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ECONOMIC PROBLFIMS OF LIBERATED BELGIUM

One glunce at the map of western Europe will impress one with
Belgium's importance to postwar Europe.

The present German counterattack emphasizes the strategic role of
Belgium as the hub of international communication lines between central
and western Europe and the Channel ports. Fortunately, the fighting has
not reached any important industrial or agricultural area. Dut it may
have completed the destruction of the Ardennes forest, and certainly has
retarded the rehabilitation of the couniry by forcing the Allies to de-
vote more supplies and transportation facilities to purely military pur-
poses. In view of the additional losses =nd sacrifices, the task of
reconstructing the Belglan economy now becomes even more urgent.

In spite of its small size, Belgium is one of the most important
industrial nations of the world and before the war its steel productionn
was surpaossed only by that of the United States, Germony, the Soviet
Union, the United Kingdom, Frunce, and Japan. Belgium has suffered
from German gpggression longer than any other western country, and its:
difficulties under German rule were symbolic of the fate of ull the small
nations of Europe. Belgian developments will now be watched for uny clues
as to the future of these small nations after liberation.

It may be expected that Belgium will play an import.nt role in the
reconstruction of other Furopean countries. Its industries will no doubt
be operating long before those of central and eastern Europe, and part:of
this output will be available for export. The use of these facilities
by the Allies during the years of reconversion and rehabilitation, will
save valuable shipping space .nd lessen the burden upon the resources-of
the other United Nations. v -

With an appreciation of Belgium's economic role in postwar.Europe,
the Belgian Delegation took .n.active part in und made. ¢« substantizl -
contribution to the International Financial and Monetary- Conference at.
Bretton Woods last July.. . - . L .

Belgium is o very densely populated country; in 1937 it had a popu-
lation of 8.4 million, living in an area of 11,800 squere miles.' Sixty-
nine per cent of-the working population in 1930 was engaged in industry
and. commerce, as compared to 51 per cent in.the United States. *It depends
heavily upon foreign trade; in 1937 it had imports of 27.9 billion
francs,< exports of 25.5 billion, and a transit trade of-31.5 billion.
Imports und exports together were eaual to about 70 per cent of its na-
tional income, as .compared to less than 10 per cent in the United States.

The country's national wealth, estimated at 443 billion francs for
1939,. has. been reduced severely by the German occupation.. The:Germans
not only conscripted workersg for labor in Germany and confiscated or
;/'The Belgian franc was quoted at 3.37 U. S. cents before the present
war, :and has -been equal to 2.28 cents since liberation. Foreign trade
figures are. for the area of the Belgian-Luxembourg customs union.’




looted the property of anti-Nazis and Jews, but they also imposed tribute
payments upon the country in the form of occupation costs wnd so-cilled ad-
vences. In 1943 and 1944, these levies constituted about 45 per cent of
the total national output; for the :ntire period of occupation, they amount-
ed to about 143 billion francs. These payments, financed partly by the
administration and partly by the central bank, increased the public debt
from 66 billion to 156 billion francs, and the note circulation from 31.5
billion to 99.5 billion francs during the period of occupation. Thus
Belgium wes at the same time swemped with ouper money and denuded of goods.
The scarcity of necessary commodities, caused by the German efforts to

gear the economy to the German demands for armaments rather thcn to the
needs of the Belgian population, wes aggravated by the stoppage »f imports.
As a result, Belgian national income. &s measured in terms of zctual. pur-
chasing power, declined from 64 billion to 27.5 billion prewur francs be-
tween 1939 and 1943.

In spite of these losses, the situation of Belgium is in some respects
better than that of, say, the United Kingdom or the Netherlands. The
country has retained most of its foreign assets (estimzted at 50 billion
francs as of 1939) and has not zccumulated .ny foreign debts. Before the
war, its exports were sufficient to pay for more than 90 per cent of its
imports. Its extensive colonial empire has remained free from Zxis occu-
pation. DMost important of all, it suffered little destruction during the
campaign, its vital coal mines .nd the harbor of Antwerp remaining almost
intact.

Jmmedisate Tasgks

The most urgent problems confronting the Government ufter liberation
were the country's needs for foodstuffs ancé coal. Its unsettled finsncial
condition also needed immediate attention., In order to corbat inflation,
the Government blocked a very large part of sll cash holdings and bunk
deposits ¢nd decreed an exchange of most of the old currency for new notes.
It is still too early to judge the effect of these measures, hut accoruing
to preliminary reports the Government hus succeeded at least in stopping
the increase in the cost of living and curbing black market activities., The
official price index stands at ahout 200 per cent of the 1939 average. Since
the franc has been devalued by about 32 per cent, the price level is now
equal to only 135 per cent of the 1939 figure in terms of gold or dollsrs.
If the index could te stabilized, and actusl prices made to conform to the
official ones, this rise would be about the same .s that of the wholesale
commodity prices in the United States.

The Government has supplemented its program of comestic financial sta-
bilization by a series of treaties with neighboring countries. 1t has
negotiated & monetary and customs union with the Netherlands, snd concluded
an ggreement with the United Kingdom, providing for mutual credits up to the
equivalent of 5 million pounds for the purpose of ensuring the stability of
the exchcnge rate of pound sterling «nd frenc. The full effect of these agree
ments, however, will not be felt until greater freedom of trade has been
restored.

Less progress has been made in solving the problems of food and fuel
supply. Belgium's coal production (30 million metric tons in 1937) normully
is ample for all its needs. Under German occupation, however, production
fell to a fraction of normal, partly because of the lack of new machinery, put
mainly because of the lower efficiency of the miners, due to underfeeding and



even more to their unwillingness to work for the Germans. In order to
restore the productivity of the mines, the Government must make avail-
eble more food, 180 convince the miners that subotage, strikes,
and slow-downs are. no langer puatriotic dutiles.

The food situation is particularly serious because in peacetime
Belgium imported =~imost two-thirds of its foodstuffs recuirements (4
million metric tons, valued at 5.4 billion francs, in 1937). The
country is practically self-sufficient in vegetubles ond potatoes,
and produces the larger part of its requirements of milk, beet sugur,
and fruit. Tuais was formerly true also of meat und cnimal fats. 3But
livestock production was based on imported fodder. ..nd concentrated
feeds, and under the German occupation the number of cattle was re-
duced by about one-sixth in order to reach a.level more n2arly corre-
sponding to the domestic fodder supplies. The.Belgian Congo used to
supply quantities of vegetable fats (palm oil), cane sugar, and coffee.
Grains (wheat, barley, and corn), which represent by far ihe most im-
portant single item, both &s *o bulk and value, will have to be shipped
from non-Belgian overseuas gources.

Ability to bring in required impnrts is limited oy the scarcity of
shipning and the necessity for using the herbor of Antwerp to supnly
Allied troops on the western front. The even flow of domestic supplies
is hamnered by the psychology of many farmers. For 45 years it was con-
sidered patriotic as well zs profitoble to hide farm products from the
adninistration (which ccted as collecting agent for the Germans) .nd then
channel them into the hlack merkets where Belgions could secure them.

Now the Government's problem is to convince the [armer that such activi-
ties are not only unpatriotic but ..lso unnrofitebile. The deflationary
measures of the Government were intended in nart to iake it clear that
producers could not expect cny furiher rige in prices. The farm sit-
uation is somewhat compliccted ty the linguistic problem; the majority of
the farmerg are Flemish while the mejority of mirers .nd workers in the
heavy industries are Walloons. The Germons iried to exploit any differ-
enceg obetween the two groups btoth in the First and the Second VWorld Wers.
The farmers fared better than most other groups under the German occupua-
tion, feeling less political oppression and making profits by black mar-
ket operations. On the other hand, because of their wartime profits they
were hard kit after liberation by the monetary program of the Government.

Fehabilitation of Comummnication and Industry

Once the people's minimum requirements of food rnd fuel are satis-
fied, the rehsbilitation of industry end commerce will commiznd chief at-
tention. Paradoxically, resumption of trade will have to precede the
increase in domestic output to some extent, gince Eelpiucn industry is
based mainly upon imported meterials. However, Belgium has large re-
sources of gold and foreign exchange ac well as an excellent c¢redit rat-
ing, and imports therefore can be financed before Belgicn goods become
available for export. Difficulties in the supply of muterials during the
period of transition will arise from the lack of shipping and other
reasons of military strategy rather than from {inencial factors.

. The Belgian coal-mine installations are greatly in need of renova--
tion.. The equipment has not been renewed since 1939, and is largely worn
out. or obsolete. A new source of supply for pit prors must be found
. because some. of the former gources cen no longer be drawn on. ' The Ger-
mans have devastated a large part of the forests of Belgium and ndjoining




territories, vwhich provided significant ¢uantities of these props before the
war. Baltic timber may be needed by the states of the Soviet Union for the
rehabilitation of their own mines, and Baltic exports therefore may be di-
verted from the Belgiun market even after complete defeat of Germuny reopens
trade routes to the Baltic Sea.

The needs of the Belgian inland transportation system arc even greater
than those of the coal mines. Belgium has had for years :. very dense roil-
road network (3,215 miles with 3,358 locomotives .nd 117,000 freight cars in
1937). German requisition of rolling stock, the absence of replacement,
and inadequate upkeep have left the system with a depleted .nd dilapidated
stock of equipment. llighvay traffic has suffered just as severely. Belgium
also has excellent roads (5,625 miles of national highwiys and 23,125 miles
of provincial and municipdl roads in 1938) und the number of motor cars was
large by Europecen standards (154,000 passenger cars, 76,600 busses and trucks
and 67,000 motorcycles in 1938). Looting, requisitions, and lack of replace-
ments, however, have reduced these figures to a small. fraction of their fcormef
size. The important system of inland waterways (1,080 miles with 9,000
barges and tugboats in 1937) nceds new locks and new vessels .

Manufacturing industries will be compelled to import the machinery and
necessary to get their own production under wuy until the domestic machinery
industry is rehubilitated. Even in normsel times, however, most raw mater-
ials processed by Belgian manufacturers must be imported. The speed with
which particular branches of the industry will be able to reestablish their
plants and secure materials will not be uniform. In the field of metallurgys
the steel industry will be easiest to satisfy because about one-third of the
iron ore comes from Luxembourg .nd most of the bzlance from Lorraine. More-
over, the steel mills were kept in good condition by the Germans in order
to produce armaments. The copper industry depends largely upon imports
from the Belgian Congo. The zinc industry, next to that of the United
Stutes the largestin the world (representing 13.5 per cent of world produc-
tion in 1937) may have to overcome greater difficulties because the raw
materials have to be imnorted mainly from non-Belgian overseas sources.

In the field of textiles and clothing, the wool and cotton industries
are the most important. Flemish woolen goods have been fzmous ever since the
middle of the tenth century, and before the war imported raw wool was the mos?
valuable single import (2 billion frenes in 1937). From the point of quan-
tity, wool and cotton imports were almost exactly equal; wool imports were
mainly of Australien origin while one-third of the cotton came from the Congo
and & large part of the rest from the United States. Linen production, the
third largest branch of the Belgian textile industry, is based mainly upon
domestic raw materials. The reyon industry was one of the oldest in Turope,
but its importance rclative to other countries had decreased in the interwer
period. Under the Germsn occupation, however, it expanded at the expense of
the wool and cotton mills since raw materials for these industries were no
longer available,

Mining, transportation, metallurgy, and the textile industries
together employ about 60 per cent of 1l industrial workers in the country.
Among the smaller fields of enterprise, the Belgian chemical industry
in the past has acyuired world fame. The country was one of the leading
producers of industrial chemicals, artificial fertilizers, and photographic
chemicals. If the Allies strip the German dye trust of its monopolistic
power, the Belgian dyestuff industry probably will forge tc the front in
Continental Furope. Most of the industry's raw materials, with the



exception of coal tar, must te imported, largely from other Continental
Furopcan countries. Precicus stones, many of thew obtained from the
Congo, form the basis of the Antwerp stone cutting and trading industry,
the most importint center of that kind in the world.

Belgian foreign tracde may be expected to increcce shurplv as soon
ag the wartime difficulties of transportcetion ure overcome. Imports
must rise if Belgion industry is to receive not only its usual raw
materials but also the michinery needed for its reconstruction. Exports
nust rise if the pent-up demand of other Europcan nations for industriasl
products is to be satiefied.

Belgium always has been o protagonist of free trade, and before
the First Wworld War tariff's were for revenue only. in the interwar
period a more protcctionist attitude was adopted, btut its free-trade
area veas enlarged by o customs union with Luxembourg in- 1922, and trade
agreements with the Scendinavian countries end the Netherlands- (Oslo,
1930, and Ouchy, 1932). Treaties concluced immediately after liberation
with the Netherlands ond the United Kingdom, indicete that the country
intends to continue on this course. 4 credit agreeawent has been con-
cluded with Frunce. These neasures are the more important since the three
countries just mentioned sccounted for A5 per cent of Belgium's totsl
foreign trade in 1937.

Closer economic relationg with tiiese areas are expected to compen-
sate for the loss of part of the Gerian trade, which accounted for 11.6
per cent of total Belgian commerce in 1937. During the war, the'Belgian
econory has be:n geared completely to .ieet CGermun needs, and Germany
became the country's bhest "customer." Therefore the consecuences of ' a
disruption of this trade will not be negligible. The prospects for
Belgian trade -rith the rest of Europe are iisre promising, howvever.
Europesn countries other tihan those iientioned cbove accounted in 1937
for 14.5 per cent of totul Eelgiaon comwerce. Belgium had .n excess of
imports in relation to all central anud ecstern Eurovcan countries (with
the exception of the Baltic states). Therefore Belgisn commercial rela-
tions with thege countries may profitably be resumed even before their
currency conditions return to normal. Morcover, Belgion industry is
able to replace Germany as :. source of supply for centrel Furope,
especially in the fields of metallurgy, textiles, and cheudcals.

Belgien shipping wulso may be expected to orofit from the German
defeat. The harbor of Antwerp handled in 1937 about 13,500 shins with
25.5 million net register tons. This tonnage is bound to increase since
Antverp's main competitors, the worts of the Wetherlends and Germany,
will probably be out of commission for some time to come. In spite of
the inportance of the Belgian harbors, the Belgian merchant marine vefore
the war vias negligible, consisting of only 96 vessels of 252,000 tons
in 1939. Belgien ships handled only 9 per cent of the troffic in Belgian
ports vhile German ships handlied 22 per cent -- twice as umuuch as the
trade with Germany itself. If Belgizn vessels replace the German, at
least as far as commerce in Belgian waters is concerned, the tomnage of
the Belgien merchint marine might well expund to many times its prewar
size.



American investments in Belgium and Belgian investments in the
United States were small before the war; only Belgian balances with .imer-
ican banks were significant (182 million dollars at the time of the
German invasion, Mzy 1940). Mutual trade relations, however, were very
close. In 1937, the last year of normal intern. tional relations in
Continental Furope, the United States tock fifth place in Belgiun's
foreign trade, with exports to Belgium of 95 million doliars, and imporis
from Belgium of 75 million. This volume does not, however, indicute the
limits of trazde possibilities between the two countries. After the First
Viorld War, the United States exported goods valued at 378 million dollars
in 1919 vlone, and the snnual -verage for 1920-1929 was 123 million.
Total trade figures ss well «s the value of import:nt exports and imports
for characteristic years between 1919 and 1937 .re shown in the accompany-
ing table.

In addition to the commodities shown in the table, U. S. exports
to Belgium included feeds, fruits, tobacco, chemicals, gsemimznufictured
steel products, and industrial machinery while imports included other
precious stones, wool manufactures, nonferrous metzls,, glassware, fer-
tilizers, and wood products. In the period of rchabilitation immediately
following the First VWorld Wur, the United Stutes exported.large cuantities
of breadstuffs, meat products, cotton cloth, cuttle, and wood products.
The sharp drop in U. S. exports to Belgium in the thirties was due in part
to the fall of the price level, but mainly to the shrinkage in the Belgian
national income. In 1939, the incomc per head was cqual to about 257
dollars, only about four-fifths that of the Netherlands, and one half thet,
of the United States. Under conditions of internutional pesce wnd economic
cooperation -- such as did not exist in the 'thirties -- economic conditions
in Belgium should improve rapidly and bring about a proportionate rise in
imports, especiclly of consumers' goods. Souwe of the goods that are very
sensitive to variations in the degree of prosperity form a large part of
Americzn exports to Belgium, such as automobiles, gasoline, cunned fruit,
and tobacco.

The amount of U. 5. imports from Bolgium apperently is less elastic;
the 1937 figure was not surpassged materially in the interwar period. But
Belgium will be able to pay for its imports not only with the proceeds of
its own imports and with other revenues (foreign investments, tourist
traffic), but .1lso by utilizing the exports of the Belgian Congo. The
United States imported goods from the Congo valued at only 2.6 million
dollars in 1937, but since the outbreak of the Second World Var imnorts
have sharply risen. They reached 25 million dollars in 1940 and 24 million
in 1941, and economic relations with the Congo hzve become even closer
since the entry of the United States into the War. Part of these imports
has been used for war purposes, another portion represents substitutes for
materials temporarily unavuailable elsevhere, and gome went to the United
States only as long as the Belgian market was closed to them. But
at least part of the increase may well .rove permanent, ana togetner with
Belgian gold und dollar balances wlready eccwiulated, help to prevent a
"dollar scercity" in Belgium.



Belgian-United Stutes Trade, 1919-1937
(Millions of dollars)

Commodity 1919 1929 1932 1937

U. 8. imports:
sesescaee 17.2 5.8 21.8
ceeses (1) 6.5 2.5 9.1
Cotton manufactures.veeeecevenes 1.4 1.0 5.8
Iron and steel productS.eeeceeess bLed 1.7 4.9
Furs (Undressed)eeeeeeececececes 6.8 0.3 2.9
Jeesesesesesevessosncan ___ 7.7 10.1 30.6
Totaleereeevereeeroceoesonnnne 74.0  21.4 75.1

S. exports:
futomobiles and zccessorics... 2.2 26.5 7.2 21.5
Petroleum ¢nd procuctS.eseveees. 8.6 12.7 6.3 13.3
Cotton (FaW)eeeereeeeecsnnonoeee 25.4 20.3 6.0 11.6
Wheat.weeeeieieenionsonnescecnns 6.6 3.0 10.6
ChemicalSeeseeeeeeoesscnacnanaas 0.7 0.2 4.7
Linseed CakEuiveecevovesanscnsnns 4eb 1.2 Ll
CoOpPereescreisevesensencans ceres 1.6 8.8 1.1 4.0
AlLl otherSecsececcsccasacasnncne 2.8 15.3 25.2.
Total.iveeeessoevseassveveneeneld?7.9 114.9  40.3 95.3

1. Less than {50,000,
based on data compiled from FOREIGN COre.ERCE ..ND NAVIGATION OF
THE UNLTED STATES,

In this wey, the reconstruction of the Belgicn eccnony nizy be
expected directly to contritute to the cconomy of the United States,
and to strengthen the ties of internutional economic relations as
envisaged at Bretton VWoods.

Belgium's economic stability is essential to winning the peace.



