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OUR IUTEREST I GEReiAN FOREICN TRADE

Rlecovery in Europe is lagging. OCince V-E Day, this country has pro-
vided billions of dollars of assistance vo Burope. $till we find the
continent struggling with shortages of food, of fuel, of rav muterials,
of most of the essential ingredients for economic recovery end stability.
Until Furope can export enough to pay its own way in the world, we shall
find ourselves continuelly confronted with & herd choice: Ve must either
pProvide further billions of assistance or see economic, sociai, and po-
litical disintegration in that vital ares. Ve face exactly this problem
in Germeny; but, more importantly, our feiiure to handle it there on an
2dequate scale will seriously reduce the cnences of our success in the
rest of Furope. Other Furopesan countries are vitally dependent upon the
renewed flow of supplies from Germeny, first and foremost of coal. The
reconstruction of the European economy is inseparable from the rehabili-
tation of Germany.

Before the war Germany, next to the United States and the United
Kingdom, was the most importani trading nation in the world. As late as
1937, despite efforts of the Nezi regime to make Germany independent of
foreign supplies and markets, the country's foreign trade represented
about 9 per cent of the world's entire international commerce. Its ex-
ports reached $2.4 billion and its imports 2.2 billion, ecuivalent at
Present prices to &4 billion in each direction. More than hulf of these
exports and imports came from or went into those areas of prewar Germany
that today constitute the imerican and British zones of occupation.
About two-thirds of the imports were raw materials and semi-finished
goods needed for the operation of the German industrial system. Almost
nine-tenths of the exports were finished industrial products. Geriany
provided a highly important merket for many foreign countries, and its
exports met essential needs in wide areas, especially in the rest of Con-
tinental Europe.

In 1946, imports from other countries into the American and British
zones of Germany totaled about /650 miilion. wmore than four-fifths of
that amount represented foodstufi's needed to avert outright starvaiion
among the German population. Onliy about one-tenth of the total concisted
of raw materials for Germen industry, mainly American cotton and British
wool. The importation of industrial nmaterials thus was only a very small
fraction of the quantity which the zones used to import before the war.
Exports were ecually small. They amounted to only some $150 million and
thiree-fourths of that sum was provided by coal exports from the Ruhr
mines in the British zone. ilost of the remainder was raw materials like
lumber and hops. Exports of industrial goods were negligible.

As a result of this situation, the American and British occupation
authorities had to finance an import surplus into their zones of occupa-
tion amounting to about 500 million in 1946. Despite such a large out-
lay of money, the economic situation of the zones remained critical.
Food imports were just sufficient to keep the ration of the average
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congumer around 1,550 culories per day, an amount one-fourth below the
minimum standard set up by the Uaited Neations Food and Agricultural Organ-
ization, and two-fifths below the guentity needed for the maintenance of
an efficient lator force. The scarcity of imported raw materials was en
important factor restricting the revival of industrial activity. Ctagna-
tion in German industry has prevented an adequate flow of Gerwan exports
to pay for imports and to contribute to the recovery of other Zuropean
countries.

In December 1946, the United States and the United Kingdom agreed
upon a nev German foreign trade program based upon an economic .ierger of
the nmerican and British zones of occupation. The two occupying povers
set the goal of muking the combined zones self-supporting within a period
of three yeuars by stimulating both imports and exports, and in the uean-
time agreed to share equally in tinancing the necessary import surplus.
They set up a Joint Export-Import Agency and lmplemented their agreement
a few days ago by establishing a German Economic Council. This Council
will be composed of representctives of the lsgislatures of tne German
states located in the combined zones. It will be assisted by an IZxecutive
Committece representing the governments of the German states, und by a num-
ber of executive directors, heading bizonal aedministrative departments.
Through these organizations the population of the occupied zones will be
mobilized for attaining the goals set by the Agency. It was hoped thaut
Frence and the Soviet Union would join in the agreement and thus reestab-
lish the economic unity of Germany, vwaich is indispensable for the even-
tual rehabilitation of the German economy znd to which «ll four powers
had agreed at the Potsdam Conference of 1945. Urnfortunately, the other
oceupying powers refused to join in the merger, tnd the Anmerican and
British authorities had to proceed on their own, leaving the door open,
hovever, for future adherence by the other two powers.

In meeting our share of the cost of supporting Germeny during this
interim period, we rely upon appropriations by the Congress to cover food
requirements. Raw materials and equipment for industrial rehabilitation,
on the other nand, are finsnced through credits from U. S. Government
agencies. The Commodity Credit Corporation shipped %30 million worth of
surplus cotton into the American zone to be processed by Germen firms.
The finished materials are exported to en extent sufficicnt to pay for
the imported cotton and the remainder is either exported in order to pay
for the importation of additional raw materiais or is made evailable to
the domestic German economy. The U. S. Commercial Company agreed to fi-
nance similar shipments of raw moteriuals for the ceramics, glass, chenical,
toy and other industries. At present, a second cotton credit of {20 mil-
lion is being negotiated with the Export-Import Bunk of Vashington and
Anerican cotton exporters.

The two occupying powers also have established a joint revolving fund
of foreign exchange that can be used for importing other goods needed by
German industries. The fund consists of the proceeds of exports from the
combined zones in 1945 and 1946, insofar as they have not been used already
for import payments, and of German external assets transferred to the two
occupying powers by neutral countries. This provides the Joint Export-ILan-
port Agency with 2 necessary working balance for priming the pump of Germen
export industries.
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The cctual start of the foreipn trade drive has been somovhat de-
layed. For many montis thz unprecedented hardchips of last wintor dis-
rupted transportation and production in burope. The new export-import
organizations had to be set up and proper rules of procedure established.
ihe exact specifications for the export-import programs, which had to be
Suwmitted to the Agency by the German authorities, of'ten were fonud un-
workable., Alreudy, however, the ngency 3s approving export and import
cortracts at an accelerating rata. doreover, the Agency has issued regu-
lotions facilitating the renewal of coatacts between Gecman and foreign
businessmen. american and other businessmen now may visit Cermany in
substantial numbers, end after June 1.5 German exporiers and foreign im-
porters will be permitted to coneclude contraci nagotiations by mail.

Tae 4gency, hovever, has to approve all import and export contracts,
Cither at its headquarters or through one of its branches, and it is des-
Linated to receive all foreign exchange proceeds from export shipments.
Ihese precautions ere necessary in order to make sure that &ll export
Proceeds are mobilized for the payment of essential imports.

Imports in 1947 wiil have to include at least as much food as those
Or 1946. The deficiency of fertilizer and agricultural mechinery, and
the scarcity of at:le workers in Germeny malies it unlikely thet this year's
Crop vill be much in excess of last year's. Tven if some prograss in
Geriman production is made, however, it could not be sufficient to bridge
the gap between present supplies and the miniium needed for the preserva-
tion of public health in the ilong rin. In addition to food imports, the
Combined zones will need inports of raw materials in substantially larger
Volume than now contrected for. While for some time to come it will not
PG feasible to restore the prorortion between imports of foodstuffs and of
Industrial materials to the prevar retio of one to two, the value of ma-
terial {imoorts will have to approximete that of foodstuffs to enable
German industry to reach a satisfactory level of operations.

Exports in 1947 are ezpected to consist of coal, textiles, sand other
rew materials end industrial products, each of these three main categor-
18€s Lo be of about equal value. In each case, however, reacning the goal
¥ill mean & hard struggle. The au.horities will have to decide whether
the overall European eccnomy is better served by exporting Ruhr cozl or
Oy letting German industries use that coal for the production of export-
able finished goods. If coal is to be used domestically, a given cuantity
Could yieid far higher export proceeds than if it were exported as a raw
material. On the other hond, such a soiution would be opposed bitterly
Oy the industrial groups in those countries that depend upon German coal
€xports. This dependence is far greater than before the war: Only lim-
ited quantities of British and Silessian coal are available for export to
“estern and Central Europe, and the shipment of American coal to Eurogpe
is very expensive because of tronsport costs end cannot be easily ex-
bénded beccuse of transportation difficulties. The present allotment of
Ruhr coal, agreed upon between the bizonal authorities and the French
Government, attempts to satisfy both domestic and foreign demand at least
to a somevhat higher extent than in 1946, but the fulfillment of the pro-
gram depends upon & substantial iaprovement in coal output. Coal produc-
tion increased materially during the first three months of this yeer.

The advince, however, stopped in April and ilay, meinly because of labor
Unrest caused by the tightening of the food situation. Satisfactory coal
eXports froam Germany thus will be possible only if increesed domestic
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production aided by increased imports makes available more food and other
consuner goods to the Ruhr miners.

Increased exportation of textiles will depend vpon additional imports
of cotton and wool. Here again improveuent of labor efficiency through
greater availabiiity of food and other consumcr goods is an importunt fac-
tor. E&xports of lumber and potash encounter difficulties similur to those
faced by corl exports. Both these materials arc needed urgently in the
German economy. Lumber is vitelly important for pit props in the mines
and for housing--nextv to food, the most severe shortage nindering improve-
ment in labor productivity. Potash for fertilizers is indispensable for
raising the output of German egriculture. On the other hand, Germany's
neighbors need those materials for cxactly the same reasons.

Sinilar difficulties arise in the importation of industrial materials.
Since Germsn exports have to pay for necessary food imports, imported wa-
terials should be primarily such as to make possible the production of ex-
ports. On the other hand, tae considerations of labor policy which I in-
dicated earlier make it necessary also to import materials needed for the
production of goods for German consumption. e continuclly encounter this
problem of how such work individuals can and will do. £s long as the wage
of a German worker can be used virtueslly only for buyirg the meager official
food rations and similar goods, the German worker hes no inducement to in-
crease his efforse in order to secure a higher income. Labor productivity
cannot be restored unless higher earnings are accompenied by a greater sup-
ply of consuner goods. To achieve this end would require & sharp increase
in the production of goods for domestic consuription. The occupation author-
jties must approve a program dividing available means between the importa-
tion of materials for export and for the domestic murket. If a liberal
allotment is mede for consumer goods, however, the decision will be severely
eriticized by the uninformed public in the occupying countries, which have
to advance the funds for imports into the merged zones not directly covered
by German exports. If the gliotment is not liberal, the Germans will be
inclined to feel that they are working for the occupying powers rather
then for themselves. Charges of exploitation of' the combined zones by
American and British capital sound incredible to those vho know the burden
that the American and British tazpayers have to bear in order to keep the
zones alive. Such accusations are often made, however, in Soviet ncws-
papers and propagunda broadcasts to Germosny, and it would not be surpris-
ing if some German workers were led to believe them. This would impuir
the beneficial effects of our import policy upon the efficiency of German
labor.

inother difficulty is presented by the state of' the Germen currency.
The occupation authorities have been able to mointain official prices und
wages at only <0 to 25 per cent above the prewar level. Black market
prices, however, are either a multiple of the official guotations, or are
expressed in terms of cigarettes or foreign currency. Thus, the German
currency does not fulfill its function as a gener:tlly accepted means of
payment. The German price system was igolated froa world market develop-
ments by the Nazi regime even before the war. This circumstance, aggra-
vated by the disparity between legal and black market price levels makes
it impossible to fix any given exchange rate as representing a reasonable
relation between the German and the world market price systems. Official
German prices would be completely out of line wvith world market prices



if they wers converted into dollars at the exchange rate of 10 marks
equal to 1 dollar, which was established at the time of occupution for
surposes of military aceounting. For this reason, the Joint Export-
Impory Agency has issued a list of so~called conversion factors, giving
for each najor type of ccmmodities o specific relation between official
German prices in reichemarks and world prices in dollars. lYor instance,
carbon brushes, vhich in Germany are selling for 100 marks, have & con-
Version fector of 30 cents per mark. This means that they are to be
offersd in the world market for $30. On the other hand, certain pharma-
ceutical products have a conversion factor of 8C cents per mark, which
‘ieans that such goods selling in Germeny for 100 marks are to be offered
in the world market for .80. VUhile this solution is not ideal, it ig the
best that could be found at present.

In the long run, however, currency reform will be indispensable for
the rehabilitation of foreign trade with Germany. Such & reform should
be carried out by all four occupying powers in order not to create fur-
ther barriers among the four zones of occupation. An American project
dealing with all aspects of the reform has for some time been under dis-
Cussion umong the occupying powvers, and it is to be hoped that the rela-
tively few unsolved problems cen be settled in the near future.

Our efforts to reconstruct German forcign trade would be grectly
facilitated if Germany's economic unity were restored in accordance with
the Potsdam Agreement. Since the four zones are interdependent to a very
high degree, full merger would make nossible a much more efficient econ-
omic operation. If, however, the four powers cannot agree on the terms
of unification, the American and British authorities will have to press
forvard in their efforts to put at least their area of occupation back
on its own feet. This will recuire a reorientation of industrial pro-
duction in the two zones, and an increase in industrial activity above
the level set by the four occupying powers about a year ago. Within this
frumework the foreign trude program will make a decisive contribution to
the restoration of economic stability in Germany and thus in all of
Europe.



