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Statement of the Jecretary of the ’ﬁm&amy on the

SURGPEAN RECNGRY PROGRAV

The President, in his message, has 1sid before you the Administra-
tiont's proposal for 2 Suropesn Fecovery %m and in gwpﬁm detail the
samnoxﬁummaeamwmmaa%rmnm@mmmm‘"'
mannor in which, and extent to which, it is recommended thst Ameriean
asgistance be given., The financial aspects of the Program have been w
fully onsidered by the Mstional hdvisory Counetl on Inmternational Nonetary and
Flnancial Problama., as Chairman of tm Couneil, I mlm tm w«mﬁaniﬁy :

to discuss these aspects and also 'eo wm& on ﬁw ﬁmhg af ths '

Kecovery Irogran.

In the first part of oy ﬁ%’%&m X gm;m the @zm&.pal

financial aspects of the Program. I shall then say bhing

finaneiel steps which we shall mct the Suropean eounbtries Wlm

to take. The remainder of my Ww wﬁl k. Mﬁﬁ% the i‘iﬁmiﬁg
of the Ald Progras, | | ' -

The first matter which I wish %o take up is the question of the form
in which aid should be granted to vw.v % gould Mﬁa.ﬁxh#m as
grants-in-aid or we mnm mi;s_laam which we would expect to be mpﬁiﬁ @r .
& combination of both. The eriterion for aelwtiag one or the other Mée
is the mg&eﬁy of the participating amw to earn, in the r&m te
coma, the dellars uhmh would be neam to pay interest izxi g-imi;nl m
partielpating Wm m, over & perdod of. yam, asm the a&l‘kg&t&ﬁa
of making large atml maﬁs of iatamt am% mmtm on ﬂiallar 1@&3
and credits, toth ;mzm and privete. W should take eare not to insist
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that these countries sontract additionsl doller debts which will overburden
tkwir balance of psyments to the disaavia‘ba@e of msm trade sm mwm m» _
vestment., Hﬁmm&imamrar&mpamfabnmammh, it wonld

be pmmmm impoasibh for them to meet the additisnal mml cherges from

thelr earnings of ao:tm, even after trede and imwm mw:x to nermal.

?hummtamwpnﬂat maﬁw@wamm%mmtm
of grents=in-aid, Imports of current supplies of food, Mﬁw, |
fuel, end raw sstorials not used for eagﬁ:&‘l Mkmm, mm ba m«m
on & jrant busis, execept in the case of those cwuntries shich gﬁﬁarly gan.
alford to pay for them on & cash or & mm é;z;z the other hand, anpi.hﬁl :
equipment and raw materials to e used in wmgﬂm ﬁiﬁx capital amiém |
will serve to increase the productive capasity qi‘ ‘!’-hk reﬁyimat wamﬁn
?Wmt@mlmwwwmﬁwmmmwmm
Wl@' be £L on & loan basis, m the wMu Maea of
Wwfﬁn MMQWM it unlikely that i%ﬁm.haﬁmtﬁ o
moet even mhti.w}v small Mmsm fixed dollar charges. ‘ '

The mm&mwmmmmw ﬂmum of the eapital
requirements of the Zurepean countries, mm&rly vhere they require the
finending of permenent additions to thelr m&;mm | it is not likely, how=
aver, thet the sk ean earyy the m:u part of tim ?raw whieh mwly
wghﬁwm put on & mm&, ‘&mw, Wm, thmwm'umm
m“mv for Eeonomie Cooperetion decides, after consulting the m@mml |
Advisory ?mmcil, ’ﬁ&mt 1% 1is desirable to extend aid on & credit m:lt, he
will slloeate %@ funds to the Wﬂ*ﬁ*‘fmm tank of Miugtm&, wﬁﬁﬁh !’ili
then make the lm& mmm mw specified b the m&:giatr&wr
in consultation ’%iﬁi the Ratiomal %ivism @mﬁ
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It 1s also importent that the imerican business enterprises be given |
opportunify to perticipate im the Recovery Frogram by making new investments
sbrosd, or ly expanding existing facilities whers the Program ealls for ad~
' ditional eapital equipment. In this way they will contribute to the restors-
tion of iurops, while at tie same m' thay will hala&rrfing out, kﬁﬁ.r m |
programs for expangion abroad. Private lnvestment will save the taxpayer
money in the long rune e msmst recognise thad m Mnﬁam be made
at a time of pooiliar uneertainty and thet the investors misht have some
difficulty in comwerting their earnings or thelr original gwm;aﬂ inte
dollars. To facilitate this investment, therefore, it will probably be mec-
essary for the Govermment to guarantee the convertibility inte dollars of
local currency esrned Wy these enterprises or for the repatriation of the
original investment, Whils we may expect that the perticipeting countries
will try to muke dollars 'mmhi‘a, it “~ possible that they will not have
adequate dollsrs to permit conversion, The Reonomie Cooperstion Administration
should not be expected |
againat normal yisks, but wmerely to glve them & transfer gusranty. We propsse
that not more than 5 percent of the funds appropristed by Congress for the
Program should be obligated for these guaraenties, and that the guaranties
themselves should not mm move than 14 years frum the time tﬁs&ct
goes into effect. | ,
Some people e argued that the p&ﬁi&ipétiﬁg countries shmx‘hl pay for

to guarsntee imeriean oompanies making thess investments

part of the Program by using up their gold and dollar assets in the United

States, and by liquidating the /sericen investments of thelr own citizens.

I need mot lator the point that the Buropesn gountries must have some gold

and dollar reserves to financs their intermational trade, ?1” Baropean
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Fecovery Program is not intended to cuver %&s mﬁiﬁ W mamta of
these countries. They will continus to 6@#‘% Zoods snd serviees to the

United States end o other countries, amd will use these m&s&@ %' pay f%r
sssential imports over and above those made aveilable under the Program,
They will also neced some dollars to pay for & 'ditlonal wods ehtaimed in
othayr psrtes of the wrld. They will need balances Yo cerry on ordinary
commuareial operations during the life of ihe %’%&mw mm ﬁﬁé ﬁw
cortainly will need balances if they are to return to normal a;xmtrmw eﬁf‘*
her 1951, ﬁ:. wuld be folly on our part to force the & -ropean #@mﬁw to
use up their gpld end dollar balances to & point where they 'wam not have
adequate fonds to oporate smoothly through wm:j e&m¢ Wy immm
that the particlipating countriss &mham their pold and ﬁamﬁf balsnces,
we would merely add further imstabllity to thelr monetary systems. Ja &
matter of fact, all of the participsting countries except Switserlend, Turkey,
and Fortugal have alresdy redused their dollar balsnses below the point of
safoty,
" ¥hen we tarn to the posaiblility of mmaam Barppean mmm
in the United States, we must also look &t the problem in temme of its
long-run gonsequences, These investmants m&k'm a éalm income,
‘which will be used to cover part of the cost of the Program, and which will
be used in the future to meeb part of the cost of lmcorts after the Program
onds. Without these investment f-payments situation of the
partioipating countrios will bo worse in the futare, I doubt yery mich thet
it would be wise poligy for the United “istes to expect Europsan countries
o liquidate the property owned in the Tnited Ststes by thelr mtionals &s
a condition for receiving ald from this Governsent, o

&y the balanee-u
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sven A these countries could liqaiei&%é all of the myﬁy émé W
thelr eltizens in the hnited States, *E«%ﬁy gould not ;:ay for pore mﬁ a
sxail part of the Progrem. e estimate thet s of last June 0 the dollar
assets held hy porsens in the iacipiaw mm emounted to about £48
billion. Of this aount §1.5 billion sonsisted of direet mmﬁs,
& gonsiderabls part of the remainder am conslets gf haiéi@s whieh would
he diifienlt to m;us.&a@a. Some of ‘a&ﬁ% aase%a ara slready ;al&é@é for

loans, while for msny of the countries inwolved the amounts held here are
meligible, |

Soms of the governments, however, will decide to ii.quiéa&ﬁ some or &1l
of their holdinzs so as teo pay for imports. In practice %kia mﬁr be an
alternstive to borrowing from the United States. Ve certainly should mot

object to the goverrments using thess funds. The guestion of gaiiw for us
to declde is the extent to which we can lwlp these countries in obtaining
control of these assets, In the ecase of unblocked assets, the only way the

Znyopean governsents can zet control of them under present clreumstanves is
thvugh the volumtary sction of their citlzens, M fact, a considerable
portion of the sasets formerly blocked in the United @maa bave boen unfresen
in this way. While we do not heve exact data on unblocked assets, we believe
the amount is compratively smell. | o

b largs pert of the holdings are still k:.m because m swmers bave

not eomplied with the requirements of their owm goverrments fmﬂ certification
m%mnﬁsmmmw%mmwsﬁa,WMM@%ﬁah
required by the United states Treamey befors the mﬁa are unblocksd,

The Hatlonal sdvisory Counell and the executive mm concerned with
this amm have gmm ﬁrg capeful study %o this m&m,m I have diseussed
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it at lomgth with representatives of some of the leading banks, We recognize

that the problen is peculiarly difficult, beeause conflicting public and pri-

vate interests enter the ;}i.e"kure a4 several puints, and for this resson we
wish to obtain guidance from the Congress. {(In final draf$, sny recormendaw
tions approved by the MAC will be inserted here.)

It will not be possible to obtain all the geods nesded for the Kecovery
Progrem in the United tates, wor would it be desirable to attompt to do so.
Some cownodities are in short supply here and purchasing sbrosd would lsave
more available for our own pepulation and would in many mtmes reduce the

" net cost of the Prograz. Yor example, to get the m/mma, some vhest
may have to he bought in Canada, and some petrolewm in Venesusla, mm,
in thi.a merner we can make it posasible for countries in the Yestern Hemisphere
to supply larger smounts of foods and meterisls to Europs and at the seme time
maintain essential imports fyom the inited States. These countriss too need
dollurs. Il we procure ‘

- Program, they can then spend the dollars for the goods which we normally ex-
port to them, o .

It is the opinlon, therefore, of i;an Hationsl Advisory Couneil thet the
Boonomie Coope
the procurement of supplias for the Tecovery Program outside of the United

from them a part of the supylies for the iuropean

ration Administrator ghould be suthorized to sxpend funis for

States where this would relisve pressure upon goods and sorvices in short

mapply in the United Sﬁaﬁas, or where ‘aa;risag goods in a foreign country

wuld asaist 1t in maintaining its ususl imports from the United States,

e would not, of couwrsd, favor the use of é&lﬁ!&rs to buy goods abroad where

the &mmgu supplies in the United States at reasomable prices are ample

for our needs as well as for the requirements of foreign countries. In any
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cage, all purchages wuld e made aceording to aa/ agrood program, and our
asdministering aseney would contyol the use of the funde appropristed by Cone |
gress. In addition to purchases in the mm Hemisphers, thers are special
instences where it msy be in owr interest {o procure sertaln essertisl products
in one wrﬁi«imﬁw pountyy for delivery to another, making payment in dollars. |
Fur example, we mi ht buy steel or coal in one participeting country for
zia.li.vm to amther., The dollars which are redelved would then be used by
the supplying country to pay for imports frem the United States, and since
shese imports would be em in the agreed Necovery Frogrem, our direct
expenditures for aid to the supplying eountry would be rem;

If the Recovery Progrem iz %o be swmaf:ai, adeguate msesures for mone—
tary stabilizstion must be taken gpromptly snd with viger by the Suropean
cowntries. At the Paris mesting the 16 participeting countries undertook
apply any necessary measgres lsading to the rapld achisvement of internal
finencisl monetsry and economic stability wiils maintalning in each country
a high level of employment.® They heve recognissd theb reesver
sible as mﬁg: sg inflation @5, and unless production is in
The measures which should be taken rust very some
but the gemersl cutline is clear. Hudgets must be brought lnto balance as

v 18 net pos-

what from country o couniyry,

rapidly ss precticsble, so that the necessary expens
met without ineressing the public debt and without inovessing direct infle-

ilonary pressures. In most countries medificstions in tax structures sn
eontrol of expenditures will be called for. As determined sm sre taien,
the trend toward budgotary balances, increassd production, and stesdyin
prices will all intersct upon one another to facilitate stabilisation,
" The Admindstration proposes that sech countw reeeiving aid from the
_ tnited States sha!l enber into an & with 'hki@ Goverimeant which will
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cover the terms on wiich ald will be given. Usech Zwropean gignatory win.

undertaie to adopt the fimancial and monetary zRsBUres which are necessary

to stmbilm ite currency ami to mebitain and wﬁs&blis& mm rates of ex-
change, These agresmenta will also cover such matters as W&%m wl%h

gther countriss, the proper use of the g &smﬁm, and the eﬂab&w&mn&

of s separate aceount for the loesl currency equivalent to the aid mp;am.j
Moreover, sach gcountry would b& required to supply the United ;%am Governw
ment with full information about arny pertinent aspect of the Recovery Progrem
and to give a report on the Progrum to its own psople. /n the besis of the
m.ommcn which the eoperating eountries m.z. give tw, and slso frm the
reﬁ;aarw of our own offices in these countries, we can ’&m informed about the
situation and se be in a pmsimn to e!imas with the esuntry the measures
vihiigh 1t has taken or supht to teke to .em:‘ibate tas the '

overy of furope
and its owmn awbﬁm,

‘*Is imw a direct inwmt in assuring that the aid we ;@&M& to Zarope
makes 3 maximam m:-iwtm to the reduction of wf}.nﬁmxy pressures ﬂm
the restoration a;&’ stability, To this end we propose that each perticipet~
ing country wil deposit in s special account the locsl currency equivalent
at the officlal exchenge rate to the dollar cost to thls Govermment of the
goods aumliaﬁ through Ww—mm; Yo st sce to ‘it. that these acoounts
are drawn upon only for constructive, stabilising purposes. Hut &% the same
time we mwt avold the fatal error of mmm the accounts as mﬁh ® gurbe
Treasur les” in ﬁm country which we will spend as we sce i’ih,’ In many
tnstances it will probably be best sither te let the mecounts remain idle
or to authorize the use of this locsl currensy to 8ifect a.mﬁ reduction in
the goverrment's dobt. There m ﬁ:ﬂ instances, howaver, in wileh ib might

Digitized for FRASER

http://fraser.stlouisfed.brg/
Federal Reserve Bank of St. [ouis



LY
' . ’

-G -
also be aaéd for recunsiruction or zimlx:gmazﬁ, or other purposes which would
contribute to m# increase of mﬁucéiag in the eountry. In the view of the
Ratiomsl idvisowry Councll, such expenditures should be undertaken only in
apreement with thls Sovermsent.

The adjustmeni of soms exchanze ratas asy v expected st some polnt in

the course of Suropean “sesvery. Inflation in Surops in eertaln instances
hag glven rise %o cirvencles swervained from 8 long-run polat of view
This state of affalrs hes tended to cheek exports, wille imports have been

‘relatively clwap., In some cases countries have resorted to export subeldles,
through special exchunge rates, or have used olher measures in confliet with
our own longerangze intermitlonal sconomic progran.

The deterainstion of an sappropriate exchange rate ls & very complex
matter involving as 1% dves the widest range of priece, eost, and belance-of-
payment corsiderations. The éiﬁ"fié%::i%iﬁ&iﬁ setiing smaga rabes under
pragsent conditions are guch ﬁsaﬁ, although the rates of some of the partiei~
peting countries will certainly have to e adjusted, the timing of these
adjusteents will very from country to country. Accordingly, it would not be
mod poliey for us to inslst upon an across-the-board modificsbtion of exchsngs
rates halore we ‘mxﬂ aids The ~«vimion of rates of individual countries
ghould instead be considered as & port of & developing wogex of interml
and external stabilization in eonjunction with tnited States assistance.

To ensure thet this wlll e wwertaken, the reciplent countries will be
asled Yo agprae that when, in the apinion of the Tnlisd States Jdovernment,

Luelr exchange rétes wre imposing an unjustifiable burden on thelr balance

of pegments, they w111 consult with the Imternwtional Hometary Pund about
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revision. Countries wilch wre not oembers of the Fend would ‘» axpected to
copgall with owr Govermmert directly. 7The Mstionsl fdvisory Counpil is yaking
contimaal studles of the ﬁ&"{ﬂhﬁngﬁ rabe problem snd w}a&é be the s engy of $he
United States to act for it in tuls maiter, _

After wogress his boen made toward iﬁ%ﬁﬁﬁi atﬁﬁiﬁ&#ﬁm in the Sropean
csuntries by balancing Wudoets, lnereasing preduction, srd expanding trade,
the tims mey b .ripe for Amkmg s’tabnmémn loans which would glve ureater
sszursnce bo the people of the parbleipstine countries that the stahilisetion
will bde permanent. There is greater confidence in the stability of monesy I
the balx ce of pavwents of a counry ls in equilibrims snd if theve is @old
or dollars in the vaults of the central benk. &% this yolut in the Program
it would e well worth wmhile % sive tren this aididional sssurance by axtand-
ing & loan %o provide vomisry ressrves. | If e im is ziven premasturely,
the reserves nicht bo disslipated throuch normal balence~of-parments deficlis.
& stabilization loan ho he effective stould come when there is reasonable’
assurance that the internal situation of the eountyy concersed is satisfactory,

snd that it will be able 1o salntain ids exchengs rate at a stable level for

a considersble pericd of time, It s not likely tist this sibusbion »ill be
m&mﬁﬁ &W%@, mb 1% ls possible thet in the mm of 1948, and
probably in 1949, soms eountries will be in a position to use stabilisation
“loana affécﬁ%&mlg'. it the 8 mgm time Congrass my then be requested
%o sppropriste s ditionsl funds to be used by the U.S, Stabilisstlon Fumd b
make these loans. ’

I should now like $o burn from the problems whileh are facing surepe o
the M?:ﬁ,m which se must fees in fimm this Frogrem, It would serve no
ped purpese to ssk the Dwropean countriss to put Lheir own housss In order
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if we, ourselves, sdopted methods w:ich might & centuste inflation in the
Unlted States or upsat sur own economle stability. It is Wy fime opinien
thet we slwuld finance the Juropsan Yecovery Progrém within & balanced Tadgut. |

W oin fimanee the prograss of interis aid end reCHVETY ﬁtm@ unbal-
m&ngmwawatM fiscal year 1948 4f we do not tale mwmw
sonsidered messures to reduce taxes. You Will recsll that the President last
fuguet estimated that we would close the fisesl year ending Jume 30, 1948,
with & srplus of §4.7 tillion exclusive of the coet of the Necovery Progrém.
W are now working on the revised estimstes wilch will be submitted with the
Prosident's budget statement. But the oublook now ls that the receipts will
be hizher than anticipated in iugust, largely beceuse of the Inflstlonsry
sitnation, The Secretary of Jtate has estimsbed that £597 billion would be
required for the Interim 4Ald me and that a&mﬁk £1.8 Blilion woudd be
expended on the long-reange pregram during the current fiseal yesr, It ;La
clear that 1f we do not unwisely reduce taxss the Recovery Frogréasm ocan be
financed within & balanced budget and thot some surplus will still be avail-

able for debt reductions

At this time it is not prasticable to forecast the Wudgetary situation
for the fisesl year of 1949. That csn be done better after the eurrvont studies
and estimates on the budget are completed with respuwet to both recelpts snd

expenditures, Dut I am confldent thet, so long &s we pureus & sound fised

poligy, we shall be able to cover the cost of the Duvopesan Teouvery Irogrém
in fiseal 1‘3&? out of gurrent revenues.
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The Buropean jecpvery Progrus 28 submltled o the Congressz, both In
ite intent snd in ths lengusge of the Bill providing for the srogrum, sleayly
defines the function that Laport-faport Bank of Wesbiaglon will performs weder
the progrome In the serds of the Bill:

f¥hen it is deteralned th:t ssslstucce should be extended undsr th
provisions of this Aet on oredlt terag, the &éﬁﬁﬁiﬁﬁr&‘kﬁr shall sliooxte
funde for the purpose to the Export-luport Bank of Hesbingion, whieh giwll,
sateithetending the srovisions of the Bxport-luport Bank Aet af 1945 {f&?
Bhate 526), sy umended, muke and administer the eredit se dirscled, snd om
terng specified, by the sdminiebrator in consultetion with the aﬁé@&é Hationsl
sdvlsory Council.®

Tohe Bunk, 58 the agent of the sdmimistraior, will exisnd zll orodits
that are to be granted under the srogrus exsest pessibly in ihe ense of the
ssnle on eredit of Jovernmucteowned propertys In ibe letler lustencs, purtlone
iarly itess such a8 ships, It would appesr that the genersl Imtent of the BALL
i3 to permit the Admindstrater, if he be the seller, or other agemey owalng
the property to enter inte & contraot of pele snd provide therelsn for vepuy=~
ment to the seller of the purchese srice on terms,

The precise meanner in which the sgencgy relationship belwesn the
Adminiptrator snd the Bask will funotiom will depend on the working arvengee
sent that la established between the twn agencles,

In the light, however, of the svowed purpose of all concerned thet 1%
is not istended %o duplicate the facilities of exisbing Governsent agenciesy
it is sepumed theit the sdainistrator will utilize the pervices wnd {seilities
of the Bank to Lbhe mexlsus extent consistent with his statutory obligxtlons.

ﬁwﬁ;;&, it ia sseumed thet the mpency relutionship sill develop in the following

broad sanner,
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Upen ths sppolnteect of the Adelnletrabor, he and his stall wd the
Bouyd of Dirsetore of the Bunk =uc iz #%edf will forsulste s general pattern
for the setablishsent of credits under the progresm. These preliminayy arrsnge-
monte will imelude preparstion of the fors of eredit sommitment, fixing of
general ferss sad eonditlons spplicebls to all eredits under the progrmm,
agreessut ag to methode of allousting Punde to the Bunk wnd other gunersl
prosedures oy the Dencticning of the relationships

it sny Wme afber reseipt of o purtiouler veyuest for sseislenne, the
Administrator mignt eall upou the Bank for advics and sssistunce 1 preliminery
spalysis dndlostes thet u possible oredii ig lawelveds Al%er sueh prelluinsey
snalysis, the Administrsitor will refer ihe muiter to the Hatiocnsl Advisory
Counedls Sorkisg divectly »ith the Adwinisteator or ln any svent; zs &
paxrtioipant m the seohinery of the Watlonal Advisory Coumeil, the Bank will
Jodn in snalyzing the Teguest. Fhen o detersisation hes beon nede by the
adminigtretor snd the Butional Advisory Coumcil thei & gredii iz to be grented,
the adainistrator will formslly recuest the Bank to esleblish the aredits In
his requesty the dministretor will specily the emount of the oredity the
baneliclary, the genersl purpose, the term, interest rate, together with any
special conditiong thet are considered necesssrys Hines the Bank will have
participuted in the enslysis of the eredit, this regusst oy diveellon of the
dministretor will bs largely & formsllty for the surpose of eomplyling sith
the slatulbe.

In sooordance with general procedures previgusly sgresd upon, the Bauk
will establish the eredit, The Bank will disburse the eredit snd adalnistsr
it in aeo

srdunge wilth the genersl procedures previowsly sgresd sson wpless
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gsonditions srise calllng for chunges in sdministratios in which event the
of the ovedit, the

Adwinistrator will direct such chunges, A8 in the saking
shanges will be asde sfter consultstion betwesn the &m& snd the Adwlinistretor
aod the direotion will probably be more for record purposes bhan for the
purpope of giving the Baok Instructions on s mﬁgﬁx of ebieh 1% hes pe previous
kmoxledge, |
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