A=i = Mr, Armour

A-T = Mr, Thorp
A=H - Daneral Hilldring
ETR - ¥r, Matthews

Attachad is the draft of & paper propared in the Folicy Flaming Staff
on the subject of the United States and Buro-san Recomatructiem,

Tt is proposed that this paper ba submitted by the Foliey Flaming
Staff to the Under Secretary, mnith the recosmendation that 1t be made awmil-
able, as & staff study and without commitment om the part of the Secretary,
to Ilnterested committees of Conpgrees and to the committoea set up by the
President to study the impact of possible ald to Furopes on our domestle
sconomy. It has been preparad with the thooght that it might eventually be
found desirsble to make it publie, aither in toto or in part,

While not asking you-to share respensibdility for the report, I would
aprreciste any comments you cay gare to make and any sucgestions for improwe-
ment. . .

As it now stands, the document has bes- reviewed only by Professcr Ed
Mason, whe has approwved it,

Since the mpnr-‘c‘. must go forward to the Under Secretary before the end
of the yresent waek, I would appreciate the favor oft an early commert,

0. F, Eenman
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The attached repart has been prepered In the Polley Flaaning 3aff of
the Department of State,

Tt would be erronecus, however, to presmit 1% ar sxceluriwely the work of
that Staff. Tt 18 in large port tesed apes the atedies, recommendations
and suggestions of a wide cross-msciion ~f the speratir; and research anits
of the Departzent. The role of the Sta’f has comaistad ehilefly in organizing
and digesting this material and deweloping a unified sel of conelasions,

The Staff wishes to expresz its a» resiation for the Zcoyel and
enthusisstio support which it has reselwed fror the smevursl operating and

research units of the Departrent and for She exaellevce of the eontrlbutions
which thay faw made,




1and 2

THE IMTTED STATFS AND 5 ROTVAN RECRSTRDOTION

This OQoverrment will soom he called upon to dizeuss with Suropean

governments the problem nf Zuropean recovery and to detersise the part which
the nited Stater ahould take in its solutier,

The purpose of th'a report ia to exs=ire the slemerts of tie problemin

thair relation %o the intersets of the Tnited Ctatas and to sugpest sors of

the consfderations by »hich this Governmert night wtefully be julded in

determining ita attitude in the Juestions at ‘ssce,

THE SOURCE OF U5, I¥TTT 57

The factors which “ave impeded ih= zereral resovery 22 Dursrean sconocy

; aince V- day need no elstorsis descriptisr, They have beer witely amslyzed

and ddscussed in the United Steses, Tor purncies of this rescrs, 4% 1s

sufficlent to note that thay inciude, 4n add/ticn to eortals long-term

trends of Buropean developrert, the £o11w'ry; Zus'ors apls!s: clrectly frem

the recent war:

(a] The physiecal anc myciic sxhaunti-n of peonle everyshero;
() the feelinge of dis< lumd n-e-%, Inse-arity 2ad a-uthy cccasicyed
oy the develorrents =f the (ost-hogtiZ ! ise peslod ax? sertizaiary by
the tendency tomard llvizi-g -7 the continent betoeern cart and sceat}
(e} ko destraction and corzecistior of ~“yelzal plan® acd agn pment)
(4) the depletirn of Tima-=!al rafervea, rurt’ec’arly in foreign
axchange; T

2]
(o} loa‘il_l and ocamsamis dizdocetiog, ireinding the “reakdom of the
michinery of econ» it intercours=ej

(f) the prolonged sreatration of Jerman =rodietivn power,




<%

In eonsequance of theas foctors, and of other lsaeper ones, wae face 5
aituation today in which important infustrial and population centors of tha
continent are umable to recover by dint of their owm aflorts the living
standarda which thair peoples enjoyed nri-r to the war, In many instances,
t'ey are not even in a poaition to provent, umeided, a further detericration
of the conditions under which their panples are obliged to llwve,

Parther detarioration rmight be disastrous to Eurepe., It might well bring
suwoh hurdahlp, such bewlldarment, such desperate strug le for gsontrol avar
inadequate resonrces as to load tn widesrread remudiation of the principies
on whioh modern Enropean civilizationr has been founded and for which, in the
minds of many, two world wars have been fonght. The mriraiples of law, of
jastice, snd of reatraint in the sxerelss of political power, already widaely
impugned and attacked, might then bw inally swept away,—ond with them the
vital recognition that the intagrity of s=ociety as 3 whnle muat rest on rospect
for the dignity of the individusl eltizen., %2 implications of such & loss
would far swrymss the common ap-rehorsions over thif possihility of "commenist
contraol®, There is inwived in tha continmation of the present chaotic conditiona
in Burope, nothing less thar fhe posaibility of s renunolation by Europeans
of the values of indlvidual responaibidity and political reatraint which haz
bacome traditional %o thelr continant. Thisz would unde the work of centuries
and would cause such damage as could only be overcoms by the effort of further
centuries. r

United States int-urilttu eculd not fail bo be profoundly affecisd by
such a trend of events, The traditional concept of 1P security has boen
predicated on the sort of Burope nnw 1n Jocpardy. The broad pattern of our



i
recent foreim poller; insinding the eonfidence we 'ave plazed In tha Ini ed
ke Matlors, has sagumed the sontinustisn in Tira-w of a eomgiderebls number
of free states subserviert to no Sreat powor, and recajmisicg ti:ls Comron
hetitage of elvil libertine ard porsonul rescomeiblllty and Jetermlned to
meintain this heritage, If this prormlas were o be Inwmildnted, there world
bave to be 2 basic reavisi-n of he whole comcert of our intermmatiomnal fositlon—
a revision which might Toglecally domand of s miterial sacrifices snd restraints
far sxceeding the maxirzn dmpiicatiers af a jrogran of ald to Eurorean
reconstruction, But in addition, the Unitad States, !n etsimon with post of the
rezt of tha world, would suffer a culturnl and spi#ituel loss lnocelevlaila in
ite long-term affecta.

It 18 on the recopnition of thoae realitler that 7.2, interoet ‘n Suropean
recovery ie founded., aAnd 1% ia from bhla recognition thet any asaessment of the

proper tole of the Unlied States i= o Turewsn recowsy progres st Frucs:zu:;l.
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II1. HATURLE OF THE [HROELTN HOL: THE UV.3. 3T-HDPOIMT

A indicated above, 1t iz impartant industrial
and population ecenters of the contlnent which are most
in need of outslde ald. It 13 these areas whiech laclk
above all the agricultural resourcea and raw wateriala
neécesaary to their own su.port. They cen maks up thesa
deficientles only by imports. Thelr dependence ugpon
lports has, for ma variety ef ceauses, actually increased,
at least tewmporarlily, over what it was Tefors the war.
Thus they cannot moke themselves Tlnancizlly self-supporting
until their production and thelr export possibilities,
through whieh they wonld normally zay {or these imports,
have not only besn restored te, but have surnassed, pre-wanr
lavels,

so far, the peciles of these arsas have neol nearly
attained this goal. On the eontrary, their productlve
effort in a nunber of cases has not teen even sulfiecient
to enakble them to sy for the Imporbs necessary bto suskain
minimus consumption etzandards, To satisfly even these
Irreducible requirements, they heve found it necessary
to turn to the Leatﬁqﬂjﬂemlﬂﬁhere, as the only part
of the world which,-gﬁnaruily apealklngr, had sizeable
surpluges of producstlion in the commocities they most
necded. In ao doing, they wave dravwn heavily on thelr
own gold and deollar resources and on the readinesa of

the people

T L - R R LI S -
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the poople of this country, and othopra In this ionl-

sphere, to furnlsh ald by grant and loun,

The assistance already Srantzc to Eirope bLY the

United Statea in the orm of 10ans =T

1

" il i1
*ronkts dinee Tha

termiration of hoatilities has Lezn very ccasideratcls,

It hes tokallod slaoal EBen tillionm Zdclliave.
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wonder why 1t has oot ackierad sreaten recuzliis and wohy,

in mavticular, 3% Bia rel Eerved 3o diLzirn-te The Cejcri-
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the need for it readfly azvarcnt, <he imecdiate needs
wore too urzont, the uncertalnties %o¢ Jreat. In reneral,
the Americon zecple have nothing te regret in the aig
which they sxtended so prouptly and s pe=nerously to
kurcopean peoples as the contlrent emerged from the
terrible restraint=s of the wir. »ithout titls aild, condi-
tions in kuroges would tedsy Le incosgareactly worse than
they cro.

Lut *h¢ a2t rcaming tiet the dependence of Kl
waln Lurspecn Lysdis- catlicns ¢ akncrmal meuns of
financing, anc o sormoaxbent ¢n atacmul ssurces, for
thoe astiafactisn of thelr | 2ort reguiresernis Las oct
yat besn rereiled, It -lalnlr 2anrot te rocedled Tty s
Irore consinusticn of ©thHe sosreLthes, YLokh here pod in
surops, wilio:- kave srgialled In the sest. Yet thia
depsncence =ust now Tp sme-cved, LD ficae Larcpesns
peo3les are o>t To le  sranenily aujerigez and 1T the

2 paiisves 2f a Lurden m lch no

TN

wnilted Staze=z is ic

nation eould e eéxzcaotesl o3

sar Jor .o=rn,

i

A new apsriech 48 therewfore rofuims, acd 1t muat
P4
roft on A new 5ssuﬁgxént -< Lie rosgurces feeced and
of the e¢ondltlons usder whizh Shey ahousd Le ade avall-
able and uzilieq.
in.3 is
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This ia eazentiuzlly Lha problem. snd in laclng
it, we ghould bsar In =ind thab frem our sbandnolint it
is predominantly m protlem of oeverceaing ursent short-
ages of dollar exchanpe. “nlle investl atlon wmay show
that there are certain inédlviduml $tems i which &
iuresent heavy outflow of poods %o "wrope i3 strainiog
our economy OF Cur reacurces, ir Zener:l It la nat the
scale of the exnocrbs thercelver yirdeh Ia 2qoouwd, a
bigh level of exprete 4s sonsiatant alti ooy traditloms
and with e chare-%er = oiir sudncn %3 15 atperanl
ta tho Tack thoew bhe -roaler past ol fhioya cuppen. €x-
sonta carmet e ~ald Jor by Aveosrds an? Siorelore
repreddnt o hodvy a5 suesdy regiLbed draln on our
egonony ayd »rocvreses,
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recovery of the Eurcopean area as a whoele; and our readi-
ness tﬂ ald must be addresaed to that recovery 1tadifl
and to all thoae whe are presared to take a loyal part
in achleving it. Ts still hepe that this eirele will
eventually come to include all the natlons of the contl-
nant. sut since the tobal damsnds upon us, even 1ln burops
alons, plainly exgeed In irany instances cur capaclty to
produce and export, wo aball be oblized to make cholees
and to husband carelully the resources and foeliiltles which
we can apare for this purpose. It fa hare that we wmnst
bear In mind that our imsediaobe cosalbllities for helpful-
neas relate primarily to the alliewiablion of the difficulties
of the hizhly fadustriallzed, heavlly-populated tradlng
natlona which have the —sreates need of importa andg which
cannot ab thlis timo acguire Ehe reaundsite amounts of foralgn
exchange with the produce of thelr swn economies. I the
back of this problem can be croken there 13 no oblective
reason why all Lwropena nationa andg the world at large

should not eventually share in bhae resuitling beneflts.

'I:l 'L']J--.-'\- .I:tl.j:

————_




11 & 12
THE EIENENTS OF EUROPTAN RECOVERY

Tha recovery of Dwropsan sconcmy involves thres main alementa. Theme arel
A. Erodugtion.

_ There must be restored to full productivity, or created, sufficient proe
capacity to enuhl; tha countrisa concernad to reduce thalr abonormal

'.dlmdm on imports,, particularly from the dollar ares, and to cover their

pormal Import Irlqu:';r;umnta by the proceeds of sxports.

_ Tils constitutes the indispensable axis of any sdequate and realistic
prograz, Unlsss n progras holds out aclid promise of subatantlally accouplish-
ing this _lr:l!, it m.ﬁ_ be considered at best only a partial and uncertain answer
te the problsm, and at ths worst only another Inadequate palliative.

Whils some of the capltal goods for thie purpose must come Srom sbroad,

., the greatsr pert can and should be provided from European sources. The emphasis
“ in U, 9. aid in this fiald must be lald on apsistdng the Buropeans to m:mu;l
3, the prineipal bottlenecks in the restoratiom of preduction,

B. Intaris Cenmmotion Deficits,

Ehljr gradually, u productive cepaclty im restored or mdded, can the in-
dividual commtries be expscted te satisfy more of thelr own consumption needs
and to produooa the sxport surpluses neceasary to pay for the remainder, Bean-
while, mersly t0 maintain existing rates of production, let slone to inerease
these rates, they will require imports of stapls commodities, partioularly
food end raw materials, beyond those wiich they can {inance out of their om
repourcsn. As I‘urnpua.u-prﬂduut.l.un incresses, theso margins of abnormally
finanoced imports should declina; and 1f 2 prograe for Suropean recovery is to
be a complete oma, they shovld be substantially elisminated by the time the
progran comes to an end., The gosl of the program ghould be s state of affgirs
In which sssential importe and thyy servicing of forelgn indebtedness could be

s F
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covered by exporta or serviees from the lwporting state or by normal forms of
finance, Thus U. 3. aid with respect to consumption gooda should atart at
substantlally the lewvel of pressnt requirements and decline to serc at scma
stage of the recovery program

The importance of this fype of sid in Buropsen recovery muat not be
underestimated. Only if the Buropesn povernrents concernaed can have the assur-
anoe that thess sbnormal needs will be met 1n ressonsble mopsure ever a delinita
and prolonged perfod will they ba able to apply thelr energles and resources
effactively to/inorease af productlon Dn.which their future abllity to support
themselves muat reat, .. It iz in this .t;ielrl that 1, 3. ald will be moast neaded

and can be mogt affectiva,

Eﬁ.. IntrarEuropegn Exchenge Frollitieg.

Ay European recovery program which relles setongively on T, 3. ald -will
bear with it the danger of sncowraging an unhealthy unllstersl orlentatifin of the
esconomles of the partleipsting eounirlss on U, 5, economy, and possibly vice
versa. This ia pai'ticularly trus in present clrcumatences. Baoy of the ar-
rmgnrgu;l_tg. for i.nt‘.-r&-Emﬁpam comnatrociel exchange have been dlarupted by war;
there ‘1I; ;l wida shortege of the only generslly-acoeptabls medlum of sxchange--
naml:r eonvertible eurrenclies or gold; anc there is a general lack of export
surpluses in Europe itgelf. This has slready led to a atate of affalrs in
which best advantage is not belng tsken of Europa's own resources. Hxaoples
of thls mre the fallure of Eu:_‘npt:-ﬂn countries to utilize the full fish pro=-
duction capacity of the Scendinavian countries and the United Eimgdom for lack
of sultable exchange errangements and the lsgk of marketa for Italian, Duteh,
and Greek vegetables. It may be argued that flah and vegetables are thearss
tloally an economle luwmry for eountries vhere food ls in ahort supply; Wt
they represent European produchfve eapselty and aurplises shleh are not belng

fully utilized: nng g serftein dn-rae afitonownr subarobr ror he an mmeroidahle




COUFIDENTIAL
1 =15 = 2 16

corrective in en grea which {3 now iaportlng anmuelly, froz this ecuntry
-alone, goods to the value of asome 25,390,000,000 nors than it ean pay for.

Tha fellowing possible remedies for thin situation desserve mantlon

1 ™ -
Ex L &

Ono of the moat commonly sugzpestad answers fo tnla problem [or the
ghort term is noma form of muiltllateral olsaring, dopimned tc widen the area
of currency convertibility panding the tima when genaral arrangenants envisaged
in the Monetary Pund agrecament ean becoms Dully eff'eetive. A% present, intra=
E‘uraplln trade is conducted almoat mr-rc..mliwl:.f through an intricate network of
H.lutiﬂl agressents. This system Iz inlleible and essentially arbitrery
in 1ts economle effects. In many respecta It tends t¢ linit, rather than to
encourage, lnitra-Burcpesan exchengos. Conalating as Lt does of a patchwork of
short=tarm agreemants, it zives o azsurance of permanency in the channals of
trade which it craates.

Presumably these deficlencies eould ba substantlally remedled by the
establishment of a oultilatersl clearing sratem, assuming thst currency re-
valuations and other corractive messures, 1f they prove necsssary, are made a
part of the srrangementz. In the inlfial perlod, whlle export surpluses are
atill few and meagre, such a syatom sould not attsin full Isportance, As pro=
duction recovers, the purt which 1t eould play in general Zuropean rebatllita=-
thon should become greater. Eventually, it should come to carry a good part
of the weight of a healthy and selfesustalning Ewccpesn economy, But even at
the outset, it should be beneficlal in Cacilitating more effective use of the
limited existing resources. - /

If these olearing srrangaments should mot involwe ocutaide support, their
exact nature would be primarily a matter for vepgotiation among the European

nations themsslves. It is poasible, hocewer, that a Eurcpesn elearing center

O S o kL
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e found to0 require a workinz Nund in the form of dollsr exchangs or
othar acceptabla medlum, In this casa, thls Goverhment would have to
gareful sorutiny to the charactar and gensrel soundness of the proposed

The possible use of sterling, instead of dellar sxchenge ae a medinm of
2 alearing, should ba axplored.

The Buropsan price system ls saricusly wmbalanced. To the inavitsble
| war+time distortions thore has heen mdded, in many countries, post-war infla-
: tion Iin varying degrees. Exchange rates as a consequence do not neaceasarily
tear any oloss relatlonship to comparative purcheasing piwer.

It is essantial that steph ba taken to restore intarnal currency stabllity
within Buropeen countrdas, Again, thia 1a largely a metter for the Europsans
themselwma. A most glaring sxample of the need for such reforms, however, 1s
Germazy. Here the respcmaibility of the Usited States is dlrest, and tils Govern-

=BT

mant should tske thd infitlative in promoting a program of currency and price re-

form in ns wide as possible an ares of Germary which would place that area in
a bettar position to contribute to Eurcpean recovery.

| 3. Custong Barriers.

Tariffs are not now an Importact limitlng factor with respsot to intr-
European trade, Quotas, as set forth in the bilateral sgreements, in most
! cases control both the volume and éirection of trade. FPrics inflation has
rediced the locidence of dutles.
Aosever, with lncresasing reccvery of production and restoration of price
I stabllity tariffa may again 'lé-nqn? g algnificant L{mpediment. The eventual
. formation of a Buropesn mut-u-ﬂ‘:.mj.nn should be held in view ss a long-tarm

ohisctive.
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