: Sen. Hear., p. 113.

B ERP: Sen. Hear., pp. 271-72; cf. also pp. 1007-08.

“ERP: Sen. Rep., pp. 48—49.

®ERP: Sen. Rep., p. 46.

® ERP: House Rep., pp. 18-22; ERP: Sen. Hear., p. 1003.

YERP: Sen. Hear., p. 495.

8 ERP: House Rep., p. 36; ERP: Sen. Hear., pp. 64-66, 290—93.

® “The character and purpose of the assistance” is not defined, nor is
relation to the last sentence clarified.

®ERP: Sen. Rep., p. 48; cf. ERP: Sen. Hear., p. 176. For Ambassa-
dor Douglas the primary criterion is capacity to pay; the secondary, the
purpose for which the loan is made.

B Cf. Ch 2, pp. 71-75.

“ERP: Sen. Hear., pp. 117-118.

# The impatient reader may prefer to skip pp. 168-171, which deals in
some detail with reconciling aid under the ERP according to conflicting
criteria.

% Under revised allocations, the United States reduces its exports of oil
and iron and steel and increases grain exports; cf. State Dept. Est. Imp.,

etc., pp. 6.

it

1%

CHAPTER 8

Y*ERP: House Hear., pp. 775-776.

*3(b) —2 (b) in table.

3Cf. the opening chapter, “Highlights,” pp. 16-18. There the exces-
sive burden proposed for the other Americas is discussed.

*ERP State, p. 93.

®ERP State, p. 55.

®Cf. the sensible views of Congressman Herter; ERP: House Hear.,
II, 1858.

"Cf. ERP State, pp. 44—45.

SERP: House Hear., 11, 16581661, 1852.

®The State Department discusses the reasons for special conditions for
ERP loans by the Export-Import Bank under the FA Act. ERP: House
Hear., 11, 2201; FA Act, Sec. 111 (c) (2).

 For a discussion of the problems raised by relying upon the Export-
Import Bank and the International Bank, see especially Harriman, pp.
Ms-My; ERP State, pp. 45-47 and House Committee on Foreign Aid,
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NOTES

Comparative Analysis of Suggested Plans of Foreign Aid (1947), pp. 14~
16. (One problem raised is the subservience of the Export-Import and
the International Bank to the ECA.)

* Harriman, pp. M8—Mg.

¥ Proposed Principles and Organization for any Program of Foreign
Aid, p. 9.

ERP State, pp. 49-50.

“ERP: House Hear., 1, 268; 11, 1436.

®ERP: House Hear., p. 1853.

® National Income and Expenditure of the United Kingdom, 1947
(1948) Cmd. 7371, p. 5.

" House Select Committee on Foreign Aid, Foreign Aid and Exhaus-
tion of National Resources in Relation to a Stock Piling Program (No-
vember 22, 1947), pp. 1-1I.

CHAPTER 9

! Figures from CEA, p. 7; Harriman, p. 9; and ERP State, pp. 39, 42~

43.
*Cf. pp. 214-220.

®The political issues are well put in Harriman, Parts one and two,
Section B; cf. Chapter 2 of this volume.

“Parts of the remainder of this chapter are based on a statement and
evidence by the writer before the Senate Committee on Banking and Cur-
rency, Hearings on National Stabilization (January 1948), Part 2, pp. 559~
581, The reader should also consult Joint Economic Report, Report of the
Joint Committee on Economic Report (May 18, 1948), especially pp. 2—9,
21-31.

8 For 1947 the rise was $4.3 billion. F.R.B., May 1948, p. 536.

¢See F.R.B., December 1947, pp. 1455-68; cf. Joint Economic Report,
May 1948, pp. 23—26.

"In a later section, I discuss briefly the relation of the budget and the
ERP.

8 Cf. Joint Economic Report, pp. 28-31.

® CEA, pp. 68—70; Harriman, pp. N1o - Ni1; House Select Committee
on Foreign Aid, (1) Inflation and Methods of Financing any Foreign Aid
Program, especially pp. 6-7; and (2) Governmental Control Powers Affect-
ing the Foreign-Aid Program (1948), pp. 7-12, and S. 1873 (Senator
Capehart), S. 1888 (Senator Barkley), S. 1923 (Senator Taylor), and S.
1967 (Senator Morse); Hearings, Senate Banking and Currency Commit-
tee, National Stabilization (948), Parts 1 and 2.
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© Governmental Control Powers Affecting the Foreign-Aid Program,
pp. I11-12.

“See my Price and Related Controls in the United States, (1944),
Chapter XV.
2 Governmental Control Affecting Foreign-Aid Program, pp. 26—27.
BERP: Sen. Hear., p. 297.
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II

-

CHAPTER 10
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supply in Final Report on Forcign Aid.

*For a brief and preliminary discussion see the introduction to this
part.

* ERP State, pp. 115-118.

*ERP State, p. 89.

SERP: Sen. Hear., pp. 310ff.

®*ERP: Sen. Hear., p. 310.

"ERP: Sen. Hear., pp. 340-341.

*ERP State, pp. 38-39; S.C.B., May 1948, p. 4.

®CEA, pp. 21-25.

© Governmental Control Powers Affecting the Foreign-Aid Program,
p. 23.
“3This section is based primarily on CEEC, Chapters 3, 6; ERP State,
pp. 7577, 84-87; Harriman, Chapter E; Commodity Report, ERP, Chap-
ter A (1948); Report of Cabinet Committee on World Food Programs
(September 22, 1947); reprinted in ERP: Sen. Docs., pp. 127-131.

**See Table 30.

®ERP Com. Rep., p. A1.

“ERP State, p. 84.

® Especially State Dept. Est. Imp. etc., pp. 6-7; also see State Dept, Est.
Bal. Payments and State Dept. Proposed Distribution.

BERP: Sen. Docs., p. 129; cf. however, ERP: Sen. Hear., pp. 310—311.
Exports of bread grains were 2 million tons higher in 1947-48; but of
all grains, 14 million tons less.
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®ERP Com. Rep., pp. G1, G11, GI13.
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Y CEEC, Vol. 1, especially pp. 11-25 and Vol. II.
*CEEC, 1, 11.
SCEEC, 1, 11.

*CEEC, 1, 54-56.

® Especially Harriman, Chapters C and L; ERP State, especially pp.
28-36 and 69-83. .

® ERP State, p. 75.

"ERP State, pp. 75-76.

®ERP State, pp. 75-83.

® Cf. opening Chapter, pp. 20—2I.

ERP State, pp. 54, 55

" CEEC, 1, 56; ERP State, p. 112.

** Harriman, p. L8.

1 State Dept. Est. Imp. etc., p. 7; ERP Sen. Hear., 111, 1007—-1008; ERP
State, pp. 111-112.

“ERP State, pp. 70-74.
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*Based on materials in NAC, pp. 131, 135-136, and unpublished
sources by E. M. Doblin; cf. ERP Sen. Hear., 111, 1005.

" CEEC, 1, 51-53.

¥U. N., Economic Report, 1945-1947, p. 124

* Improvement continued in 1948.

% Economic Report, 1945-1947, pp. 134—141.

"EC Europe: Survey, p. 9.

*® Economic Report, 1945-1947, pp. 148-49.

® Economic Report, 1945-1947, P. 149.

* Economic Report, 1945-1947, p. 193.

* The reader will find a brief discussion of inflation, and in particular,
the effects on output, distribution, government, and trade in pp. 41~45.

® Based on materials in Economic Report, 1945-1947, pp. 158-168, and
Monthly Bulletin of Statistics, February 1948.

“ Economic Report, pp. 166-67.

®1 have relied especially on the following: Executive Branch, ERP
Country Studies: The United Kingdom; H. M. S., Economic Survey for
1947 (1947); Economic Survey for 1948 (1948); National Income and Ex-
penditure of the United Kingdom, 1938 to 1946 (April 1947); Capital In-
vestment in 1948 (December 1947); House Select Committee on Foreign
Aid, Report on the United Kingdom (March 7, 1948); U. N., Survey of
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®Survey of Current Inflationary and Deflationary Tendencies, p. 26.
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* Economic Survey for 1948, p. s52.
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® 1bid., pp. 32-37.
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“ERP Country Studies: Italy, pp. 25~42.
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* Harriman, Part 111, pp. Q1-Qz, and ERP Country Studies: Western
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Postscript

THE FIRST SIX MONTHS OF THE ECA

On the whole, the ERP has progressed reasonably well in the
period of almost six months that has passed since the passage of
the Foreign Assistance Act of 1948. The fact that total produc-
tion in Europe, both on the farm and in industry, advanced in
the latter part of 1947 and the first half of 1948 has contributed
to the favorable developments in the ERP. On the credit side
we should also mention the able personnel chosen by Messrs.
Hoffman, Harriman, and Bissell to operate the ECA. Recent de-
velopments do not, however, suggest that Europe is reconciled to
interference by the United States in her internal affairs, or that
much progress has been made in contending with inflation, or
with the adverse balance of payments.

First, we comment on output. In the last quarter of 1947, ac-
cording to the United Nations (Selected World Economic In-
dices — issued in July 1948), world agricultural output was but g3
(1938 = 100) and industrial output, 130-135. For the world, ex-
clusive of the United States, the latter figure is g7. For most
Western European countries, late 1947 and (a fortiori early 1948)
industrial output greatly exceeded that of the prewar period. For
thirteen ERP countries, industrial output (unweighted mean) in
1947 exceeded that of 1946 by 15 per cent; but food production in
1946—47 was still 11 per cent below the prewar level. In the early
months of 1948, British industrial output was running one-fourth
to one-fifth in excess of 1946, and output in the crucial coal and
steel industries was very satisfactory. In Italy, however, national
income (stable currency) in 1947 was but 77 per cent of that in
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1938; and industrial output in France and Germany was below
the prewar figure.

Inflation remains a crucial problem. Undoubtedly, the high
level of investments is a factor. Five of the ERP countries used
27 per cent of their gross product for investment in 1947, as com-
pared with 18 per cent in 1938.

Even the United Kingdom suffered a rise of prices: the in-
crease was g per cent in the first half of 1948. A doubling in the
cost of social security with the introduction of a comprehensive
program in July 1948, and a food subsidy program costing about
£ 470 million annually (20 per cent of the average earnings of
workers), will make control of inflation more difficult. In France,
the wholesale price level increased almost 40 per cent in the first
six months of 1948, and the cost of living, 20 per cent. Despite
anticipated aid of 150 billion francs from the ERP and despite a
moderation of their investment program, the French expect a
budgetary deficit of 200 billion francs in the current fiscal year.
Even Italy, successful in stabilizing her price level in the first half
of 1948, faces a rising budgetary deficit. On the other hand, many
of the smaller countries seem to have the inflationary situation
under control. Seven ERP countries suffered a rise in wholesale
prices of less than 2 per cent in the first quarter of 1948.

Related to the domestic inflation is the failure of the interna-
tional accounts to improve. The crucial importance of the British
situation explains my concentration on it; but one has but to read
Mr. Reynaud’s statement of August 19, 1948, on the French budg-
etary situation, the absence of savings, the excessive investment,
to realize that Britain is not alone. In the first six months of 1948,
the British adverse balance on trade account was substantially
below the 1947 deficit, but much in excess of the planned deficit;
and that despite a diversion of imports from hard-currency coun-
tries. The difficulty was not a failure to realize export plans but
rather the high value of imports, to which a rise of 10 per cent in
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import prices in the first six months of 1948 contributed. (The
rise was but 3 per cent for export prices.) Sir Stafford Cripps
warned the country that only £ 300400 million would be avail-
able in 1948 to meet the adverse balance, whereas in 1947 the
country had consumed £ 1,000 billion of reserves and loans. It is
no wonder that the Economist wrote of a permanent dollar short-
age and Mr. Hawtrey urged a rise in the dollar value of the
pound sterling, both as a means of improving the terms of trade
and of freeing the British economy from the inflationary effects
of rising prices in the United States.

Little progress was made on the cooperation front. European
experts are not so enthusiastic as in July 1947. In a dispatch to
the New York Times of September 12, 1948, Mr. Michael Hoff-
man reminds us of the failure to achieve much cooperation.

Resentment against intrusion in Europe’s internal affairs by
the United States persists. Thus the British Banker’s Magazine
in June 1948 warned American experts, overenthusiastic in urg-
ing European devaluation, to await internal monetary reforms.
In a dispatch to the New York Times of August 1, 1948, Harold
Callender from Paris reminded the American public that Europe
was balking at planning imposed by the ECA. On the very next
day, the Vienna correspondent of the New York Times informed
us that the Austrian National Bank was annoyed with the re-
lease of large amounts of schillings by the ECA, with attendant
inflationary effects.

Finally, there is the problem of alloting the aid. After months
of wrangling, on September 11, 1948, the Office of European Eco-
nomic Cooperation (OEEC), entrusted with the responsibility of
dividing ERP funds, subject to approval by ECA, announced its
distribution schedule. The allotment to Germany and the use of
ERP funds to finance intra-European trade were the most per-
plexing problems.

It is interesting that, except for a large reduction of aid to Ger-

[299]



EUROPEAN RECOVERY PROGRAM

many, the distribution of the OEEC conformed closely to that
of the executive branch made in the latter part of 1947. The per-
centage of the total aid distributed in 1948—49 to the five most
important countries follows:

15-Month Period — " 12-Month Period —
Executive Branch OEEC

(Late 1947) September, 1948
United Kingdom 25.7 25.8
France 21.0 20.4
Germany — Trizonia 14.5 10.6
Italy 12.7 12.3
Netherlands 10.3 10.2

(Sources: Page 165, above, and New York Times, September 12, 1948.)

In summary, the probable outcome of the ERP is almost as be-
clouded late in September as it was early in April 1948. The
most perplexing unknown is the course of inflation, both in
Europe and in the United States. A solution of the inflation prob-
lem will contribute greatly to that of production and to that of
dollar scarcity. Finally, we shall have to practice continued cau-
tion, in our interference in domestic European problems. It needs
scarcely to be added how important are Russian policy and, in
general, the clarification of the political situation.
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14, 18-20; open and suppressed,
42-43; adverse effects, 44-45;
U. S, and European balance of
payments, 50-51; overvalued cur-
rency in solution of, 111; effects
of ERP, 145-148, 185, 189-190;
need for anti-inflation program,
147-148; national income and
cost of ERP, 185-188; corrective
measures, 190-203, 205-200; re-
sulting injustices, 192-193; ex-
pahsion of money and credit,
193-194; monetary control and
government bond market, 194~
.195; United Kingdom, 255-256;
France, 260—262; Italy, 264

International Bank, 132, 134, 175;
estimate governing aid to Europe,
138-139, 155, 163

International Monetary Fund, %8,
109, 119

Investment, problem of, in Europe,
9; Monnet Plan, 19, 35; European
programs, 36—41I



Ireland, 247; cost of living, 252

Iron and steel, 151, 152, 178, 197;
need for allocation system, 148;
exports of, to ERP countries, 208,
209, 211; problem of, under
ERP, 232-236

Iron Curtain countries, postwar
trade, 70~71; United States loans
to, 130

Italy, inflation, 18, 19, 42, 44; ratio
of imports and foreign assistance,
55; changing pattern of trade, 56;
per capita income, 88, go; indus-
trial production, 91, 92; multi-
lateral payment arrangement, 125;
ERP aid, 156-162 passim; financ-
ing of imports, 169; trends in
economic recovery, 247, 264-266,
270-271; national income, 248;
agricultural output, 250; mone-
tary inflation and price move-
ments, 252

Keynes, John Maynard, 101, 102, 103
Krug, Julius A., 151

Lard, 149

Latin America, 270; contribution
to ERP, 16-18; repercussions of
ERP, 64-66

Lend-Lease, 82

Loans, United States, to Europe,
55-56, 130; ERP, and capacity
to repay, 164-166

Lumber, 197; need for allocation
system, 148

Luxemburg, 247; exports to United
States, 56; multilateral payments
arrangement, 125

McCloy, John J., 32
Machine tools, 178

INDEX

Machinery, 151, 197; imports by
ERP countries, 209, 210, 2I1

Marshall, George C., 29, 76, 145,
155-156, 163; quoted on non-
cooperation, 61

Marshall Plan, 47, 186, 215

Marx, Karl, 72

Mcat, 150; imports by ERP coun-
tries, 209, 210; European require-

ments, 227
Middle East, repercussion of ERP,
65

Molotov, V. M., 6, 61, 63

Monetary control, and government
bond market, 194-195

Monetary policy, limits of, 195

Monetary purges, 252

Money and credit, expansion of,
193-194

Monnet Plan, 19, 35

Multilateralism, in ERP countries,

79 125

National Advisory Council on In-
ternational and Financial Prob-
lems, 10, 109, 130

Nationalization, industrial, 71, 74-
75

Naval stores, 149

Netherlands, inflation, 19, 44; ratio
of imports and foreign assistance,
55; trade with United States, 56,
57; industrial production, 92, 93;
food production and require-
ments, g6; multilateral payment
arrangement, 125; ERP aid,
157, 158, 160, 165; financing of
imports, 169; trends in economic
recovery, 247, 269-270; national
income, 248; agricultural output,
250; cost of living, 251, 252

Netherlands East Indies, 269

New York Times, 194
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Norway, inflation, 42; ratio of im-
ports and foreign assistance, 55;
trade with United States, 56;
dollar income, 88, go; industrial
production, 92, 93, 249; food pro-
duction and requirements, 96;
multilateral payment arrange-
ment, 125; ERP aid, 157, 150,
160; agricultural output, 250;
cost of living, 251, 252

Qil. Sce Petroleum

Paris Conference countries, United
States loans to, 130

Paris Conference of Foreign Minis-
ters (1947), 61, 63-64, 242, 245

Paris Report, 132-133; revisions,
133-139

Petroleumn, 65, 197; problem of, in
ERP, 14-15, 151, 228-232; need
for allocation system, 148; exports
of, to ERP countries, 208, 211

Poland, investment program, 36;
ratio of imports and foreign as-
sistance, 55; changing pattern of
trade, 56; per capita income, 88,
9o; cost of living, 252

Population, ratio of
(1946), 86

Portugal, 158, 169, 247

Prices, import, and terms of trade,
49-51; influence of ERP exports,
214-220

Private enterprise, ERP as support
of, 15-16, 7175

Production, industrial, in Europe,
30-31, 9I-94, 127, 248-251; ratio
of European exports to, 126; in-
dustrial, in France, 258-260

Purchasing, method of, under
ERP, 176-177
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Reciprocal Trade Agreements, 13;
extension of, 79

Reconstruction Finance Corporation,
82

Recovery, inflation problem, 13-14,
18-20; European trade deficit,
20~-24; European industrial out-
put, 30-31, 9194, 127, 248-251;
Russian obstruction, 61-63; Euro-
pean goals, 241~242, 272; objec-
tives of CEEC, 242—247; eco-
nomic trends in ERP countries,
248-252; United Kingdom, 252-
258; France, 258-263; Italy, 264~
266; Bizonal Germany, 266~269;
Netherlands, 26g-270

Re-exports, problem of, under
ERP, 66-67

RFC, 82

Rice, 149

Russia. See Union of Soviet Socialist
Republics

Sabotage, communist, of ERP, 16,
272

Scandinavian countries, national
income, 248; cost of living, 251.
See also countries by name

Select Committee on Foreign Aid.
See Herter Committee

Shipping, proposed transfer to
foreign charters, 149

Snyder, John W., 11

Socialism, ERP as weapon against,
71-75

South America. See Latin America

Sovereignty, of ERP countries, 76,
181

Stabilization, of foreign exchange,
119-120

State Department, in administration
of ERP, 81-82

Steel. See Iron and steel



Stock piles, availability of, in ERP
countries, 79; United States pro-
gram, 180

Subsidization, ERP as program for,
12-13, 149

Sugar, 226—227

Surplus  products,
under ERP, 12-13

Sweden, inflation, 19; changing
pattern of trade, 56, 57; per capita
income, 88, go; industrial produc-
tion, 92, 93; multilateral payment
arrangement, 125; ERP aid, 157,
158; financing of imports, 169;
agricultural output, 250; cost of
living, 252

Switzerland, changing pattern of
trade, 56; food production and
requirements, g6; balance of pay-
ment, 160; financing of imports,
169; national income, 248; agri-
cultural output, 250; cost of living,
252

dumping of,

Taber, John, 15, 81

Taxes, ratio of, to income in Euro-
pean countries, 88, go-gr1; fiscal
policy and, 195-197

Taylor, Glen H., 198

Taylor, Henry, 173

Terms of trade, overvaluation and,
48-49; problem of, 49-51, 123-
124; exchange rates and, 116-119

Timber, imports by ERP countries,
200, 211

Tobacco, 149, 208, 210, 228

Trade, international, effect of infla-
tion on, 44-45; terms of, 48-s1,
116-119, 123-124; changing pat-
terns of, in Europe, 56-57; ERP
in West-East European, 67-71;
United States, with Europe, 130.
See also Exports, Imports

INDEX

Trade deficit, problem of, in Europe,
9-10, 20-24; European, and
U. S. inflation, 50-51; financing
of, 51-52; European, with Ameri-
cas, 132-135; European, summary
of factors involved, 139-142. See
also Balance of payments

Truman, Harry S., 146

Turkey, 247

Union of Soviet Socialist Republics,
solution of dollar problem, 47, 98;
in European recovery, 61-63;
attitude toward ERP, 63-64,
272; trade with United Kingdom,
69; interwar period, 86; per
capita income, 88, 89, go; capital
levy on money, 191

United Kingdom, inflation, 19, 42,
43, 191; national income, 1947,
32; disinvestment, 34; investment
program, 36, 38-41; terms of
trade, 49, 55, 117; ratio of im-
ports and foreign assistance, 55;
changing pattern of trade, 56, 57,
58; trade with Eastern Europe,
69; nationalization program, 71,
74~75; interwar period, 8s; in-
come controls, 87-88; per capita
income, 88, go; industrial pro-
duction, 92, 93; food production
and requirements, 96; dollar
shortage, 97; multilateral payment
arrangement, 125; ERP aid, 156~
162 passim, 165; financing of
imports, 169, 170; policy of ECA
currency control, 182-183; meat
requirements, 227; coal output,
229; trends in economic recovery,
247, 252-258, 270-271; agricul-
tural output, 250; cost of living,
251

United Nations, 64
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United Nations Relief and Rehabili-
tation Administration, 64

United States, prewar and postwar
income, 86-91, 93-94; ratio of
taxes to income, 91; gold stock,
101-103, 107; capital movements
and transfers, 105-106; deteriora-
tion of terms of trade, 123; balance
of payments, 128-129; trade with
Europe, 130; gold, dollar bal-
ances, and foreign investments in,
130-1371; need for liberal economic
policies, 140-141; costs of ERP,
173-176; stock-piling program,
180; corrective measures against
inflation, 190-203, 205-206; policy
toward ERP, 273-274
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United States Stabilization Fund,
119

USSR. See Union of Soviet So-
cialist Republics

Vandenberg-Brookings proposal, ad-
ministration of ERP, 81-82
Vegetables, 149

Wallace, Henry A., 6

Western Germany, inflation, 18;
ERP aid, 157, 158, 159, 160;
financing of imports, 169. See
also Bizonal Germany, Germany

Wheat, 149, 215

Yugoslavia, monetary purge, 252
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