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FINANCIAL PROBLEMS OF THE SUROPEAN RECOVERY PROGRAM

Introductory Remarks

The European Recovery Program cen be distinguished from other types
of postwar assistence bectuse of its main purpose - to bring about a
balanceq economy in Europe and throughout the world. It represents a
Wnified approach to the over-all economic problems of Western furope.
American ussistance under the program is intended to meet the costs of
lmports of goods and services essential to maximize production within
therparticipating countries and to expand their trade smong themselves
and with the rest of the world. These long-range aims represent a great
Progress over relief measures and wasteful nethods of attempting to deal
With short-term problems of individual countries on a pieceneal basis.
?0 these ends, self-help and mutual cocperation on the part of the
furopean countries cre the nccessary counterparts to American assistance,
and the United States has a right to expect that the very large sums of
m?ney nade available by Congress will be used in the most effectiveo pos-
Slble manner.

The basic economic problem in Europe today is without doubt the
Problem of producing more goods. The physical damags-and dlsorganiza-
tion caused by the war, as well &s the deterioration of equipment caused
by wartime weur and neglect have not yet heen entirely overcoaze. Fur-
therrmore, monetury and price dislocations arising out of the war have
Proved to be serious obstacles to recovery. Production cannot be re-
Stored to maximum levels unless adequate incentives exist both for busi-
Ness and laehor, so @s to ensure & regular flow of goods through the
€conomy. Finally, vertime destruction in areas which previously had been
lmportant sources of’ suppiy for Enrope huave further hempered full pro-
duction, and have made it necessary for Europeun countries to.rely more
heaVily than before on the Yestern Hemisphere for needed supplies.

This brings us to the problem of the balance of payuments. "Since
few countries can produce for themselves all the kinds of goods they
Need, it is necessary for them to import certain things from outside,
which they pay for, in effect, with surplus supplies of their own which
are exported. If & country is not producing enough or cennot sell
€nough to pay for what it buys from outside, its bulance of payments gets
out of equilibrium. If a country cannot increzse its production, it may
have to reduce its congumnption or its investment, to bring its balunce
of payments back to normzl. Both of these alternatives, however, would

@ undesirable in most Furonssn countries today; uany cuts from present
Consumption levels would reduce the productivity of the working popula-
tl?“: while reducing the rate of investient would defeat the main object
Which ig to restore snd increase the country's productive ceapacity.

Thers are, of course, other reasons for the balance of payments
Problems of Iurope today. One is the fact already mentioned that, due
to the var, greater reliance hus had to be placed on the United States



and other Western Hemisphere countries.for supplies. Thus, Europesn
countries have to redirect their trade so as to sell more to the Western
Hemisphere, in order to be able to buy more. Anothcr factor is the war-
time loss or liquidation of large amounts of foreign investments, and
the loss of a large part of European merchant shipping fleets, both of
vhich facts have meant the loss of important sources of-income which
formerly heiped pzy for imporits. Failing other means, countries might
pay for their imports by using gold or foreign exzchenge resources accu-
mulated in the past. Obviously, however, this can only be done for a
limited time, and many Buropean countries have been doing so for so long
that their holdings cre now reduced to extremely low levels.

Under these circumstances, the best solution appears to be assist-
ence to Furope in the shape of loans or gifts over & temporary period,
during which European countries could take the necessary steps to revive
their own production and place their economies on & self-supporting ba-
sis. A program of four and a quarter years is contemplated for the pur-
pose, and Congress hus authorized approximately %5 billion of aid Lo
Vestern Europe for the first year of the recovery program. ‘This anthor-
ization was based upon careful and exhaustive studies Ly the technicel
staffs of the United States Government of essential Furopean requirements
and availabilities in the Western Hemisphere und elsewhere. It has been
tentatively estimated that the total amount of a2id needed over the entire
period of the program might amount to %17 billion, but it is clear that
estimates of requirements more than a year in advance must be very uncer-~
tain.

American assistance is not intended to enable European governments
to continue pructices of deficit spending @nd trade restrictions. The
avoidancé of inflationary practices in government budgets &nd the self-
financing of internal costs of production snd investments are regarded as
prerequisite to the stabilization of currcncies and the adoption of multy-
lateralism in foreign trade. In this connection, the idministrator of
the program has concluded agreecments under which all recipient, countries
have undertaken very substential obligations. These agrecments embody
the basic principles of the Charter of the Internationsl Trude Organizé-
tion, which was adopted at Havona last ilarch by 53 nations. [ecipient
countries agree to reduce trade barriers, to eliminate restrictive busi-
ness practices, and to avoid arraengements restraining coumpetition in in-
ternational trade, limiting access to markets or fostering monopolistic
control of natural resources. In particular, recipient countries agree
permit access to thelr natural resources by American investors and to
put at the disposal of the United States scarce strategic meterials in
reasonable cuuntities and on reasonable terms. The financial problems n-
volved in the Furopean Recovery Program are examined in greater details
the following parts of the paper.

Local Currency Funds

Of special significance is the provision reguiring rccipient countri®
to set aside in a special account local currency in amount equivalent to
the dollar value of goods and services received from the United States 1
the form of grants. These local currency funds are to be raised as par
of the general government revenue and their uses are subject to apprové
by the Administrator of the progrem. In a number of cases the apount 1B



Question will ke a very consicerable portion of the country's total:
money supply. Thus, in these Enropean'countries the administrator will
be in a position to exercise & great constructive influence upon their
financiul situstions. The use of these local eurrency funds is to be de-
termined in accordance vith the rrincinles and aims of the Suropesn Re-
Covery Program; namely, for retirement of currency or public debt as an
anti-inflationary measure; for supplementing existing savings in nev in-
vestments of productive character; for meeting certain government ex-
pPenditures which would otherwise be financed in an inilationcry way, and
Perhaps for financing net exports to other participating countries.

It must be noted that while the use of these local currency funds
for debt retirement would usually heve an automatic deflationary effect,
this may be offset by contrary inflationary forces if expansionary meas-
ures (through private credit or budgetary deficits) were being taken at
the same time. On the other hand, while expenditure of these funds on
Investment progrums might ordinariiy bhe expected to have an infliationary
effoet, yot conditions may arise uncder which the rslecse of these funds
for new investments would cut to work available resources and manpower.
;n such cases tne use of theze funds would huve nn inflationary effect
in the short run and would contribute to raise production and stabilice
tbe economy in the long run. In other words it is the over-&ll finan-
Clal ana economic position of the country concerned that must be consid-
€red. If a country proposes to use its local currency funds for debt
retireuent, the U. S. Government would be concerned to ensure that the
debt retirement is effective debt retirement.

In Italy, for example, lire deposits in the local currency account

Nay amount this year to as much as one-third of the Italian Government's
budget. The Italisn Government mipght propose to use these funds for
debt retirement. But when a country, us in Italy's case, is operating
Under a heavy budget dcficit, it is not essy to see how apy debt retire-
Meént carried out with the use of the local currency counterpart would be
effective or "reul". It is likely, therefore, that in wmost of tne coun-
triss, an exception being the United £ingdom wnere there is a budget sur-
Plus, the local currency counterpart will be used to meet one or another
Sort of government expenditure. A country might ask permission, for ex-
ample, to spend some of the locul:currency to subsidize mili production,
Or to subsidize flour wmillers so that bread might be maintained at an
artificially low price as an enti-inflationury device. I.do not wish to
Venture an opinion as to whether these would be appropriate uses to which

put the local currency counterpart, but I am sure you can see that
Some difficult policy decisions might be involved. Or, to take another
€xample, a country such as France or Italy may wish to use considerable
Parts of the locel currency counterpart for a generel investuent program—
rallways, port works, irrigation or reclamstion, etc. Here the most im-
pvortant agpect of the decision may be to resch a judgment as to the gen-
€ral inflationary or deflationary situation in the spending country.

might feel that the country simpiy should not spend the additional
anounts in view of already strong inflationary pressures; but the govern-
Ment of the country, for either poiitical or economic reasons, might be
Very desirous of carrying out its prograa of investment.

It may also be added that not cll countries are subject to the same
degree of control through the deposit of loecal currency counterpert, as



such deposits are required against grant assistance, but not against loan
assistance. Probatly if the economists could have been left free to drat
exactly the kind of Furopean Recovery Program whica they wanted, they
would have wished to provide the entire amcunt of aid or & grent basis,
as to avoid adding to the dollar debt of turope during this difficalt per-
iod of recovery. This would have preserved the dollar borrowing capacity
of Western Europe to meet possible needs at the end of the Lurowean Re-
covery Program. Congress did rot feel that i% could go guite this far.
But the Congressional Commnittee did ask the Government's witnesses whethel
they thought any part of the program could be arrenged on a loan basiS.
The answer was that the amount which might be loaned would depend on the
terms of the loans--that is, the rate or interest, the maturity, and the
extent to which flexibility could be introduced to take account of
tuations in the economic situation of the debtor countries in future year-
The Congress finaily provided that one billion dollars of the total amoud
of 2id should be handled on a debt bagis by the Administrutor, i.e., ne
would borrow that amoun*t from the Treasury end hence would loan that amcu
to ERP participants. This is about 2C per cent of the totil. .oreover,
as much as %300 million of this billion may be used to guurantee rev 1n-
vestrents of American enterprises in Western Hurope, provided they are a
cepted by the Administrator and the recipient countries &s part of the I
covery prograr.

The Government experts have endezvored to work out lozn~-grant ratlos
country by country, which relate as acenrately as can be determined to Va
ing capacities of the ERP countries %o incur acditlional dollar debt. &89
you may imagine, these ratios give rise to some “ouchy situations, since
they result in some countries receiving all or nearly all of the aid in t
forim of grants while other countries receive 411 or nearly all of the &X
in the form of loans. It has not been easy, moreover, to work out a sen
ble procedure for the handling of the lozas. it firct, it was tempbing to
explore the possibility of making a series of individual loans to each
try for individual capital projects, such as power plants or refineries,
with maturities and rates oi interest possibly varying froum project to P
ject and country to country.

heé

It has now become clear, however, that at leust in the first year £
the program it would be better to keep the terus of the louns substantic
uniform as between foreign countries end, in effect, to set up genersl
lines of credit. This having been done, it will be possible for the X~
port-Import Bank, as manager of the loan side of the Program, to work o
arrangements so that these funds are used primurily for capital goorls'
projects. The ECA is at present negotiating with the ERP countries a5
the terms of the loans =nd it is not possible to indicate how these neg
tiations are getting along. It is most important for the lending part
the Program tc move along in pace with the grant portion of the Program:
It is doubtful if Congress would be very happy to learn &t the end oI
first year that the Administrator had been quite successful in giving &

billion but had not been very successful in lending 1 billion. The
Furopean countries, it is believed, have come to appreciate this problé !
although some of them did not seem to do 8o in the early months of the
Program.

Financing Intra-Furopean Trade

In a practical application of the principle of mutual cooperation



among Western European countries, a possible use of the local currency
funds might be for the purpose of financing intra-Furopean trade. Since
the end of the war the financing of such trade has been carried out
largely through bilateral agreements, stipulating the kinds and amounts
of goods to be traded and providing for the extension of reciprocal lines
of credit. The restrictive nature of these agreements is obvious, as
they tend to limit the volume of trade to the levei of those countries
VbiCh cre least in a position to export. Horeover, the gradual exhaus-
tion of the lines of credit hss led creditor countries {such as Belgium)
to insist on payments in gold or dollars for their surpluses or to bal-
ance trade on bilateral. bases. Toward the latter part of 1947, this
factor was apparently threatening a complete breakdown of intra-FEuropean
trade. An attempt to solve this problem was made ut that time, when a
group of Vestern European countries agreed to set up a multilateral
Clearing system opersted by the Bank ror International. Settlements. This
mechanism proved to be workable, but its results were limited by the fact
that settlement of intra-Furopean balances could not be made automatic
a9d universal. In fact, with few excepticns, most countries reserved the
Tight to accept or reject propositions for compensations made by the Bank
for Internationai Settlements according to vhether or not they considered
Such compensutions desirable.

The Huropean tecovery Program was desipgrned primarily to meet the ex-
traordinarilv large deficit of Western Europe and the United Kingdom in
iFS trade with the Western Humisphere. At the seme time, it was recog-
Nized that there are twc other external deficits faced by the ERP coun-
tries: one with respsct to other perts of the world outside of Western
Europe, such as the Iar East and Africa; the other arising within the
ERP area, vhere a few countries (notebly Lelgiwa) are in a persistent
creditor position with respect to the other perticipating countries.

1/ To a limited extent, botn of these deficits might be eased were the
ECA to carry on some "off-shore" procurement outeide of the Western Hem-
1sphere. For cxample, Pakiston jute or Belgian steel might be bought
With dollars for delivery to France. In both cases, however, it would be
reasonabie to sk why Pukistan and Belgiua could not themselves provide
Tupee or Belgian franc credits to France. The reply is that both of
these creditor countries have their own dollar deficit problem with re-
Spect primarily to the Western Hemisphere. That is, both Belgium and
Pakistan (iilustrative of countries stunding in a creditor position with
other ERP countries) neced dollars and, accordingly, tend tc restrict
credit to debtor ERP countries and even to divert their exports to coun-
tries willing and eble tu puy dollare. The result within the ERP area is
an intensificution of efforts at bilaters)l baloncing which leads to fore-
ing trade down to limits set by the current export capacity of the debtor

The ERP countries have been struggling with this problem for almost
& year and the plan which they have now put forward for consideration of
the Europeun and the United Stutes Guvernments has the following main
features: First: the ERP countries will work out some funding or "Stand
Still" arrangements for the debtor balances accumulated in the present
Vestern ruropean payments agreenents. 'The creditor countries such as
?elgium and the United Kingdom ugree to set up adequate lines of credit
in their own currencies with respcct to their debtors in the wkP group.

1/ See Appendix
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They also agree to work out as rapidly as possible some system of multi-
lateral offset or clearing. Second: the £CA would agree that allocations
of aid to the creditor countries in the ERP group would consist of two
parts. One would be unconditional and the other, which would equal the
estimated credit balance with ERP debtor countries in the subsequent per-
iod of time, would be conditional on the creditor country giving equiv-
alent aid to its various debtors. The local currency counterpart coula
be used for this purpose. To illustrate, let us assume that the Paris 0r-
ganization for European Economic Cooperation (OEEC) and the LCA have ar-
rived at an estimate of $80 million as Belgium's need for dollare for a
given ouarter. Assume, also, that Belgiun's debtors in the ERP area for
the same ouarter are going to need $40 million worth of Belgian franc cred”
its or grants. The ECA would then muke an unconditional allocation of wAY
million and & conditional allocation of {40 million, the latter in consid-
eration of equivalen% aid to be given by Belgium to her debtors within th
ERP area.

It is almost needless to remind you that these payments arrangements
for Western Hurope cannot lead to a permenent solution of the bagic probi
except insofar as the ERP area in the aggregate makes satisfactory progres
toward genuine international equilibrium.

Exchange Rates and the International ilonetary

The ERP agreements contain clauses obligoting the recipient countries
to pursue orderly domestic economic and financial policies, by balancing
the government budget, creating or naintaining internal financial stabilt
restoring confidence in the monetary gystem, stabilizing the currency and
esteblishing or maintaining a valid rate of exchange. These agrcements P
vide also for consultution with the United States on all matters, includl
of course, exchange rates. Of course, it is not the desire of this Gove!
ment to impose poticies on other countries. .oreover, the Government h8®
expressed its intention to moke full use of the International Monetary !
in dealing with exchange rate problems in connection with the European i
covery Program. At the same time, the United States reserves the right
initiate discussions respecting exchange rates.

The Articles of Agreement of the Fund require each member country b0
agree on a par value for its currency before it can obtain ussistance 1Y s
the Fund; they recognize, however, that such par values need not be per®
and provide a procedure for orderly changes through consultation with ti®
Fund. Before beginning exchange transactions on Jarch 1, 1947, the run ep
proved the par values of thirty-two members 2/ and deferred determina®’”
in the case of nine members; subsequently it egreed on par values ot sevegn,
other members 3/ (including five new members). 4t the tiie when thes”
jtial par values were established, both the Fund and the member countri®® .
recognized that the ecceptance of such par values wau tentative and tha
of the rates would need modif'ication from time to time.

The United States Govermment, through its interested agencies, gave pe
careful consideration to the problem of initial paritles end agreed Wi
Fund's view that par values established immediately after the end ol e
could only be tentative. It recognized also that prevailing rates ol

change may in some instances be out of line with reistive wage and pri

2/ 3/ See Appenaix




levels, and that some adjustmonts in. exchange rates may prove necesrary.
There is general ugreement that any action in Eurovpe on exchauge rates
must be related to the steps teken toward internal stabilization of the
economic and financial situations of the member- countries. It is also
clear that the United States has & direct interest in the maintenance

of proper e:xchange rates in Europe as long os large scale dollar aid is
being provided. Obviously, however, the adjustmert of exchange rates
cannot be made simulteneously for all counbtries, since the requisite de-
gree of internal stability is attained st different pariods.

Furthermore, the determinetion of whutv is a proper rate is by no
weans as siuwple as is often iwagined.®* Normally, a low exchunge rate
Means more exports and iess imports; a high rate means just the opposite.
Even when this is true, of course, the inflationcry effect of a deval-
uation may be worse than any temporary improvement which nay have oc-
curred in the halence of pryments. DBut in sowe ceses, a devaiuation may
not. even have sn appreciable ctfect on the balance of psyments. If ex-
borts cannot be increased umch due to production difficulties, and if
lmports were cut to the essential minimwm enyvay, the manipulstion of
exchiange rates may not be beneficial. iforeover, even if it is belisved
thet develuation would he of advantage, the appropriate rate cannob be
deternined by simple price or purchasing pover nurity comparisons. This
would be possible only if somc bese year could be selected in which a
condition of perfect equilibrium had existed, end if in the interval
Since thsat year nothing had cntnged in the countries concerned except
prices. There would remain difficulties of culculation even then, hbut
1t can be seen that the basic requircments are far from realistic.

Problems nave already arisen ia cormection with the erchinge rates

two important Europecn couatries, numeiy, Ttaly ond France. At the
time Italy was ednitted to the Fund (March 1947) she had an exchange
System besed on multiple fluctuating rates and the Fund agreed to defer
determination of the par value of the lira. lier exchauge rate system
haq developad in this woy: At the time of the Allied lending in Sicily

1943 an cxchenge rate of 100 lira per U.S. dollar was establiched.
In Jenuary 1940 this rate was de facto discoatinued end a system ol pro-
Mmiums and surcharges was introduced to make the effective rate for all
transcctions 275 lire per U.S. dollar. Beginning in werch 1946 export-
8rs were required to surrender to the Italien Foreign Lxchange Office at
this rate only fifty percent of their proceeds and were permitted to use
the remaining fifty percent for thelr own suthorized import needs or to
dispose of it in & "free market" to importers of suthorized commodities
from free currency arcas. It was this system whicn was in effect when
Italy became a member of the Fund. On fugust L, 1947, the premium of
125 percent was abolished and the officlal rate was changed from 100 to
350 per U.S. dollar; the average rate for exchenge transactions contin-
ued to be determined on the basis of fifty percent at the official rate
and fifty percent at the free market rate. In Hovember 1947 Italy pro-
bosed to the Fund modifications in her =xchange systemn, limiting spreads
and fluctuations of rates. // The Fund regarded this proposel as a step
in the right direction, but could not give its approvel beceuse tho new
System was not made in accordance with the long-range objective of the

*_-Sea International ronetary rund "Third Arnuel Report" fo be available
9/28/48
See Appendix



Fuad, the esteblishment of a single and stable exchange rat2. Therefore,
Italy is not entitled to draw on the Fund's resources.

In January 1948, the French Government proposed to change the pear
value of the frunc, which hud been agreed upon with the Fund at approxi-~
mately 119 per dollar, and to modify the exchunge system to include wultl-
ple and fluctuating rates. A new official rate of 14 francs per dollar
(or the equivalent) wss proposed for all. currencies; but for the dollar
(and the Portugese escuuo, vhich is also a freely convertible currency) a
"free market was established which actually was soon pegged at about
francs per dollar. Exporters to the dollar area could sell half their eXx”
change at the free rate, which gave an effective export rate of 760 francs
The most essential imports from the dollur erec. were to enter at the <l4
rate, but other imports would enter at the free rete. There was no inven-
tion to maintain cross rates in line with the new doilar rate. While the
Fund recognized the special difficulties of France, it wes unsble to agre®
to a system which geemed unlikely to avoid uncertainty and instability in
exchanges. Despite the Fund's objection, France pub the system into ef-
fect. This action disqualified Frence from using the Fund's resources but
did not require France to witadraw [row membership.¥*

The United States Government has kept the Italian und French exchang®
system, as vell as the eichange systems of other countries, under close
and continual study. It believes that the pattern of exchange rates --
FEurope and elsevhere -- is by no means sctisfactory Zor ail countries,
is fully aware of the difficultices in establishing exchenge rotes which
be maintained by the meabter countrieg without undue recourse to the Func
under the circumstances prevailing in the world today.

The dollar resources of the Internutional Morneisry Fund as the result
of a policy decision taken by the Fund last April are not available to
countries participating in the European Recovery Program for tlthe present,
unless in exceptionai and unforeseen cuses. However, perticipating coun~
tries are free to draw one another's currency from the rund. This decisi®
is in line with the Fund's objective of meintaining its resources at a saft
and reasonable level, and &t the same time provides a means wherchby Kurope®”
countries may help one another by lending through the Fund. Since 4pril «
1948, the date of the Fund's policy decision above referred to, there have
been no dollar druwings on the Fund by ERP countries. However, in ihis &
the Netherlands and Norwey drew the eguiveient of 6.8 million and 9,56
million, respeciively, in Belgian fruncs. Total drawings on the Fund fT
the beginning of its oparations to August 31 have amounted to the equiV&LG
of $623.9 millions, of which 616.5 million was drawn in dollars. Of the
£633.9 million - ¢558.1 million was dravm hy preseat ERP countries, and 0}
this ¢540.7 million was in dollars.5/

oM |

The Problein of VWestern Germany--Specisl

Before the war Germany pieyed o vitel role in the economy of Europefo
both as a supplier and as a market for othor Iuropean couniries; hence t““lw
importance of Germany's reconstruction for the recovery of Europe as a vwho

¥ See fund's Third Annual Report to be released Septeuber 28, 1943
5/ See Appendix



In July 1948 industrial production ir the US-UK zones reached 60 per
cent of 1936, as compured to 42 per cent of 1936 in July 1947. As a re-
sult of the internal currency reform in the U.S.-U.K-French zones 6/
and the Furopean Recovery Progrem, it is expected that a level of 70 per
C?nt of 1936 probably will be rcached in the near future. Even this ra-
tio will be substantially lower than that attained by most other Western
?uropean countries. This lug justifies the expenditure of substantial
ECA funds in addition to the lurge US-UK appropriations for the rehabili-
tation of the Western German economy.

The OEEC (Organization for European Economic Cooperation) which has
been given the task of dividing ECA funds tetween the participating
Cowntries over the first year of' ZRrP, has announced an allocation of
w414 million for Bizonal Germeny and 100 wmillion for the French zone.
The inflow of goods procured on the basis of these allocations is ex-
Pected to raise the levei of total imports in the second half of 1948 to
8lmost ¢1 billion for the US-UK zones alone, or almost three times the
figure of the second hulf of 1947. ‘Ihe sum corresponds in terms of real
Purchasing power approximetely to the prewar level of imports. Exports

the US-UK zones, although also three times as large as in 1947, are
expected to reach only about 40 per cent of imports and thus to remain
Still very much below the prewar level.

The currency reform was carried through in the US-UK-French zones of
Germany in the period between June 18 and June 26. The reform ended the
stage of "repressed inflation" which had hampered the Viestern German
&conomy especially by diverting labor wnd capital to the black market and
Causing the hoarding of raw materiels und finished products. In conse-
Q?enCe of the restoration of the value of money, price control end ra-
thning could be 1lifted for #ll tut the most important commodities.

It is proposed to alleviate the scarcity of credit due to the cur-
Tency reform bty use of the local currency receipts for the sale of goods
Imported under ECA and US-UK appropriations. As indicated, these re-
Ceipts are to be deposited in special accounts and it is proposed that
these gums be used for establishing & rcconstruction bank that will grant
Productive credits to the Vestern German economy.

Originally, the currency reform did not extend to Berlin, but the
attempt of the Soviet autnorities to force the currency circulating in
he Soviet zone of Germeny upon the Vestern sectors of Berlin without
Quadripartite action, forced the Western powers tlo introduce the currency
of the Western zones in their sectors. The problem of unifying the
Berlsin currency system is still under quadripartite consideration.

The_Role of the Hational Jdvisorv Council

Cooperation on financial matters pertuining to the European Recovery
rogram is required among the various dep.riments and agencies of the
United States Governwent concerned with foreign financizl activities.
The medium tor such coordination is the Nutional advisory Council on In-
ternationsl lionetury and Finencial Problems, which was created by Con-
Bress in 1945 wnder Section 4 of the Bretton Yoods Agreement Act. The
Council consishs of the Secretury of the Treasury, the Secretary of
State, tho Secretary of Commerce, the Chairman of the Board of Governors
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of the Federal Reserve System, the Chairman ol the Board of Trustees of
the Export-Import Bank, and, now, also the Administrator of the Luropean
Recovery Program.#

Since its creation, the Council has played an active part in the de-
termination of the foreign financial policy of the United States and in
insuring consistency of action on the parit of all Government agencies deal-”
ing with foreign financial matters. In particular, the Council has maln-
tained constant consultations with the United States Directors of the In-
ternational Monetary Fund zud the International Bank, and has given advice
to the Administrator of the Eunropean Recovery Program on matters of local
currency funds, loan-grant ratios, and all other financial aspects of the
program. It has been a primary concern of the Council to make certain
that the domestic and international policies of the United States are ef-
fectively coordinated in a manner designed not only to insure the attain-
ment of our foreign objectives, but ‘to insure also that our actions in
this field do not threaten the stubility of our economic system.

The American Economy and Foreien sid

It must be recognized that our foreign economic program in the aggre-”
gate imposes a very real burden upon the United States--a financial burden
upon our Federal budget and an eccnomic burden upon our people who are
called upon to export to foreign countries far more goods and services
than they receive in exchange. The kuropean Recovery Program is the most
important, though not tie sole item of our foreigm aid. Other Congressio
appropriations have provided assistance to sreas occupied by United State®
forces, such as Genmany end Japan, and to other countries such as China,
Greece, and the Philippines, while the Lrport-Import Eank 7/ and the Int
national Bank for Reconstruction and Developmert 8/ (the lotter thus far
making little except dollar loans) continue to finance sound economiC pro
jects in FEurope, Latin Americu, and other purts of the world. The predo
inant character of the European Recovery Program may be gauged by the 18
that the amount authorized and appropriuted on its account--5 billion--
represents about four-fifths of the totel appropriations by Congress toT
foreign aid for the current fiscal year, 9/ Because of the large depend”
ence of Europe on vorld trade, the role of the Zuropcun Recovery Program
goes far beyond any geographical limitations--in fact, it is intended tB
a substantial purt of the dollars made avallable to Puropezn countries
will be spent in Canade, Latin America, snd countries outside the WesteI
Hemisphere. Ia this way our aid to Rurope vwill also serve Lo provide
Caneda &nd Latin America with dollars, which they in turn can use to pay
for goods they need from this country, and will help to slleviate balant-
of payments problems in & wide area.

The Administration's recommendations on foreign cid were decided up%”
in the light of careful and coaprehensive studies of our capacity to beée-
this burden. These studies were undertaken in the second half of 194/, 8
& time when taxation remained at wartime levels und defense expenditure® aﬁ
were declining. The general conclusions were that the amount of
contemplated for the current year would not impose uny greater drain UP

# and/or their alternates.
7/, 8/, 9/ See Appendix




American resources than occurred during past years, and that this drain
would not unduly affect the standard of living of the american people
and the stability of the American -economy. These conclusions were based
on certain ussumptions, mainly that there would be no overzll increuse
in Government expenditures or decrease in taxation, and that the infla-
tionary impact would be held in check by appropriate domestic measures.
The most importunt of thess domestic measures is in the realm of budge-
Fary policies; it is supremely important that Government expenditures,
including those on foreign aid and national defense, be covered within a
balanced budget. If this practice is followed, the purchasing power
Created by these expenditures will be withdrawn from the market through
Faxation. At the same time, in view of the inflatiorary pressure aris-
1ng from domestic as well as foreign sources it is important to carry
out a monetary policy designed to restrain the expansion of benk credit.
To achieve the proper combination of budgetary and monetary policies re-
quires the close cooperation of the United States Ireasury and the Fed-
€ral Regerve System. This I shall develop further this evening--in the
Seminar discussion.

The cost of the foreign economic program as a whole represents a
Substuntial measure of genuine sacrifice and subjects the imericun
People to further inflationary pressures on the douestic economy in the
short run in order to contribute to international security and economic
stabilization in the long run. The cost of foreign aid seems to be
Smels incdeed compared to the cost of the alternative. If we should re-
fuse to extend assistance to foreign countries in critical need, we
would run the 1isk ol precipitating foreign developments of the most
Sinister character. We would be confronted witn revolutionary economic
and political changes throughout the world. All hope of a democratic
international order would be gone. lar-wrecked countries in Lurope and
the Far East, deprived of the hope of a return to tolerable living stand-
ards, would become the easy prey of regimes which proaise economic se-
Curity in exchange for the surrender of political freedom. Confronted
With the world largeiy mede up of dictatorships of the left or right,
the United States would find itself isolated in a cold and hostile world.
To maintain even a pretense of security under these conditions would re-
quire a level of expenditures for defense vastly greater than uny now
Contemplated. The present and prozpective sums spent for foreign aid
Should be measured apgainst thcse alternatives.

Conclusion

It is premature to attempt any quantitative estimate of the progress
toward domestic recovery and international equilibrium which is being
lMade by the European Recovery Program countries. The Adniristrator and
Other Government officials are very keenly aware tnat the Congress will
€Xpect a full statement at the time a request is made for an appropria-
tion to cover the second year., But the EC4 did not come into existence
until the first part of April und in the five intervening months a cert-
ain amount of time inevitably has had to be spent on getting started.
ACCOrding to the latest available figures, as of September 3, 1948, ECA
Erocurement authorizations 10/ for Europe have reached a total of
%1,369 million but, of course, by no means all of this amount of aid has

10/ See appendix



yet actually reached Europe in the form of food, materials, and equipuent.

There is, of course, no certainty that our foreign recovery program
will achieve all that we hope for it. Difficuities at wresent unforeseen
mav arise to disappoint and thwart us, but such possibilities should not
blind us to the certainty of disaster if we shrink from the task. In this
connection, there is grave danger that we shall set too much store by the
results achieved in the first vear and, if these results are disappointing’
take the short-sighted step of discontinuing or gqreatly curtailing the pro”
gram. In fact, the objectives sought by the progren cannot possibly be
achieved in one year. To expect more than a sound beginning of the desired
recovery would be to misunderstand the nsture of the problen and of the
ramedy. It should be rememberea that after the first viorld War, which wad
vastly less destructive and disruptive than the recent conflict, it was
not until 1925, or seven years after the defeat of Germany, that uropzon
economic activity was restored to the pre-war level.

To u very large degree, the success of our foreign economic programn
will depend upon our own future actions. This applies not only to our ac”
tions directly reluting to the program itself Lut to our decisions in the
broader field of economic policy as a whole. For example, we cannot expe
either the recovery of world trade or the recovery of Iurope if, efter &
short breathing spell, we attempt to re~instate pronibitive tariffs and
thereby prevent Europe from selling the exports it must sell if it 1is to
pay for the imports it needs and thus become self-supporting again. FoF
Furope to pay its wey, it is not enough that European countries are able
to produce the necessary voiume of exports; they must also be able to pfix-
them. This means that other countries, including oar own country, must
prepared to increase imports.

In the second place, we cannot expect curops to achieve economic ap
political stability if our own econony, which is such an iamportant segn
of the world econony, is characterized by severe boous and depressions &
comnanied by equally drastic fluctuations in our purchases {rom abroad.
Much depends on our ability to keep our own houge in order - particulart)
on our ability to avoid the evils of inflation and deflation. Inflation :
is the immediate problem, and this we must fight at the source, which el
maintaining maximum production and restraining as well us reducing exce®
purchasing power.

To a degree which is almost impossible to exajzgerate, the future de~'
pends on the type of leadership shown by this country. Of the major couﬂoM
tries which were engaged in the recent conflict, our country was almosv 8%
in being able to keep its productive capacity intact. It has been estl
that the United States at present accounts for roughly half of tne wordt ~.
industrial production. Thug, without asking for the role, we find ours
catapulted into a position of greal power and infiuence vhich cerries
it a great responsibility, both abroad and at homne.



Appendix - Footnotes

In 1947, Belgiun had a favorahle trade balance with respect to the
other participating countries of 99 million. Lowever, inciuding in-
visible items (shipping, tourism, interest and dividends, etc.) as
well as trade, Belgium's favorable balance with participating coun-
tries on current account smountzd to only 81 million. WNebl credits
for the third quarter of 1948 are estimated at {8 million. Bel-
giun's over-ull trade deficit with the world as a whole, hovever,
hes been cstimated at 3441 million &nd her deficit with the United
States at {476 million.

Pur values announced by international iHonetary Fund, Deceuwber 18,
196:
1946:

Country Par Valuo omaents
(¢ per unit of {iocal currency
foreign currency) units per dollar)

Belgium 43.83

Bolivia 42 .00

Canada 100.00 1.00

Chile 3.23 21,00

Colombia 57.14 1.75

Costa Rica 17.81 5.62

Cuba 100.0C 1.00

Czechoslovakia Z.00 50.00

Denmark 20.84 4,.80

Fcuador 7.4 13.50

Egypt 413.30

El 3alvador 40.00

Ethiopia 40.25

France 84 /There has been no
agreed par velue for
the I'ranc since France
instituted its new
exchange systen on
January 26, 1948/

Guatamala 100.00 1.00

Honduras 50.00 2.00

Icelund 15.41 6..9

India 30.23 3.31

Iran 2.10 32.25

Iraq 403.00 )

Luxembcurg 228 43.83

Mexico 20.60 4.86

Netherlands 37.70 <.65

Nicarugua <0.00 5.00

Norway 20.15 4.96

Panama 100.00 1.0C

Paraguay 32.36 3.09

Peru 15.38 6.50

Philippines 50.00 2.00
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Country Par Value Comments
South Africa 403.00 .25
United Kingdom 403.60 .25
United States 100.6G0 1.00

Par Values announced by International Monetary Fund subsequently:
Country Par Value Coaments

(# per unit of (local currency
foreign currency) units per dollar)

Australia 322.40 .31  New member; par
announced 11-17-4t
Brezil 5.41 18.50  Par znnounced
7-14-48
Dominican Republic 100.00 1.00 Par annonunced
L~23--48
Lebanon 45.63 2.19 New member; par
ennounced 7-29-47
Syria 45.63 2.19 New menmber; par
anuounced 7-x9-4"
Turkey 35.71 2.8C New member; par
announced 6-19-41
Venezuela <9.85 3.35 Par announced
4~-18-47

The Italian system of exchange rates which was established then, and
which is presently applied, is as follows:

The official "fixed" rate of 350 lire per U. S. dollar was re-
placed by a fluctuating rate determined monthly on the busis of tn€
free market quotations of the previous month. The old rate of 350 “
per doller wus discontinued for current exchange transactions, altd
it has been retained for certain internal veluations and for determ’t
ing rates applicable to certain poyuent agreements. Current transdt”
tions are conducted at the following rates of exchange: (1) &n @il .=
rate determined each month by the average of the rates prevailing +
the free nmarket during the preceding month; this average is simitea
quotations within a range ot 350 lire to 650 lire per U. 3. dollar:
Fifty per cent of exchange proceeds from free currency areas are S0
at this rate to the Italian Forelgn Exchange Office, while on the 59
ing side exchange is supplied at this rete for certain governmentat ‘
norts and for imports under all payment agreements; (<) A tree
rate at which the remaining fifty per cent of exchange procecds $T0
free currency areas is sold. All non-governaental imports from 11
cnrrency areas arc mude at this rate; (3) The average of the abové
rates, whicih is the effective rate for all exchange proceeds irouw
currency areas.

The exchange rates of the lira per U. S. dollar have remained
stable throughout the first pert of the year, 8s indicated by the




following quotations reported by the International :lonetary Fund:

Exchange Rates
{lire per U.S. dollar) Jen.. Feb. darch April iay June July

(1) officiai.. 576 573 573 574 575 575 575
(2) Free 573 573 574, 575 875 575 575
(3) Average 574 573 574 £74 575 5% 575

Total drawings on the Fund to July 31, 1948, by country are as
follows:

ERP Countries Cuota : Dravings
(In millions of U.S. dollars)

in U. S

dollars Cther Total
Belgium 25 33.0 - 3.0
Denmark 68 10.2 - 10.2
France 525 125.0 - 125.0
Netherlands 75 62.5 (6 af 75.3

(6.8 b/

Norwey 50 5.0 L6 e/ 9.6
Turkey 43 5.0 - 5.0
United Kingdom 1,300 300.0 - 500.0

540.7 558.1

a/ Nollar equivalent ol purchasc of sterling
b/ Dolliar equivalent of purchese of Belgien francs
¢/ Doller equivalent of purchase of Belgian francs

Other than
FR? countries

Chile 50 3.8 - 8.8
tthiopia 6 3 - .3
India 400 44 2 - Y
Mexico 90 £2.5 - 2.5

75.8 75.8

The reichsmark currency in Western Germany was converted into the
new "Deutsche iark" st the rate of 1 new for 10 old marks. Only 60
new marks were paid out in cash, however, (40 murks immediately and
20 marks on August 20); the remainder had to be deposited in bank
accounts, of vhich one-half was temporarily blocked. &1l accounts
exceeding 5,000 old marks were released only after investigation of
the owner's tax status. lioldings of public agencies were not con-
verted, but public egencies (including the occupation authorities)
received amounts sufficient to orovide for one month's operations.
The German authorities were instructed to enact legislation and im-
pose special levies for the equalization of the burdens imposed by
the currency conversion.

No official exchange rate has es yet been established for the
new currency, but in foreign trsade (with the exception of food
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imports) a factor of 30 cents per mark is used for the convarsion of
dollar peyments and proceeds intoe German currency.

As of July 31, 19248, the Fuport-Import Bank had outstunding ltcans
amounting to $z,2<4 millions, and undisbursed authorizations of w016
millions. This, out of a total lending authority of ..25C0 millions,
left £660 miliions of uncommitted lending authority.

The following table shows loans extended by the International Benk as
of June 30, 1948:

Loans Disburse- Unused balance

authorized _ ments of comsibment_

(Millions of U.S. dollars)

France <50 250
Netherlands 195 175
Netherlands

shipping companies® 12 12
Denmark 40 16.4, 23.6
Luxembourg 12 8.6 EwA
Chile 16 U 16

#* $8.1 miilion of this loan was extended by 10 U. 5. co®
mercial banks und gueranteed by the International Ban#e

(For further information on Internntional Bank operstions .
see Third Annual Report to be released September X9, 1948

The amounts appropricted or authorized by Congross for foreign sid for
the fiscal year 1948-49 are as follows:

(In millions
ot dollars)_

Furopean Recovery Progren v 5,085 ,a/
Governmen®, & kelief in Occupied freas b/ 1,300
Revolving fund for purchase of agricultursl

commoditirs for occupied areus 150 ¢/
Greek-Turkish Aid <75
China Aid 400 df
Philippine Rehebilitetion 116
International Refugee Organization 71
International Childrens Imergency Fund 35

a/ 44,000 nillion appropriated for uce from April 3,
1948, to June 30, 1949, but may be spent in period
ending April 2, 1249. 55 million represenis a
deficiency appropriation for Ffiscal 1948. 1,000
million represents suthorization %o the kconomic
Cooperation Administration for extension of credits
through the Export--Import Bank.

b/ For Germany, Japun, Korea, the Ryulu Islands, and
a small sum for occupation costs in Austria.
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¢/ Credit authorization

d/ Available to April 2, 1949

Procurement authorizations are issued at the request of the
Furopean countries, in accordance with the tund allocations made
by ECA at the beginning of each quarter to ezch recipient country.
Total fund allocations by ECA to £RP countries for the period aApril
3 to September 30, 1948, amount to 42,595 million, of which %,080
is in the foru of grants, and %515 in the form of loans. The ECA
has so far extended only one loan, to Iceland (.<.3 million).

Loan negotiations with other ERP countries (U.K., France, Belgium,
Italy, etc.) are in course and will be concluded shortly. It is
quite possible that procurement authorizations wili reach by
Septenber 30 a figure close to that of grant allocations (..2,080
million). Procurement authorizzticns on loan on the other hand,
will not begin until after the signing of the lcan agreements and,
therefore, the total amount outstanding at the end of September -
if sny - will possibly be smell.



