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Attached is the draft of & yaper propared in the Folicy Flamming Staff
on the subject of the United States and Buro-san Regcomstructiom,

Tt i# proposed that this paper be submitied by the Pollcy Flamming
Staff to the Under Secretary, mith the recosmendation that it be made awmil-
able, as & staff study and without commitment on the part of the Secretary,
to interested committees of Congrees and to the committoes set up by the
President to study the impact of possible ald to Europes on our domestie
economy. It has been preparad with the thoqght that it m!ght eventually be
found desirable to mke 1t publie, either in toto or in part.

While not asking you-to share respensibdility for the report, I would
aprreciste any comments you ray gare to make and any susgestions for improve-
ment. . .

As it nom stands, the document has bes- reviewed only by Professcr Ed
Mason, who has approved it,

Since the rnpnr:t- mat go forward to the Under Secretary before the end
of ths yresent week, I would appreciate the faver of 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 errenecus, 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 units
of the Dopartaent. The role of the Sta’f has conaisntad chiefly in organiszing
and digesting this material and dewsloping a unified set of conelasicos,

The Staff wishes to expresz its a» resiation for the Zcoyal 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,
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THE INTITED STATFS AND & ROTIAN RMCRMSTROCTION

Thia Ooverrnment will seom he called upce to dlzeuss with Suropean
govarnments the problem nf Zuropearn recovery and to deterzise the part which
the nited Stater ahould take in its soluticr,

The purpose of th'a »eport ia to exa=ine the slemerts of ¢he problemin
their relation to the intsrsets of the Tnited Ctatas and to sugpest some of
the considerations by »hich this Governmert night usefully be sulded in
determining ita attitude in the juestions at Zssce,

I, THE SOURCE OF V.5, T¥TT 57

The factors which “ave impeded ths zeresal resovesy a2 Cursrean ssonscy

II since ¥-£ day need no elavoruis descrirti-r, They have boar witely apalyzed
i and dacussed in the United Etstes, For purncies of this rescod, 4% 1s
sufficlent to note that thoy incivde, 4n ad?fiicq to eortals long-term
trende of European desloprent, the £011-w'r; Tus'ors arls!ss cdlrectly frem
the recent war:
(a] The plysical and wysiic mxbaunii-n af poonle everywhere
(b} the feelings of fie® lund n-e -, Inse-urity ool a-utly occesicned
oy the develoreents <f the rostohosti®!tiss perfod an? sgrtizciar™y by
the tendency tomrd Jlvizi-s -F e continent betoeer cart and west
(¢} %o destrachion and derecistior of ~“ya'sal plan® scd sqn prent;
(d) the depletirn of Tina-+al raferves, murd’ecterly in foreign
axchange| T
{a) !Dt:i.l_l and pearsmls lfia"_;r:ztiﬂ:,, {rainding the “reakdomn of the
michinery of econo-ic intercourszej

() the prolonged rrratratior of Jerman -=rodietim power .




%

In eonsequance of theas foctors, and of other lsaper ones, wa face s
aituation today in which important industrial and population centors of the
continent are umatle 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 poaltion to provent, uneided, a further detericration
of the conditions under which their panples mre obliged to llwve,

Parther detarioration rmight be disastrous to Eurepe., It might well bring
suwoh hurdahlp, such bewlldarment, such desperate strug le for gontrol avar
inadequate resonrces as to load tn widesrread remudiation of the principies
on whioh modern Enropean civilizatior has been founded and for which, in the
minds of many, two world wars have besen foaght. The mriraiples of law, of
jantice, snd of reatraint in the sxerelss of political power, already widely
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

control®, There is inwived in tha continuation 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. Thiz would unde tha work of centuries
and would cause such damage as could only he overcome by the effort of further
centuries. .

Undted States in“ril'l:ﬂ eculd not fail bo be profoundly alffectsd by
such a trend of avents, The traditional concapt of 1P pecurity has boen

predicated on the sort of Burope nnw 1n Jocpardy. The broad pattern of our



i
recent foreim pollor; ineinding the eonfidence we 'ave plazed In tha Ini ed
ke Matioms, has sggumed the sontinustisn in Zira-w of a ecomgiderebls number
of free states subserviert to no great power, and recajmisiog this corron
heritage of eivil libertine ard porsonul rescomeiblllty and Jetermlned to
meintain this heritage, If this prormlaa were o be Znmiidated, there would
bave to be 2 basic revisi-n of ihe whole comcert of our intermtiomnal fositlon—
a revision which might Toglecally domand of o miterial sacrifices snd restraints
far sxceeding the maxirzn dmpiicatiers af a progran of ald to Eurorean
reconstruction, But in addition, the United States, !n eosimon with post of the
rezt of tha world, would suffer a culturnl and spiituel loes incalevlable in
ite long-term affecta.

It 1 on the recopnition ef those realitler 4hat 7.2, interast 4n Smropean
recovery i founded, aAnd 1%t ia from bhla recognition thet any asaessment of the

proper role of the Urlied States ir a Turc-wun recewry progrer met proceed.
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I1. HATURE OF THE [HROELLN HOL THE V.3. 3T-HDPOIMT

A indiecated above, 1t iz impartant industrial
and population ecenters of the contlnent which are most
in need of outslde ald. It 13 these areas which 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 derpendence ugpon
lsports has, for m variety ef causes, actually increasged,
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 whiech they would normally zay {or these imports,
have not only besn restored teo, but have surnassed, pre-war
lavels,

so far, the pweciles of these arsas have nol nearly
attained this goal. On the eontrary, their productlve
effort in a nunber ol cases has not teen even sulfiecient
to enakble them to zay for the Imporbs necessary bto suskain
minimus consumption etzndards, To satisfly even these
Irreducible requirements, they heve found it necessary
to turn to the Leatﬁqﬂfﬂemlaﬁhere, as the only part
of the world which,-ganaruily apealklngr, had sizeable
surpluses of producstlion in the commocities they most
necded. In ao doing, they have drawn heavily on their
own gold and deollar resources and on the readinesa of

he people

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

sghere, to furnlsh ald by grant anc lsun,
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United SHtatea in the form of ioans cor
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the nesd for it readfly sscarent. ‘he imsediate needs
wore too ursont, the uncertalotles See greatb, In reneral,
the Americon =ecpls have nothing ke regret In the aid
which they sxtended so proupily and s renerously to
buropean peoples as the contlrent scerged from tha
terrible restraints of the war., =»ithoul tols aid, condli-
tions in kurope would tedsy te ineosparacly worse than
they &re.

iyl *»¢ fzot pcomias Stet the depencenco el Eln

paln Lurssecn Sradlns matlicns oo atazroal meuns of
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ringnoling, ane ©s semoexbent on aragrmel ssurces, fer
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¢ho sctisfecticsn «f fialp regul pecents has oct
vet been re~mellel, It ~2atrly sancot bte rozecled ty &
rere aonsirnusticn of the arsroLthod, Lok hgare pod 1o
curope, whics have oresalled In Sre Jreb. Yot thls
depsndence =ust now Tp fe-oved, 1D LhCHE Arcpéans
peosles are =>t o Les  sramentily ~aszertizel and 1T the
nited 3tmtes is c e relleved 3 a4 Lurden @ lch no
ration could e exzcotes =3 wear Jor .onf.
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This ia eazentizlly Lha preblem. ind in lacling

it, we ghould bsar In =ind thab frem our sbandnolint it
is predominantly r prebtlem of overceaing arsent short-
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recovery of the European area as a whoele; and our readi-
nass to ald must be addresaed to that recovery 1talfl

and tﬂ.Ell those whe are precared to take s loyal part

in achleviny it. Ts still hepe that this eircle will
eventually come to include all the nations of the contl-
nent. fut since the tobal damsnds upon us, even 1ln burops
alone, plainly exceed In irany instances cur capaclty to
produce and export, wo ahall be oblized to malke cholees

and to huaband carelfully the resources and faglliltles which
we can apare for this purpose. It fa hare that we must

bear 1a mind that our imaedliaobte vosalbllities for helpful-
neas relate primarily to the allewiakblion of the difficulties
of the hizhly fadustriallzed, heavlly-populated tradlng
natlona which have the —~reates nesd of imnorta ang which
cannot ab thlis timeo acguire Ehe reaudsite amounts of foralgn
exchange with the produce of their swn economies. I the
back of this problem can bte oroken there 13 no oblective
reason why all Ewropena nationa andg the world at large

should not eveatually share in bthe rezultlng beneflts,

CORW IR T il

—m—————




11 & 12
THE EIENENTS OF EUROPTAN RECOVERY

The recovery of BEuropsan sconemy involves thres maln alements. Theme arel
A,  Produgtion.
Thare must be restored to full productivily, or erested, sufficlient pro-

hﬂ.‘n capacity to enabls tha countrisa concernad to reduce thair abonormal
I.dlmdm on imports, particularly from the dollar ares, and te cover their
pormal import .rlq,n:'-.r;ununta by the proceeds of exports.

Tils constitutes the indispensable axis of any sdequate and realistic
prograe, Unlsss n progras holds out aclid promise of subatantlally accouplish-
ing this end, 1t oan be considered at best only a partial and wncertain answer
te the problsm, and at ths worst only ancther Inadequate palliative.

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

» the greater part can and should be provided from Eurcpean sources. The saphasis
“ in U, 9. aid in this fisald must be lald on apsistdng the Europeans to m:mu;l
3, the prineipal bottlenecks in the restoratiom of preduction,

B. Intaris Cenmmotion Deficits,

Ei!:].jr 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 export surpluses neceasary to pay for the remsinder, Bean-
while, mersly t0 maintaln existing rates of produotion, let slone to inerease
these rates, they will require imports of staple commodities, partioularly
food and raw matardalas, beyond those wilch they can {inance out of their om
repourcss. Ap Iurnpuu-pﬂduut.l.un incresses, theso margins of abnormally
financed imports should decline; and 1f 2 progras for Suropean mecovery is to
be a complete oma, they shovld be substantially elisinated by the time the
progran comes to an end. The gonl of the program ghould be s state of affgirs
In which sssential importe and thyy servielng of foroign indebtedness oould be

e F
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covered by exporta or servieces from the lwporting state or by normal forms of
finance, Thus U. 3. aid with respect to consumption gooda should atart at
substantlally the level of presant requirements and docliine to mero at scme
stage of the recovery program

The importance of this fype of sid in Buropsen recovery muat not be
underestimated. Only if the Buropesn povernrents concerned 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 o apply thelr energles and resources
effactively to/inorease aof productlon Dn.which thelr 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 effectiva.

Eﬁ.. IntrarEuropegn Exchenge Frollitieg.

Ay European recovery program which relles sebongively on T, 3. ald -will
bear wlth it the danger of sneowraping an wnhealthy unllstersl orlentatifn of the
sconomles of {the partleipsting eounirlss on U, 5. economy, and possibly vice
varsa. This is pai'ticularly trus in present eclrcumatonces. Hany of the ar-
rmgnn!u;l_tg. for intr&-EuI.ﬂ‘paa.n comnatroiel exchange have been dlarupted by war;
there ‘1I; ;l wida shortage of the only ganerslly-acceptable medium of axchange--
na.hlj' sonvartible currencles ur_gﬂlui_.: and there 15 & gensral leck of export
surpluses in Eurcpe itgellf. This has elready led to a atate of affairs in
which beat advantage le not belng tsken of Euwropa's own resources. Sxamples
of thls are the fallure of Eu.rﬂpé-r;.n countrlies to utilize the full fish pro=
duction capacity of the Jeendinavian countriss and the United Eimgdom for lack
of sultable exchanga errangszents and the lsgk of markets for Ttelian, Dutch,
and Greek vegetables. It may be argued thai Clsh and vegetables are theoras
tleally mn econmomie lwonry for eountries shera food 1ls in ahort supply; hut
they repraszent European product!ve conascdty and s'.:.:“plfmea xhich are not belng

fully utilized: o g cerfain dn-rae afiton ownmr subarehr ror he 2n meToidehle

-
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corrective in en grea which {3 now iaportlng anmuelly, froz this ecuntry
alone, goods to the value of some 35,390,000,000 mors than it ecan pay for,

Tha Ffellowing possible remedies for thin situation desserve mantlon

1 o -
Ex i &

Ono of the moat commonly sugzpestad answers fo tnlas problem [or the
ghort term is noma form of muiltllateral clesaring, dopimned tc widen the area
of currency convertibility poanding the tima when genaral arrangenants envissged
in the Monetary FPund 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 inllexible and essentially arbitrery
in 1ts economle effects. In many respecta It tends t¢ linlt, rather than to
encourage, lnitra-Burcpean 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 ltilatersl clearing syatem, assuming that currency re-
valuations and other corractive messures, 1f they prove necsssary, are made a
part of the srrangementsz. In the inlfial perlod, whlle export surpluses are
atill few and meagre, such a ayatom sould not attsin full Isportance, As pro=
duction recovers, the purt which 1t eould play in general Zuropean rebatllita-
thon should become greater, Ewventually, 1t should come to carry a good part
of the weight of a healthy and self=sustalning Ewrcpesn economy, But even at
the outset, it should be beneficlal in Tacilitating more effective use of the
limited existing rescurces. -

If these olearing arrangaments should not involwe outaide support, thelr
exact nature would be primarily a matter for vepotiation among the Europsan

nations theasslves. It is poasible, hocewer, that a Eurcpesan elearing center

L;Lilt'm.i. s L kML
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e found to0 require a workinz Mund in the fora of dollsr exchange or
othar acceptabla medlum, In this camsa, 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 wnmbalanced. To the inavitsble
| war+time distortions thore has heen mdded, in many countries, post-war infla-
: tion In varying degrees. Exchange rates as a consequence do not naceasarily
tear any oloss relatlonship to comparative purchaasing plwer.

It is essantial that steph ba taken to restore intarnal currency stabllity
within Buropeen countrdas, Again, thia 1a largely a metter for the Europeans
themselwma. A4 most glaring sxample of the need for such reforms, however, 1s
Germay. Here the respcmaibility of the Uaited States is dlvest, and: tils Govern-

T o

mant ahonld tske thd inftlative in promoting a progream of curremecy and price re

form in ns wide an possible an aree 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 llmitlng 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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