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CHaFTER I

HISTORICAL pACKSROUL'D OF

THz COUNT=RPART FULDS

Upon the termination of hostilities in Europe on iay
8, 1945 1t wus readlly a reed by statesmen in the United
otates that soue sort of uld wus going to pe necaed by
Western Europe to enuble her to resalin anytining resembling
her former self,

After practising sinort term, stop gap, eumerseney ni€ws=
ures witnout any sreat amount of success, the Unlted Stutes
deg¢icded that an over-all plan or project was needed that
would make murope self-supporting and indegendent within a
limited period of tiae.

with tiis self-sugporting znd independency role for
Burope in uind secretury of state georse C. liarshall, at a
eouuiensenent addaress at Harvard University on June 5, 1847,
@ousnt forti tne ori inal ideu of tihe Liarshall Flan or bur-
orean recovery Pfooram. In liis speesn at Harvard, Secretary
warshall sald:

It 1s fhe business of purope jointly and on tneir
1. initiative to druw up a progrua designed to pluce
?gb zurope on its feet econowically. The role of tnis
eountry should eonsist of frieadly ald in the draft-
ing of a kuropean progruu and of later support of

sugh prosiam so far as it may be prwcticul for us
to do so.

A 1New York Times, June 6, 1547, p.2.

leae o o ™
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nls sussestion of larshall's was taken up lumediately

by Franee and snszlund, and they quiekly drew up plans for a
sonferense to be held in Paris. The 3oviet Government eon-
sldered the proposal in the lisht that it would lead to in-
terferenee in the affairs of Europeun countries, thus they
rejested the plan.2

england and France sent out invitatlons to all the
renaining European eountries except 3Spaln and Germuny to
partieipate in a zonferencece to be held in Paris for the pur-
pose ofvpreparing J coaprenensive statement of Luropesun re-
sourees, linuedlate needs, and aethouas of reuzcaing the future
s0al of self sufficiency. Seventeen countries agscepted the
invitation and were on hand when thie conference convened.3

Tne Parls Conferenge outlined a broad recovery progran
for the puropeun nations and prepared a report indiecating a

need of twenty-nine billion dollars in aAmerican zaid from

\

1948-1952.4 This flgure was thought to be guite nish by

.£521948 Brittanica Zook of the Year, Cﬂivudo, 1940, p 463,

T A

e
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' CZe»uoslov;kia vithdrew ﬂfter 1t had accepted the invi-

| tation and none of the other satellite powers ot Russla sent ﬁ}

representatives. The sixteen participating nations at the

vbCOnference were Enzland; France, Italy, Belgium, Ireland, Ise-
land, Luxemboury, Austria, Dennark, Greece, lLorway, the lleth-

erlands, Portusal, Sweden, 3witzerland and Turkey. Ibid.,

E)l'lb"Bu.J.ldin‘_s the Peace,™ Department of Stzte Puolication
2954, August, 1947, p.3.




Amerlcan opservers, and thus a new report was prepired and
presented by the Conference. Tiils new report czlled for a
total of $l9,300,Q?0,0uO of Amerlean ald and it was even-
tually agreed uron.-
With the Paris Conference report in mind President
Harry S. Truman 1n his annual messa,e to Congress on Jan-
!
;uary T, 1948, recomuended that the Unitea States underwrite
a four-and-a-guarter year pro;ran of Zuropean Recovery,
"backed by a souultment to furnisn seventeen Dbillion dollars
in United 3States aid.'6
After meeting a éonsiaer;ole amount ol opposition and
nostility in the Houses of Congress, the Foreilg;n Assistance
Act or Economls Cooperation Ast pussed and on April 4, 1948,
*President Truman signed 1t into luwf7_(7
~Wit'n tae ilarsnall Flan 1laea ng; foruully encoupassed
into luw the next bils step wus to find responsiole men who
eould operute it. For the joo of Adainistrator of the "plan®™
¥r. Truman sclected Paul 3. Hoffman, hezd of the Studebaker
gorporation, and for the speclial asent to kurope, wno wis to

hesd the Eeonoule Cooperation Administratlion mission abroad

~ 35511:'1&. , p.4§.\

& ~
31;1949 Brittanica Book ot the Year, p.27d€>

\\p;7The official title of the act 1s the Forelsn Assistanee
rct of 1948 (Public Law 472, Eightieth Congress).




he-g¢nose W. Averill Harrimun, until then Secretary of Com=-
meree.8 In aaaition to these two top appointments there was
established the central muciainery in Washington D.C.; the
setting up of the rLuropean heaaquartérs in Paris; and the
establishment of the isconomic Cooperation Administration
mission in each country.

With tne estublisnment of the woove menﬁioned machinery
the Unlted Stutes was able to start the program of attempted
recovery for iestern Europe.

Amon the numerous mneasures ot the Foreign Assistance
Act that the United States 1s using to assist in the recov-
ery of iestern Europe.ahe of the wost far-reacihing 1is the so

cillea "Counterpurt Fund:>9\ To rlost Americuns these words

&The act called for a ruropeun Cooperuation Administra-
tion)neaded by an independent twenty-tnousana dollar a year
~ administrator wno was to have broaa autnority to rule on the
- \)requirements of the sixteen participating nations, and to

§5 outline the Unitea States assistunce prosrams. The act also
provides for a speclilal agent in Zurope with the rank of am-
bassador, and actling as the Chlef United States representa-

tive to any organization of the participating nations.

9The principal provisions of the Zuropeun Recovery Pro-
gram in uaddlition to tnose mentioned elsewhere in the paper
are: (1) requires each partiecipating country to sisn an agree-
ment with the Unlted States on ald terms and a pledse on the
part of each nation to make an all out effort to accomplish a
Joint recovery prosram based on self help and mutual cooper-
ation; (2) authorizes a four-and-a-quairter year prosram of
economic agsistance put does not muke any funds proaises be-
yond one year; (3) declures that no assistunce 1is planned
wnleh would upset the economic staoility of the United Stutes;
(4) states that continuing United 5tates aild depends on the
continued cooperuation amonyg tie purticipating nations.



not only have a dull souna, out in sddition nuve very Little
meaning. However, since tine counterpart fund is one oi the
most important and widely used uethods employed by the kcon-
omic Coopersation adainistration in its atteuapt to restore

a sound world econoay, it merits generul zttention.

The guestion of who conceived the device, whereby "ezaci
country participatineg in the muropean Recovery Prograa énd
recelvins assistuance in the foram of srants from the wconouwic
Cooperation aduinistration has usreea to deposit its own lo-
cal currency in a speciul cccount in an amount couwmensurate

nl0 and known as the

with dolluar cost or the grant received,
Counterpart Fund 1s lapossiole to answer with uany degree of
finality. There is eviaence, nowever, suowin, that the De-
partment of State of the United sStutes overnment ana the
economists of the Lend-Lease acuinistration had a hand in
its conceptlon.ll
The first known uwention o: tae counterpart fund idea
s0es vuck to the initizl ciscussions of lend-leusse in 1940,
When the alscussions thwt leaa to the Lend-Lease act of 1941

were in prosress, the sugsestion was umzae that tnls country

snoulu reyuire the lend-lease reclpients to deposit in

£ 10gconoric Cooperation adwinistration, Local gurrency
Counterpart Funds, June 30, 1948, p.l.

(>11New York Timss, i“ovember 9, 1946, p.2b.



speclal accounts locual currencies equal to tane vulue of
civilian goous receiveda froa the Unitea jtates.l2,This
eounterpart su;sestion did not survive due to tine tuct that
- ooth Britain and Russla, the two principal recipients of
lend-lease aid, were engiged in an all out war at thit time
and it was not pogsipole to Qiscern.oetween sillitary supplies
and eivilian 500&3.13 Thus, the counterpurt idez was to lie
aormant until revived by the United Nations Relief and Re-
naoilitation Aduinistration two years later.

Tne Unlted Nations Reliel and Renawvilitation Aduinis-
tratlion, establisned on November 9, 1943 was an international
orsanization-comprisiné forty-eight United Nations. It was

created for the purpose of providing aid to the viectims of

l2The "Lend-Lease Act™ was passed on uarch 11, 1941,
and wz2s entitled, Man Act Further to Promote the Defense of
the United states."™ 7Thls act entitled the President of the
the United States to lend ™defense articles" to governuents
“rhose defense he dezus vital to the defense of the United
States.™

In most cases the allied countries that received lend-
lease goods, and used thea ia tae »rosecuti; of the war,
received them as outright Lifts.

Before world \iar II was over the United States lad sup-
plied allied countries with fifty billion dollars worth of
goods and services under lend-lease,

For most purposes lend-lezse sxpired on June 30, 1946,
however, we did have a few comunitments which were not taken
sare of until the latter part of 1946, see 1947 Brittanica
Book of the Year, pp.455-57; the portion in quotes is teaken
from 5.5. Jones and D.P. llvers, eds., Documents on american
Foreign Relations, Boston, 1941, III, 71l2.

3New York Times, Noveamber 9, 1948, p.26.



World #ur II in the liberatea aureas.

The United Nations Relief und Rehwbilitation adminis-
tration concentrated on alding tiiose natlons wilcih hiad the
sreatest need ahd in acditlion lacked the forelzn exchange
resourees necessary to finance tne relief lzports they re-
quired. The gfeatest portion of ald consisted of the ut-
most necessities of 1life such as food, clotiing, fuel and
medicine, In addition to these relief supplies there were
numerous rehaoilitation oous extenced sucn as fertillizers,
inseeticldes and baslc farm tools. A tiird large portion of
United Nations Rellef ana Rehaonilitation Acainistration funas
was spent for the care ana repatriation of innumerable ais-
placed persons.14

But the question remains to be answerea as to how the
‘United Natlions Relief and Rehabilitation Adainistration re-
vived the eounterpart fund idea. Tiie answer 1is that under
the United Nations Rellef und Rehabllitation Administratlon
agreements it was stipulated that:

Governments not in a position to pay in sultunle

means of foreilgn exchanie for necessary relief and

rehabilitation supplies or services make available

to the adainistration in wnole or in part the local

ecurrency proceeds froam the sale of supplies fur-

nished by the administratlon.

Further stipulations were that these funds or proceeds could

14
1948 Brittanica Book of the Year, pp.752-53.




only be spent to assist relief and rehapilitation and that
the United Nations Relief and :ehabilitation Adwinistration
be kept informed of their use.15

The 1dea behind tne use of the counterpsrt fund under
the United Nations Relief and Rehabilitation Aduinistration
was that it should serve as an anti-inflationary devige,.
Due to the faet, nowever, that the local curreney funds were
expended immédiately in the relief receiving country, and be-
eause of the lack of eontrol over relief expenditures, the
anti-inflationary results were not realized.l6

With the Uﬁited Nations Relief and Hehapilitation Ad-
2inistrution, and with it the counterpurt fund iaea, coning
to an end in 1947, 1t was clearly recognized thut some sort
of stop 3ap ald would be needed to carry tthEuropean natlons
through the greater purt of 1947 and even into the spring of
1643 when it was hoped that an effective long ran_e recovery
pro:ram would pe 1mplemented.l7

Tne first form of stop .ap emergency aid implemented to

take over where the United Nations Rellef and Rehabilitation

;5Leland M. Goodrich, and iarie J. Carroll, eds., Docu-
ments on American Foreizsn Relations, Boston, 1945, VI, 275.

1 .
6New York Times, November 9, 1948, p.26.

1
7The United Nations rKelief and =ehabllitation Adminis-

tration completed its program of post war aid in 1947. 1948
Brittanica Book of the Year, pp.752-53.




Administration left off wuas the Greek-Turkish aid bill passed

18 This as=-

by Congress and sisned by Truaman on iay 22, 1948.
sistance to Greece and Turkey, nowever, had no ecounterpart
fund stipulation in 1it.
There was an emergency rellef bill soon to appear on
the eongressional horizon, however, thut aid eontain the count-
erpart fund clause., Witidn twelve days after President Tru-
man's signing of the Greek-Turkish aid bill Congress passed
a joint resolutlon providin: for rellief assistance to the
people of countries devastated by wzr. In tals joint reso-
lution it wsas resolved that the sum not to exceed 350 mil-
lion be allocated to the President in order that he wmiznt
proviae rellef assistance to the people of countries devas-
tated by war. The assistance recelved by tne needy countries
was to pe limited to such items as food, medicinal supplies,
elothing, fuel, fertilizer, pesticides, and seed.19
A further provision of this joint resolution was that

there was to be set up in euach oi the countries receiving aid

under this bill a relief cistribution miséion. This relief

, 18The Greek-Turkisn ald bill provided for u srunt of
$350 million to Greece, and one of $100 million to Turkey.
The appropriated money was to be spent for ailitary aid and
essential rehapilitation projects. 1948 Brittanica Book of
the Year, pp.7, 354, T4l. '—

1
9Un1ted States Statutes at Large, Eijatieth Congress,
Second Session, Vol. 62, Part I, p.lz25.
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distribution mission wus to be operatedlsolely by loyal Am-
erlean citlzens. It was in conjunction with this relief
distribution provision that the counterpart fund idea was
revived.ao Section 6 of this Joint Resolution provided that
ecountries reeeiving relief supplies as an outri ht gift, with
no obligsation to repay in dollars, snoula, upon sale of those
relief gooas, put the local currency which they received
from the transsction into a special account to be used only
for purposes stipulated by the United States. The United
States stipulatea in Section 6 (b) that the speclal aceount
mentioned above could only be used "for reliet and work re-
lief purposes, includins loczl currency expenses of the United
States incident to the furnishing of relief."™ A second con-
trol the United States had over the specizl éccount was that
the funds could only be used by the recipient country upon
apcroval by the duly authorized representative of the United
States.21

Although the counterpart section of this Joint Resolu-
tion of ilay 31, 1947 was uore reallstic than its predegessor
in the United Nations Rellief and Rehaoilitation Aaministration,

1t was still not too successful. Tite bly drawoack of Sectlon

201p14.,

2l1pid., p.128
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6 (b) in the Joint Resolution bill wuis that it w=s found
almost impossible to discover iiow wuch of the relief sup-
plies were sold and now much were siven away. If the United
States aid not know whether a particular ailotment was sold
or given away then it would be very alificult to cetermine
now much local currency snould be put into the counterpart
fund. A sccond criticisa of the counterpurt ldea as a part
of the Relief Assistunce resolution of 1947 was thut very few
of the recipient countries mude any atteuwpt to determine what
a fund commensurate with the value of the ald provided should
be. Thus, 1t was difficult to aeteruine whether the re-
lief supplies were naving an inflationary eftect or whether
they were tending to eurb inrlation.

With tne sanas of tiame runaing out on the Foreign As-
sistunce Resolution pressure was put on Congsress to pass a
new emnersency aid measure.22 In fact potn President Truman
and Secretary of 3tate liarshall made speecnes during the fall
months of 1947 asking Congress to luplewent stop sup assist-
ance to the European nations so as to enable thew to strug-

sle througa the winter months until the wucin needed major

recovery progran coulda be launched, sowmetime in the spring

22The Joint Resolution of .ay 351, 1947, provided that

no ald or credit could e alloted atter June 30, 194v5.
United States Statutes at Large, Eilshtleth Congress, Second
Session, Vol. 62, Part 1, p.l25.
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of 1948.23

The pressure that was put on Consress during the fall
of 1947 begsan to bear frult, for in Deeemper Congress passed
the Forelgsn aAid act of 1947, popularly known as the Interim
Ald Act. This act provided for {522 million worth of re-
lief assistance to Austria, France and Italy.24

In addition to other provisions, one of the big; feat-
ures of this Interim Ald Act was the role that the counter-
part fund was to play. With the lessons learned from both
the United Nations Relief ond Rehubillitation Adainistration
and the Joint Resolution providing tor relief assistance,
Congress save the counterpart funds an even larger role in
tnis act.e It was still felt, however, that tne Counterpart
Fund portion ot tne act was not specific enoush. Tuus, when
tne Interlim Ald Act ended .acci 54, LY40 adu wvae long awalteu
major recovery effort known as the Foreign Assistance Act of
1948 came into being some further additions to the Counter-

25

part fund idea were mades

,A23Raymond Dennett, and Robert K. Turner, eds., Documents
on American Foreign Relatlons, Princeton University Press,
g, IX, I97.

24 11na was also to get §18,000,0C0 under this Act.

251n order to compare and contrast the relevant sect-
ions of the two acts — the Forelsn Aid Act of 1947 and the
Foreisn issigtance Act of 1548 — the sections dealing with
the counterpart funds are guoted in their entirety. Foreign
Ald Act of 1947 (Public Law 389, wmigntieth Congsress). Sece 5
(b) [For each recipient country/ "“to make, when any comamodlty
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One of the additional provisions of the counterpart
section of the Foreign Assistunce Act provided that not less

than five per cent of each country's specizl local currency

which 1s not furnished on terms of repayment in dollars is
made avallable under this act, a eommensurate deposit in the
currency of such country in a special account under such
general terus and conditions as may, in such agreement, be
agreed to between such country and the Government of the
United States, znd to nold or use such special accouant for,
and only for, such purpose as way be agreed to betwesn such
country and the Governwent of the United States, and under
agreement by the governuent of the recelving country that any
unencuabered balance remaining in such account on June 30,
1948, will pe disposed of within such country for such pur-
poses as may, subject to approval by Act or joint resolution
of the Consress, be azgreed between such country and the Gov-
ernment of the United Stateg.™

Foreign Assistance Act of 1948 (Public Law 472 Eisht-
leth Congress). Sec. 115 (b) (6) "Placing in a special ac=-
eount a deposlit in the currency of such country, in comcen-
surate amounts and under such terms and conditions as wmay be
agreed to between such country and the Government of the
United States, when any commodity or service 1s made avail-
able throu;h any means authorized under this title, and 1is
furnished to the participating country on a srant basils.
Such special account, tosether witn the unencumbsred port-
ions of any deposits which may huve been made by such country
pursuant to section six of the Joint resolution providing
for relief assistance to the people of countries devastated
by war (Public Law 84, Eishtieth Congress), and section 5(b)
of the Foreizn Aid Act of 1947 (Public Law 389, Eightieth
congress), shall be held or used within such country for such
purposes as may be azgreed to between such country and the
Administrator in consultation with the National Advisory
Council on International lionetary and Financial Probleas,
and the Public Advisory Board provided for in section 107
(a) for purposes of internal monetary and financial stabll=-
1zation, for the stimulation of productive activity ana the
exploration for and developament of new sources of wealth, or
for such other expenditures as may be consistent with the
purposes of the title, including locul, currency administra-
tive expendlitures of the United States incident to operatiom
under this title, and under such agreement that any unencum-
bered balance remaining in such account on June 30, 1952,
shall be disposed of within such country for such purposes



14

funds should be made available to the United States for ex-
penditures on stratesic materials where they were avallable

or for other local currency regulrements of the United States .20

Contrastin, the overall tenor of the counterpart sec-
tions of the two acts, the Forel_n Aid Act of 1947 and the
Forelgn Assistance act of 1948, it is easy to see that the
blz difference lies In the fact that the latter atteupts to
spell out thne purposes for wiich the deposits wight be used,
while the former spoke in more jecnerszsl terms.

Since the passage of the Forelsn Assistunce act in
April of 1948, tiiere huve been several attempts to auwend cer-
tain portioans of the counterpart sections of the act. Among
them were two proposals made in April 1949 by Senator Allen
J. £llender of Loulsiana. His first susgestion was to in-
crease totventy-five per cent the amount of counterpart funds

abroad that would be made available for stratesic materials

as may subject to approval by aAct or joint resolution of the
Consress, be agreed to between such country and the Govern-
ment of the United States." For the Foreisn Ald Act of 1947,
see Unlted States 3tatutes at Large, Eightleth Congress, Flrst
Session, Vol. 61, Part I, p.930. For the Foreign Assistance
Act of 1948, see United 3tates Statutes at Larze, Eishtieth
Congress, Second 3ession, Vol. €2, Part I, pp.i5l1-52,.

26
Ibid., p.1055.
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purchased by this country. The orisinzl luw stipulated that
five per cent of the funds should be zvailable for thut pur-
pose. A second sugssestion advanced by the saame 3enator would
have prohibited the use of such counterpart funds by recip-
lent governments for the purpose of public debt retirement.27
Both proposals were defeuted in the Senate by coafortable
margins.28
The next atteapt at revision was mude by Senator
Fulbrisht of Arkansas and would have reguired recipient count-
ries to set aside fifty per cent of tneir counterpart funds
for the removal of trade and payments restrictions within
surope., The idea suffered the same fate as its two predec-
essors in that it was rejected by a decisive vote in the Sen-
ate. The objection that the Senate und the mconomlc Cooper-
ation Administration had to Fulori_ht's proposal was that
they did not think that some of the puarticipating countries
could wisely devote as much as half of thelr counterpart
funds to trade liberalization projects.29
A fourtnh atteupt to alter the counterpart fund provis-
ion was made in llay 1950, by 3Senator ¥herry of Kebraskae. The

3ist of Wherry's proposal wus that the counterpart funds of

27New York Times, April 3, 1949, p.l0.

2
SIbido, April 6, 1949, p.260

29 .
Ibido, ,.".al"ch 16, 1950, poll.
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countries discriuinzting aguinst American business would be
1mpounded.30 As in the first three atteinpts at amendument
this idea was also turned back.ol

It 1s easy to see that the counterpart fund ldea as
set up in the Economic Cooperation Administration Act of
1948 was neither origsinal to that act nor altogether new.
A8 one of our greatest historians once said, the story of
history is an unbroken narrative, and everything that hap-
pens 1s the outcoae or outzgrowtn of incldents that preceded
14,92

With this backiround of incidents leuwdings up to and the
final evolution of the counterpsrt fund in its present form
the next problem to be posed is what are the mechanics of
the counterpart fund device. This 1s the subject of the next

chapter.

3oSenator' Kenneth Wherry, the Republican floor lezder,
instiguted this proposal with the 1dea thut if it pussed the
United States could invoke sunctioans a,ainst recipient count-
ries who were using i.port licenses and otiier restrictive
meusures "to discrizinate asainst American exporters or pro-
ducts, as such." See New York Tices, Lay 6, 1950, p.2;
Inid., uay 12, 1950, p.9.

3llbid., Xay 6, 1950, p.2.

32Edward P. Cheney, Law in Hlstory and Essays, New York,
1527,




CLAPTaR II

THe LlCHAlICS OF THe COUNTERPART FUND

These questions often arise when the subject of mech-
anics of the counterpart funds is uapgsroached: (a) Under
what conditions are countries, receiving aild under the iar-
shall Plan Act, reguired to put local curreacy into the so
called "counterpurt fund,"™ =znd (o) Are there conrditions
under which countries uare not recuired to put local cur-
rency into the speciul account?23

The answer to the first guestion is that every country
participating in the buropeun recovery Prograw and recelving
aild in the forw of Jrents uust for every penny's worth of
soods received in this wanner put into a speciul account an
equivalent amount of their own local currency. 7This spec-
lal account of local currency commensurate to the value of
grant-aid received is known as the "counterpurt fund."™ To
use tne words of 3Jenator artinur Vandenbergs:

Local curreacies wust be deposited by ezuch bene=-
ficlary country to offset the value of any ald not
furnished on terms of / re_/ payment. The bene-
ficiary country and the United 5tates will asree
on the local expenditure of these local currsncy
accunulitions in behulf of the purposes of this

act [/ Foreisn issistunce Act of 1943_/. Thus our
grants will not become & budgetary windfall in the

33"local curreacies,™ as used in this puper, are deter-

mined by using a conversion rate set up by the International
sionetary Fund, and the rate 1s either the par value agreed
to by the Fund or else a rate agrecd to by the kconowmic Co-
operation Adainistration and the recipient country.
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beneficlary country but will virtually become a

revolving fund to_do double cuty in benalf of the

act's objectives.d

Under the Foreisn Assistance Act of 1943 countries
also receive ald from the United Statss in the form of
loans or conditional aid. iinhen tils 1s the case no deposit
into tne counterpzrt fund i3 reguired. In other words the
deposit of locul currency in the speciul account known as
the counterpart fund is necessary only in the cuse of dir-
ect grants, but ot in tne case of rep=uyavle loans or for
conditionzl uid. In the case of loans the qguulifying factor
1s the suurantee to repuy the United States in dollars at
some later date. As for conditional ala the country that
receives the zoods uwust in turn make aild of un eqgual aziount
avallable to a third country in the fora of drawin, rigsats;
thus the country recelvin_ conditional wid 1s not reguired
to put any currency into the special account. However, the
particular third country that receives the privilege to use
taese drawing rishts wust azree to deposit a coumensurate
aaount of loczl currency into aer own counterpart funds.

Therefore, we find two cuses in whlch the deposit of
loczl currency in counterpurt funds 1s mandatory for the
country receiving aid, first uader direct grants and secondly

for drawing risht utilized uncder the ilatra-suropec

34

Conygressional Record, <ishtieth Congress, sSecond
session, p. 1920 (Liarch I, 1948).
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payments plan.35

What determines whether a "participating" country
should receive a srunt or a loan? 1In deteruing whether a
country should receive a grant or loan it was decided that
the declision should be buased on the ability of the reclp-
lent country to repay and tne effect thie additional exter-
nal debt would have on the borrowin; country's economy. ToO
quote from a statement made by Paul G. Hoffuan, waen he was
Chairman of the Committee for mconouwic Development and just
mplor to his appointment as Aduinistrator fof the meonoalc
Cooperation adalnistration:

Insofar as possible, loans snould be truly loans;
currency transactions sinould be currsacy trans-
actions; and sifts should pe sSifts. 3Jome wuropean
countries can pay for all tneir il.iport reguirenents;
others can meet tnelr requirements throu_an exports
plus loans taat cuan ultimately pbe repaid. But oth-
er countries nave needs so sreat, or deot purdens
already so heavy, taat thisy will be uaacle to re-
pay loans. 1In suci cuases tne soods snould pe sup-
plied as gifts. We recoiize that taey would ora-
inarily be s0ld by the sovernwents in question to
tneir own nztions and piid for in locil currencies.
It is our proposal that the proceeds of tihaese sales
should be sexzrezated and used for tne benefit of
the country involved upon mutual aggge@ent between
that country and tne Uaited States.

In other words, would the debt hurt the recipient count-

ries chances of recovery? It i1s not desirous tazt countries

357he intra-guropean paygents plun, signed by the par-
ticipating countriss on October 15, 1946, wus desi_ned with
the idea of brinsing about mutuzl aid aaon, the participating
countries and by so doing enuple tnean to acguire eguiliorium
in thelr balance of paynents. (For a wore complete discussion
of the Intra-gEuropean Payments Agrezment see Chl.4).

365tatement by Paul G. Hoffuan, Hearian s sefore tine Com-
mittee on Foreizn Relations, United States Senute, mishtieth
congress, sSecond session, DP.S4C ( “~a~uary 2%. 1C48).
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contract additional dollur debts which will zbsorb so much
of their dollur eurnin;s u8 to operate to the disadvanta_e
of their future trade and private investaeat. If the United
States dewanded thut 21l the aid that wurope received was to
be on =z loan oasis, it would Le lupossible for them to weet
the principal and interest churses on tae loans even zfter
tr.de and investment hud returned to noraal. In practice it
was felt tnat:

Where need is clzarly dewonstrzted and where re-

payment cannot be reasonudly expected, iiports of

supplies which are quickly consumed, such as

food, fertilizer and fuel, or indispensable items

of capital eguipuent for iuamedlate replaceuent

and repailr and of essentiul raw_zuaterials should

be financed by meansg of srantse.
However, the exact deteruinution in every cuse, as to whether
a participuting country's aid snould be provided in the form
of a loan or in the foru of an outrisnt srunt, i1s decided by
the gconoumic Cooperation Adainistration in consultation with
tize National Advisory Council.38

Questions as to exuctly how soon the recipient country

snould deposit loczl currency in its speciul account for

sgrantv ald received are very difficult to answer. According

37Statement by Jeorge C. iarsnzll, Hearings before the
Coamittee on Foreiun Affairs House of Represcntatives, kight-
leth Congress, First session, p.5, (Noveuwper 10, 19175.

38

Statement by Georgze C. iarshall, Hdearin.,s before the
Comuittee on Foreign Relations United sStates oenate, wmijnt-
leth Congress, Second 3ession, p.o (Eanuary S, 1943).
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to the Bilateral AéreementSBQ reclpient countries have a. reed
to deposit comiaensurate amounts of local currency "prozptly
after notification by the zZconomic Cooperation Aaministration
of tne awounts of dollar aid disbursed."4o In zctual pract-
ice, nowever, tne aeposit in tne local counterpart fund takes
place sometiume after the United States autnorizes the grants
due to the fuct that the countries welt until the wconoaic
Cooperation adainistration has actually spent dollars. This
may be at a considerubly later date than the announcement
tnat an authiorization hus vecn made.41

#hat 1s tne procedure whereby local currency is put into
tne counterpart fund? The first thing that should be under-

stood 1s that the gconomlic Cooperation Aduinistration does not

do any procuring itself, 1t is prizarily a financing agencye.

39The peonomic Cooperation Act required besides contilnuous
autual cooperation on the part of the participating countries
certain other stipulations on the part of each country. These
stipulations are contained in the form of bllaterul ajreements
between the participuting country and the United States. Oy
the end of October, 1943, eishteen different areas had con-
cluded their biluteral a_ reements. The 2reas witn which agree-
ments nave becen made are: Austria, selgliba, Bilzone of Geruany,
Denaark, France, French Zone of Zermany, ureece, Iceland, Ire-
land, Italy, Luxeabours, Netilerlands, Norway, Portusal, 3Sweden,
Trieste (United 3tates-United Lin_com Zone), Turkey und the
United Kingdom (for a more complete discussion of Eilateral
Agreements see wmuropean Cooperation administration, A Report
on Recovery Progsress and Urited Stuates Ald, Washinston DeCo,
Feoruary 1943, pp.1=4-57)

4oﬁconomio Cooperution Aduinistration, Local Currency
Counterpart Funds: .idpoint Review, April 1950, p.iii.

41New York Ti.es, October 24, 1948, IV, p.4.



22

The gconomic Cooperation Adulnistration, four months
pefore tne pejinning of a culendar guurter, revisws all the
material relating to thne current status of the Office of
guropean reconomic Cooperation's annual programs and also the
latest material put out oy tne wconowilc Cooperation Adminis-
tration in iiasaninjton, tihe Office of the Special Representa-
tive in Paris, ana the respective mconoulc Cooperation Ad-
ministration Country .ilssions. On the basis of this muter-
ial the wconomic Cooperution adulnistration estublishes for
each participating country a dollar zllotucnt to cover tne fi-
nancing of so0ous ana services to re dellvered in the cuarter
concerned. "Trhese guarterly allotments are installiients on
tne annuul allotuwents for the fiscal yeur as recouwcnded oy
the QOwzC und agcroved by the £CA."H2

after the dollur allotacnts huve oecn aude 1O each
country, within one month exch purticipating country suo-
mits to the iconoualce Cooperation adulnistration mlssion in
thelr country and to the wmconouwlc Cooperation adainistration
in washington an apglication for "procurewent autnorization
to cover tne coamodlities and services which 1t desires to

have financed wita it3 dollar allotments."43

42& Report on Recovery Progress and United States aid,
February 1949, p.l07.

Ibid.
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3lxty days wvefore the beglnning of eacn cuarter, and
after they have received the procurenent application recon-
wendatlions from tne fconomic Cooperation adxinistration
country ailssions tne Lconoumic Cooperation Aduministration
commodity branches in Washington, in consultation with the
Program Coordination Division, deteraines the dollar amount
of the various coumodities and issues procureuwent autnor-
izations. This authorization specifies "a dollar amount
authorized for the purchase of commodities or services
e o o during a specified guarter from a specified area of
source.“44

When the participating country receives the procure-
ment authorization it then makes sub-autnorizations to its
importers. After the sub-authorizations are made, the.trans-
actions for the wmost part move througa the normal commercilal
trade channels, however, in some instances an agency within
the participating country way do the procuring rather than
a private importer.

It should be understood, however, that the umakin, of
a quarterly allotment to a participating country by the
Economlc Cooperation Adainistrution does rot "constitute a

comnitment of &Ca funds." Nevertheless it does huve a

44Ibid., p.105,
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sreat deal of lmportunce "in the pro.ruuain; work of the

agency and of the purticipating countries," and it is "the
sua of money which soveras the value of the procureuent auth-
orization which will be issued to a participating country
each quarter." In other words it is upon these authorizations
that the Zconomlc Cooperation adwinistration's financial coum=-
mitiments are based.45

Now for those mconowic Cooperation Aduwinistration fi-
nanclal couamltaents that are issued to a participating
country in the form of a dollar grant, the Unlited States re-
quires tnea to desosit un eguivalent aaount of locul currency
into a speciual uccount.. Therefore, even in the cuse of g raunts
the partici_uting countrics do not receive tiie cowasoditiles
finunced by the waconowlc Cooperaiion adainistration as out-
risht gifts. The puarticipztin, countries obtain the locul cur-
rency that they are required to deposit in tne counterpurt
funds by selling the 560@3 to thelr owin retuilers, wholesulers,
and iluporters at the soin, market price. Thus, the l.aporters
and ultimaite consumers within a srant-aid reciplient country
ray for the muropezn Recovery Prosrum :;004s in thelr own woney,
waether it be lire, fruncs or snillings. Thnls local currency
obtained by tne sovernment froxn tre iusporter is retzined in the

recipient country in tne counterpurt fund.

45
Ibid., p.109.
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In some cases ths currency ootzined froa the sale of
soods financed by ilarshall Plan dollars will not fulfill the
requirement: that the receiving country must deposit local
currency coawensurate with the auount of ovuslc dollur srantse
In sucn cuses the resrective sovernments must make up the
differences frou tnelr own coffers.

After tne participating country hus deposited the re-
quired amount of loczal currency, the Zconoulc Cooperation id-
ministration earuarks ninety-five per cent of the special ac-
count for the recigient country's use ani five per cent for
its own related needs.

Thus,the wconomic Cooperation Admninistration counterpart
funds are divided into two portions.46 The saallest portion
winich 1s to consist of not less thun five per cent of the
speclal account funds is pluced in a geparate account under
the control of the United 3tates disbursin, officers. These
funds reserved for the Unlted Stutes are used for the stock-
piling and production of scurce _oods for the United Stztes
and to defray .conoulc Cooperation adairistration administra-
tive exgenses payable in local currencies. In case a portion
of the five per cent fund 1s not necded by the wmconowic Co-

operation Administration it _joes to the credit of thne United

46
3ee Che I., pp.13-14,
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States Trcecasury to be used by other United Stutes Governuent

47

asenclies wilthin the reci icent country concerned.

Fromw the linception of the wconomle Cooperaiion Acwin-
istration prozram in April of 1¢43 through April 30, 1950,
the separate account set up for the "five ger cent funds®

48

has accumulated the equivalent of 246,700,000, Statistics

47

Economic Cooperation Adainistration, Loéal gurrency
Counterpart Funds: First Annuul Review, April 3, 1948 -
April 2, 1949, p.l.

48'Ibllar equivalents," as used throughout this paper,
are only an aprroxi.ute meusure ol tiac Gagnitucde involved
in counterp.rt fund trunsuactions. 7These transactions zare
always in the fora of the local currency of the respective
varticliputing country and never in tne form of dollars,

The local curreacy counterpart funds are put into the
speclal accounts of the participuting country at agreed
rates in eflfect at tuec tiasme tne iconomlc Cooperation Admin-
istration allocatea grant aid funds. Due to the fuct that
agsreed deposit rutes hzve fluctuated, portions of the local
currency counterpurt fundas have becn relecsed at tiues waen
tne conversion riate differed froa tiz r.te in eifect at thne
tive of deposit.

The withdruwal of counterpart funds made before the ef-
fective dates of devaluation huve beca converted into dollar
equivalents at the avera;e rutes at walcin deposits were aade.
Dollar equivalents of withdruwals made after the application
of new conversion. rates steunniny from devaluation huve becn
computed at the conversion rates in effect at the ti.e of
withdrawal,

Therefore, since withdrawals occurin; after devzluation
have been coumputed at rates whicn may not correspond to the
one3 used when the counterpzrt funds were deposited, the
dollur egulvalents or deposits uuy not gxactly coinclde with
the dollar eguival:nts of witndrawals (Dolluir euuivaleats,
a3 used in this rerort, zre the same as used in the Local Cue-
rency Counterp:rt Tund literature put out by the 3tutistics and
Reports Division of the cconomic Cooperation Adminisctrztion)e.
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also show that ap roxiawtely one tunird of the "five per cent®
portion of the counterpurt fund nus peen used by the w.conomic
Cooperation adulnlstratlion or trunsferred to the United 3States
Treusury for use by otner .overnuentzl agencies.49

Of the portion of this five per cent shire ol counter-
part funas that huas been used for tue purchuse of strateglc
wzterials the majority hus peen spent in the United Lin.don,
with lesser portions bein_ sient in Italy, the KNetherlunds,
France, Deamark and Morweay (see Table I). Tine totzl amount
ectually spent for this purpose hus been o little over
40 million, with an additional $21.5 willion in the form of
outstanding comxitments.5o With the wmoney expenaed for this
purpose, the United States haos secured such awaterisl as rub-
ver, sisul, industrial cizuwonds, platinuw, spera oll for high
orade luoricunts, tantelite for the wanufacture of nigshh resist-
in; alloys, bauxite, palm oil, guinine, srupiite, cryolite,
and beryl. 1In certain arcus tuis country hus becn n.upered
in securin, stratesic uaterial becuause the natural resources

51

of the participating country will not stund tne strain.

49Local Currency Counterpurt Funds, April 30,1950, p.5.

Ibid.
51

This 1s particularly true in Greece and sustria.
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In addition to the forty willion spent on strateglc
muterisl another (15,357,000 of the five per cent fund hus
been spent to defray the adalnistrative expenses of the office
of the opeclul Representutive and the iconoaulc Cooperation ad-
cinistration liisslons in uurope.52 The largsest purt of this
latter aaount spent on adulnistrutive expenditures hus sone
toward paying the gzluries of aliens, living allowsnces of
american personnel oversesas, tr:ivel, communic:tion, rents
and utilities, and taoe purcnase of ejulipment znd miscellaneous
items.53

After the United stutes has set aside its five per cent
portion of tne counterpart fund, the reamzining ninety-five
per cent belonjs to the depositings countrye.

In accordunce with the reguircuaents of the Foreign
Assistance act of 1548, and as sticulzted in eacn biluteral
asreement, uny participating country wiici i1s desirous of
usin; a purt of its fund wust _et tiie consent of the kconomlc
Cooperation Acuinistration. In uctuxzl pr.uctice the way this
usually works 1s that the country wnicn is desirous of ootaln-

ing a portion of its fund outlines a proposal for the

52For the azxount spent on Adninistrative expenditures
within the vurious grant aid receivinj countries see Table I.

53Third Report to congress of the Economlic Cooperation
Administration, wushin,ton D.C., 1948, pe70.
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expenditure of a certain amount of thet fund. The proposal
1s first discussed by the upurticipating country's sovern-
ment with the isconomic Cooperution adzinistrution mission
in thzt country. The wission usukes recoumendations and
forww.rds them to the Office of the opeciul Representative,
in Paris, where the recouudcndations are reviewed. Froa here
the recomuenditions o to the wconomic Cooperution Aduinis-
tration in Wushin_jton where tney are thorougnly zired by thot
orsunizatlion in consultztion with the National advisory Coun-
cll oa Internctional Lonetary und Finuncizl Probleas. Thne
datter i1s tihen brou_ht to tne attention of the zZconouwic Co-
operution Aduinistration adaministrator who is responsibple
for the final approval of the pr‘oposal.54

The administrator usually srants approval of the pro-
posal only after a careful review of the possiblc effects
the use o7 the released funds mi_ht have on the economy of
tue pﬁrticipatind nuation .22 There is one bwslc objective
that the mconowic Cooperution Aduministretion officials lkeep
in sind when they cre atte.ipting to decide on the use to which
counterpirt funis azre to be put by a srunt-ald recipient
country. Tals fictor is the extent to which tine funis to be
used will alfect the internal monetzry and financial sit-

uation of the country.

S41bid., p.42.
551pid.



31

It 1s quite evident to the wconoulc Cooperation Adain-
istration that without internal stubility a recigcient country
would have a very difficult Job of resaining her foraer sta-
ture by 1952.56 Witn tinis important factor in mind counter-
part funds have Lesn, for thne wost part, al.ed at the pro-
motion of those types of activities wihich will accouplish
the greatest amount of cconowic recovery in the participuting
country.

Thus, there zre trree ways in wihlch the counterpart
funds can ope used to stubilize the internal monetary and fi-
nzncial conditions of a purticipating country. irst, thney
can lsave the counterpart currency in the special fund thereby
serving to counter inflationury tendencliles by keepin,; a por-
tion of tine country's money sup.ly, or purcazsing power idle.
A second way 1is to use tine special account funds to retire
ths sovernment debt held by the central bank. The third
method 1s to allow the countrics to invest thelr funds in pro-
ductive industries which will allow wmore joods3 to be put on
the azrket, and taus further alleviute the infl;tionury pres-
sures. In rejard to this third method it should be pointed
out that tnis is the wost precarious metnod ol tne tnree aue
to tne fuct thnut many investments any work towurd neutruliz-
ing the effect of local currency funds raither than advancing

recovery.

56Local gurrency Counterpart Fund, april 30, 1950, p.l.
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For the reasons wmeationed aoove the release of count-
erpart funas in arcas where inll:.tionary pressures have oveen
stron; hus only been done in close cooperution with steps
taken by tne receiving country to aid in poringin, avout
aonetary and financial stability. However, in the lisht of
these overall consliderations, the kconowmic Cooperation ad-
oinistration adainistrator has allowed counterpart funus to
be utilized for promoting production in key industries, in
asriculture, and for the purrose of rehuoilitoting and wmodern-
1zins existing plants tunst would aild in the overzall product-
fon effort.2? Also in some of the war torn countries where
private capitul 1s at a minimum the Adulnistrator has al-
lowed tnose funds to be used in order to increzse the stock
of cagplital equipament ana thus taneir productive capacity.58

Tne next step in the procedure, assuuing the Aduinis-
trator of tine Economic Cooperation aduinistration hus siven
the purticiputing country peraission to use a portion of the
funds, is for the participuting, country to withdraw the funds
from the local currency account ancd allot it to the various
aprroved projectse.

By April 30, 1950, participzating countries had set

4side in thelr special accounts the equivalent of 5,914 million

57Fourth Report to Congress of the gconoamic fooperation
Administration, W=sSniNston JeC., 1949, p.60.

58n Report on Recovery Pro.ress and Unlted states Ald,
Februgry 1949, p.lp7o
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to match srunts furnisned by tne United St.tes under the
Forel_n asslstance Act of 1948.59 Along, with tnils there was
in addition ;610 million deposited in loczl currexncy unaer
tne Forei n Aid Act of 1947 (Public Law 309, wishtieth Con-
sress) thst was eli_iole for use Ly the countries.éo Of the
5,914 million derosited in the local currency funus tne

,
equivalent of 35,098 1willion®t

coaposes tne ninety-five per
cent portion. Tne wconoilc Cooperution adawinistrition has
apsroved 3,975 million of this lutter awount for withndruawal
of which $3,827 million hus alresuy beon withdrmwn.ée

As pointed out in the precedin. purzsrapn the ecuilva-
lent of 43,827 willion has already been approved and with-
drzwn Dy the participuting nutions frowm the counterpzrt funds
(as of April 30, 1950). Of tuis ecuount 2,203 wiillion or
fifty-ei_ht per cent has been used for the prowdotion of
production. The lurest portion of this Tifty-eisht per
cent has besn spent on electrical energy, transportution and

communicution, utilitizs, extrictive inuustries, ariculture,

and munufacturing. In addition to the fifty-eli ht per cent

59Local gurrency Counterpart Tunds, April 29, 1950, p.2.

OoMidpoint Review, p.l.

OlThis fisure i3 tne finul udjusted dolliur egyuivalent.

-

2
Local Currency Counterpurt Fuads, april 30, 1950,
pp03-4 (tublejo
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expended for production proamotion un addition:il 31,114 wil-
lion or twenty-nine psr cent h:s pecn used for monetary and
financlal stooilization. Tie renalning ;621 aillion (thir-
tesn per cent) has bezn used for such projscts as construct-
ion of puvlic ouilluin., and housing fucillities, sgeclal re-
lief projects und payients to Jermun e“porters.63

Of all the countries participating in the .lurshall Flan,
France has put in und used the largest amount of counterpart
currency. s poor sscond in the deooslt and utilization of
the funds has besn the United ¥in_dom, followed by Jeraany
(Federuted Republic), Italy, .ustriz, jreece, etherlands,
orway, Tricste, Belgiuwn snd Denmark, in that order,

Durins the two years that the llarshall Plan has been in
effect the counterpzrt fund nis contributed ths egulvalent
of a 5004 many willions of dollars to tihe purticipwnting
eountries for production pro:zotion, debt retiremsat and otiner
purposes.

The l=zrizest portion of counterpart funds utilized to
promote production nzs been used to ald electric power. It
has been pointed out, that before the wconomic Recovery Pro-

gram went into effect a _reat wmany plants in Western surope

63For‘ a more precise analysis of the use thzat the ninety-
five per cent portion of the counterpurt funus have been put
to, see Tuble II.

Local Currency Counterpart Funds, april 30, 1950,
p.2 (Chart).
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remained 1idle due to the luck of electrical energy. The
Western muropeun countries have spent close to the eguival-
ent of $650 million from counterpart funds to increase their
output of electrical energy. With this expenditure of 4650
willion the purticipating countries inave bullt hydroelectric
plants, theraal plants, dzws, and transialssion 11nes.65

Next to electrical energy in 1l.portunce of counterpart
funds spent for prouwotion of production has been that spent
on rallroads and luproving transportation. The railroads as
well as the otiner weuns of trunsportation were very hard hit
by World War II. In an atteapt to restore the railroac system
to sows seublance of its old self the counterpart funds have
spent the equivalent of o445 wililion. oSesides this 446
willion spent for ruilroada there hus also been an additional
#147 willion of special uccount funds utilized for the re-
palr and iaproveuent of roads, ni,hway bridses, waterways and
harbors, merchant and fisaing fleets, alrports, and other
couwmunication facilities.66

A third large recipient of counterpart funds nus been
various wunuracturing industries such as priaary metals,
machinery, petroleum and coal products, basic textiles, chem-

icals, wanufactured food products, fertillzers, pulp, paper

65
Ibid., pp.4-5.

~idpoint Review, p.4-5.
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and paper products, ;lass products, rubber and rubber prod-
ucts, and luaberin; products. These industries of liestern
Europe hive received ;371 million of counterpart funds.

The extractlive industries of the participzating count-
ries have sained from the utilization of the eguivalent of
2354 million of locul currency funds. Of this amount all
but 3.1 million has been spent on the l.uprovement of mines,
and the boosting of production of tne coal wining industry.67

The agricultural industry which is always one of the
baslic factors in any arez recovery pro rzu, has been the re-
cipient of the eguivalent of 3252 million of local currency
counterpart funds.68 It has been distributed in the following
proportions: 393 willion for land rsclaaation and the re-
maining 4166 .uillion for such tinings as controlling fara pests,
introduction of better seed, reconstruction of war damuzed
facllities, modernization and .iechanlization of furms, and
other asriculturzl projraas.

One of the major rs.asons for the poor recovery of 1lndus-
trizl production in Jdestern Lurope iumedliutely following

Wworld war II was due to the lick of adequzte housing. It is

hoped that by the releuse of the eguivalent of $203 .illion

6 .
7Local Currency Counterpzrt Funds - April 30, 1950, P4

(table).

This fisure includes ;3.1 willion spent on Forestrye.
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the housing snortuse will be souwewhat alleviated. In aadition
to the counterpart funds spent on housing a further azount
of ¢413.5 millidn huas Deen withdrawn for the construction of
vupnlic buildin55.69

However, in addition to using counterpzrt funds for the
poumotion of production, z considerauvle portion has oecn used
for debt retirement and finuncial stabilization.7o

A large portion of the war expenses in western kurope
was financed by _overawent borrowing. This borrowing did a
sreat deal toward creating inflationary pressures within a
country, due to the fuct that, in most cases, it jreatly ex-
panded tne aoney sup;ly.7l It wus recognized at the time of
the Lizrshall Plan's sestation period that any prograa de-
vised to brin, Zurope out of the doldrums was jolng to have
to take anti-inflationary meusures. It was felt that as
long as the inflationary forces were upperwost, any semblance
of economic recovery would be lupossible. Added to thls was
the problem of political instaovility which is usually the
hand-malden of runaway inflation.

The wost direct way that counterpart funds can be used

to curb inflation and uawaintain financial stavility is through

69Midpoint Review, pp.&~7.
70

See p.l3.

71The gource of the borrowed funds plays a larse role in
deteruining how .auch the money sup:;ly will be expunded.
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monetary cancellation. The way tanls works 1s for the country
with availscle counterpuart funds to use them as they are re-
leused for tne repzyment of deut owed by the sovernament to
the central banks. 3y the .overnuent retiring its centrul
bank debt it cancels a portion of the excess supvly of wmoneye.
It is very 1i.portant from tne point of overall recovery, to
see that goverament devts to individual citizens are not puid
off, for it they were tnis would only add to the influtionary
pressures.,

Since the be_lnnin.g of the ilarsnzll Plan, local curren-
cles equal in amount to ;1,100 aillion hus oeen relezsed for
the purpose of debt retirement. It should be added, however,
that since October 31, 1949, no counterpart funds have been
releused for tni: purpose. The reason for tine restriction is
that there has been some guestion in the minds of the dconomic
Cooperation adulnistration as to whether debt retirement 1is
the most efiective and beneficial way to use the counterpurt
funds. Thus, pendin; a full review of the economic effects
of the counterpart fund it was declilded thut the use of the
funds for debt retircment should be halted.

Wilth this coauvosite view of how thne counterpart fund
works and whzt it has worked for, the next step is to see how
various partlcipating countries huve used their funds, why
they have used the funds in the maaner they hove, aund whether
1t woula have oeen possiple to ulter the use of the funds in
any way 1in order to facllitzte better recovery in the recip-

ient arecase.



ChHAPTLR ITT

COUNTRY 3TUDI=3

The analysis of the counterpart funds, thus far has
besn devoted lariely to a description of the mechanism of
the counterpart device and an examinatlion of a coumgposite
plcture of whut the funas have done to ald recovery 1in iest-
ern Europe. It can be seen that tne overall prosrsss has
been quite suostantial; however, by a sliuapse at the utili-
zation of the counterpart funds in tne incaivicual countries
it may be possivble to set an even better insi_nt to the re-
sults of recovery prosress in Western zurope.

In order to wake a study of the indlvidual countries
1t is necessary to recosnize certain conditions and problems
about particular areas and countries. One wust constantly
keep in mind that tne various participating countries are
in different stuges or pliases of recovery; tnat the iluapact
of tne war was much sreater on some countries than on others;
and thzt different arezs have different 1deas as to how re-
covery can best be achleved. Therefore, it can recdily bpe
seen that euch country haus a different set of circuastinces
in regurd to the necessary assistuince needed to brin, avout
recovery.

However, i1t has been pointed out that there are certain

patterns which are churacteristic and at tne same time
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readily observable in many countries. Therefore, it is
possible, to a certain extent, to study the economic situa-
tion of each country in terwus of these certailn patterns that
are observable in uore than one country.

The mconoualc Cooperation Aduwinistration points out
that thnere are four such patterns that muy be uzefully dis-
tinsuished?2 First, there are a numoer of countries that
are in what has been described as the first phases of re-
covery. The bls Job in these countries is to restore truade
and production to apgroxiaztely what it was before 1539-40,
at the same tiame allowing its people at least 2 winimum
standard of living, and maintaining internal financial sta-
bility. The problem in these countries is for them to get
thelr production processes in shape and start producings as
much and as fast as they can. In these areas in their
initial pnase of recovery it will probuavly be some time be-
fore they cuan start workin, on a self-sup.ortin, economy.
It is also important that these areas have a stable jovern-
ment or else their job is rendered that much more aifficult.
The outstanding exaamples of this first catesory are the

Federal Republic of Jsermany and Italy.

72& ReEort on Recovery Pro;ess and United States Aild,
February 1949, pp.20=-22.
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A second categsory 1s observable in uany countries which
are soxewnat further alons in thnelir recovery. This secon
pattern occurs in countries which either lLave reestavlisned
stable gsovernaents or better yet never had thelr _overnaents
l.paired. A prime exauaple of this scscond type is the United
Kingsdouw. In these countries where this second pattern is
characteristic it 1s guite necessary that they wuke major
gructural econoulc chunses in order that they muy becoue
self-supportinzg. .and in order to becowue self-supporting
these countries nuave perusitted and encours.ed a very nigh
rate of caplital foruwztion. It 1is out of this hish rate of
capltal formation that this second type arises, due to thne
fact thut anytiae a2 country hus neavy investaents, unless it
has the necessary offsets it 1s soins to have inflation. The
attenpt to offset this influtionury pressure, nawely tarousn
hish rates of taxation und extensive use of direct controls
further churacterizes this second cate_orye.

A third type 1s the country whose economic status has
aavanceda beyond tne flrst phase of setting its productive
processes in somewhat near pre-war shave, and even beyonad
the creation of new industries stuge whicn 1s characteristic
of the second type. The problem of the third category
countries 1s one of the trading position. These countries
are near or will be near an overull bulance in thelir inter-

national accounts, but tne bl provlem for them is to set



soods and dollurs from the Western Heulsphere.

The fourtn type occurs where the busic need of the
country 1s for econoalc development. The best examples of
this categsory are Turkey and Jreece.

It must be reaeabered in atteapting, to apply these
patterns to an individual country thst a siagle pattern will
rarely fit all the circumstunces of the situation. In dis-
cussing thie uses to walch counterpart funds nave been put
to enuple recovery wro_ress in tne ilundivicual countries

aere wWill be un attedpt to sliow mow these four patterns
wentioned aoove ure apulicible to the country concerngd.

Tie kconouic Cooperation isdainistration, under Congres-
sionzl direction znd in consultation with tne National id-
visory Council, hus tried to set forth in the use of the
counterpurt funds “the principles of ecounouwlcs / econoalc_/
cooperation whicih are busic to the wost productive distri-
bution and use of availaovle resources.™ In addition the
sovernment of each participating country receiving srant-
ald has been consulted in order to deteriiine (1) how the
counterpart woncy could best be used, and (2) how the "lia-
1ted aaount of countverp.rt fuids could pe used zs an ald
ic attuaining finzneial g8tupility, palanced investuent pro-

wl(3

srams, and intra-guropean trade liveralization.

73
sidpoint Review, pn.9-10.
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In the following puiges zn atte.pt 1s wmade to sumuar-
lze the ways in which local currency counterpart funds have
been and are bein,; utllized in what are probably tne four
leading; purticipiting countries.

The countries thut have been cuosen for study ure
France, the United ¥Kingdom, Western Germsny, and Italy.
There are saveral recsons wny trese lour countries huve
been cnosen. The first is tne significant percent:.e of
counterpurt funas that ewch of these purticipsating countries

T4 that huve

nave used. Of tne ten participuting countries
withdrawn thoe equivalent of 3,327 willion in counterpart
funds, France, the United Kinsdom, Germany (Federal Repuolic),
and Italy huve withdrawn the equivalent of 43,157 mwillion
which 13 eil_hty-three per cent of the total (see Twble III).
Secondly, by observing thnese four countries it is pos-
slole to study the virious effects different uses of tine
counterpurt funas nave on tne econouics of the participuting
countries. In other words, for the uost pzrt, tnese four
countries are representative of all the different uses to which
counterpart funds have becn utilized.
A tulrd reuson is tne belief tnut these four arsas ure
tne wost iwportint areus in wihlch substantial recovery should

be mzde if western Europe i1s to reszin its lost stztus. It

4 ‘ . . . -
7 Turkey, Portu.al, Ireland, Iceland, 3elglum and Lux-
emoourd have not as yet withdruwn any counterpart fundse.
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is believed that if France, the United Kingdom, .estern Ger-
many ana Italy resuin a self-supporting status it will only
be a matter of ti.e before Western purope will regain its old

position in tne economic and politiczl circles of the world.

FRANCE:
In order to understand the current situution in France
it 1s necessury to nuve an uncerstunding of the pre-war
conditions of the Frencin economy. J3ince the pbeginning of tne
twentlieth ceantury, Frunce has been suffering, froa a slowing
down of her econowlc srowth. The economlc crises of tne
United 3tates and other countries in the world durins the
1930's further a;srav:ted the situation even though France
herself was not so hard hit as some of the other nations.
The unfortunate thins aovout the 1530 crisis for Frunce was
that when the other industrizl nautions bejan to recover,
Frznce's production showed no iaprovement. France's gross
national production in 1533 was twelve per cent ana industriasl
proauction wore than twenty-five per cent below 1929.75
From 1929-35 France shows practiczlly no net aggresate
investment. This luck of 1iavestiment weant thut tnere were

no new opportunities for euwployument. Tnus, the Frerch

7SA great deal of the uaterial in this section on France
is taken from: Economlc Cooperation Adainlstration, France
Country Study, washinston D.C., February 1949, .
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economy during the tnird decude of the twentleth century
could pbe cnaructerized as stusnant. However, the effect

of this cessution of econoaic srowtn on the Irench standard
of living wWas not as sreat as one al_nt think. In fuct French
consuaption in 1938 (in rezl teras) was only slishtly less
than in the peak year of 1929. There were several reasons
why French consuuaption was only sli.htly less in 1336 than

in 1929, The wmost iluportunt sinsle reason was the fuct that
durins this period Frince ihiad nearly a static population. 1In
addition to this reason there were other fuctors, such as a
low rate of investaent, i.proveunent in the terus of trade

as compured with the 1520's, and a suobstantizl awmount of in-
cone from invisible itemas wnich allowed Frunce to iumport
consiceravly more thnn she exportede.

In 1940 Frunce was overrun by Jermany and froam then
until 1944 when she was liveruted she was lurgsely unaer the
control of the Nazls, thereby maling still snakier her al-
rezdy precarious economic wund political structures.

Of tne wmany probleams of =un econoulc nuture tnat have
confronted France since her liveration one of the wost
troublesome has been an ever present ianflution which has
permeated the entire country. This inflationary condition has
been furtner a_ sravuted by the unstable politicul situatlon
within tne country. The effect of inflation on the cconoay

of Frunce has veen thut it nhus JSrossly distorted the price
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structure, cuused production to e cut back, used up labor
and aaterials tnat coula have ouvanerwise _one into export
products, and in seneral caused z uzldistrioution of re-
sources. In addition it hkas cuused lubor unrest and en.en-
dered soclal instability, thus allowing co.unism to develop.
Thoush econoumlc problems have caused France a o00d
deal of unrest, it cannot bs saild that they alone huve been
the sole cause of her instability. In particular, the feel-
ins of military insecurity, so obvious durin; the 1920's and
early 1930's, and winicn was sccentuuted and perpetuuted
durins the geraman occupution caused a srezt dexl of ner in-
ternal difficulties especially in regawrd to political in-
stability. The policies of the potent Comamunist Party in
France asking its followers to tawart the efforts of tne
mpuropean Recovery FProsrumn nave also oeen a constant thorn
in the side of France's recovery.

Thus, it can be suzid that inTlztion, political insta-
pility, communist inroads, and wilitary insecurity ars tne
osres that must be conquered if France is to resuue her
proper place in the world picture. It will be worthwaile
to keep these four wmentioned adversities in aind when st-
teapting to analyze the progsress of French recovery and tne
prospect of Frunce attaining her foruer self-sup:orting
status.

The first real pro.ress wade by the Frencin goverauwent
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in regard to economnic and politicul stavility was not to
come until three yeurs after its lioeration from Germuny in
1944, Late ia 1947 the Schuman sovernient put fortn a broud
constructive pro,r-m czllin; for the cessation of inflution-
ary finuncing by the _jovernaent, a forced lozn from the top
incouwe sroups and the = riculturzlists, plus other strin-
sent policies calling; for fiscal stupllization. However,
Schuman's proposals were not enoush and by July 1948 prices
asain began to spirzl urwurd. The new (ueuille _overrnament
caile into power in septeaver 1958 and inzugurated a fiscazl
prosraa thut they hoped would cope with Frunce's econoualc
sltuation.

wihen queullle vpecamne Premier, purt of his fiscal pro-
osral was bullt around tne idea of drawing on the counterpart
fund to relieve the Frencn financiul situztion. The United
States, wanich at this tice nad not releused any of the For-
el on assistance act counterport funas to Frunce,765aid
funds misht be releused if France took sound steps toward
stubilizin her currency and the United States was gqulck to

7

add that paper progsrams would not be sufficient.

76The keonomic Cooperation adainistruation hud autnor-
1zed the relezse of twenty-five billion francs or thne equlva-
lent of eighty-two-and-one-half willion dollurs of Interin
Ald counterpart funds in April of 1943.

77New York Ti.ies, septeaber 16, 1948, p.3.
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On Septeaber 25, 1943 it was ailnounced by the wconoulc
Cooperation administration thut the first Forel n aAssistunce
act counterpurt funds h:d peen released to Frunce. Hdowever,
it was only after the (ueullle meusures cullin for 120
billion francs in new production taxes and a2 limitation of
bank credit hud passed the Freanch Parliament that the zmcon-
omic Cooperation Acministration asresd to releuse the funds.
The reason gslven by the United 3tates for relexsing the funds
was to uvoid further iafliutionury financin; by the French
&overnment.78

This first rele:gse of gconomic Cooperz=tion adwinistra-
tion funds in Septeuber 1940 czlled for ths use of the forty-
five billiion francs of French counterpart funus, tne equlva-
lent of $150 ailllion for spzcific projects intended to in-
crease the productive capuclty of Trunce's basic industries.
Tae idea behind the use of tnis initizl rcleuse ol counter-
part funds, us well as zbout ninety-two per cent of Frunce's
subssquent releases, was to finunce proauctive investuents,
thus eventually putting nore 500ds on tihne market and in this
way working ags2inst inflition. The largest portions ol tals
second relezse wera e.rmarked for tne electric power, coal

mining and railroid industries.

78Ibid., Septenber 18, 1543, p.l3.
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On Noveuver 4, 1943 a third releuse, this tiue for
twenty-five billion fruncs ol counterpart funds was mude,
thus bringing the totul of releused counterpzrt funds up
to ninety-five billion fruncs or zgiroxiaately ths eqguiva-
lent of $310 million. Also in the sume monti the United
States stipulated that future relezses of counterpzrt funds
depended upon the Frencn soverament's prosress. The gqueuille
sovernuent then came out with a statement to the effect that
tney hoped to eguilibrate prices and wages at a new level
thereby eansuring further recovery.

In Deceuper of 1948 Frunce cuue rForward with a new
proposal in regurd to the release oi counterpzart funas. This
new propogal asked for periiission to use the eguivailent of
one billion dollars of locul currency counterpurt woney dur-
ins 1949 and thuit they oe zsllowed to use the funds as tiae
need arose, thus siietracking the process wihereoy tne mcon-
o.4ilc Cooperation Adsinistrution adainistrutor released por-
tions of 1t periodiczlly. In answer to trils the United
States sald that the counterpurt funas could not be relsused
for an entire yeuar in advunce of its <radual crextion by the
Iinflux of dollur aid. In addition the United ostites saild
Frunce aust tuke wore strin_ent steps towura wttulning fi-
nancial stubility, thus. enubling tnem to increuse production
and exports.

With tnis 1dea of maintuining finznciul st=bility, the
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French joveraaent proceaed to foraul.te 1ts vudzet for
1949, Tals idea of druwing up a vudget for the entire 1549
year was a step in the rint direction, vecuuse tnis was tue
filrst ti.e since tie wur thut Fronce nid ztteipted to plun
aneud for uw wnole yeur ratier thon vleceuwezl. The French
soveraaent led oy quesuille reuwlized tiat 1f 1t uld not want
1o fore o counterpurt fund zla, it hud pbetter bulunce its
budset and cease iaflutionury finuncing. Tnus, «fter a
consideraovle waount of discussion wad aevate, tihne llation:zl
Asseably ap_roved the 1949 oudset on Jenuury 1, 1949,

Winlle the debates were ensuing in the Nationzul Assea-
bly tne mconomlc Cooperation isduwinistrution relezsed forty-

five 0illioa fruncs frou the

nj

reach counterpart rund.  ..any
people in tne United Jtutes and France nave contended thiat
tiese Tunus were releusea ot tnet tl.e in order to aia
<ueuille to et hiiz cuaget througn the asseublye. Of the
forty-five billion francs thut were rclezsed durin, Lece.ber
1948, tweaty oillion frzncs were Ior tue continuwnce of re=-
construction projects. LHowever, twenty=-five billion of it was
to ve used to fisht inTlation dircctly. Tuhe way t.ut tzls
was to be done wus to reduce the debt the Frenca sovernaent
owed to the 5unk of Frunce. This warked tie first tlwe that
the counterp.rt funds nzd becn used for thls purpose in
rrunce.

However, not only wus the French jovernuent reguirea to
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reduce 1its porrowin_ froa the c£unk ol Frunce, out it also
hw.d to "reduce the ceilin ol tiLose borrowin_s by tie aaount
of tne counterp.rt funas rele.sed for tuis gpurgose." 1In
Othicr words the ceiling hud to fall froa tne two nunared
pillion frunaes it had been to a new ceiling of 175 billion
francs. The reamarkapnle tain woout tils uchieveuaent is that
1t was the first tlue in tweaty yezrs taat the celling nud
been reduced. It wus further stipuluteda by tne wconomic
Cooperation adainistration that the ceiling should be down
to tne 175 billion fruac wurk by .xrch 31, 1949.79

Durins the wonths of Junuary, February, and .urch 1949
tnere were no =zdditlon.l relezses ol counterpwrt funds for
Frunce. Therefore, with agzril 2, 1948 warking tne end of
tne flrst yeur of the Forelign .Lssistince act it 1s probubly
opportune .o review ths result of the counterpurt fund's first
year ot activity.

The wost outstanding characteristic in the use of tne
French counterpart funds durin _ tne first ysar was taszt,
"according to all availuble evideace, counterpsrt / woney_/
made 1t possivle for the Freznch governaent to continue its
prosr=ia of essential investment ana bring zwcout monetary

stubilization at the saue tiane.®

79New York Times, Deceuber 23, 19438, p.4.

80 . -
First annuzl Review, p.0.
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A8 pointed out in the vreceding pu_es, 140 billion
francs accruing under Public Law 472 (Forel n Assistance
Act of 1548) and Public Law 389 (Foreizn ald act of 1547)
were released to the French Fovernaent from the counterpart
funds during the first yeur of thne prosrcam. Of this 140
pillion francs relexsed, 105 billion went for the recon-
struction and wodernization of productive facilities, 10
pillion for the developument of scurce materiuls and the
razining 25 blllion for the retirexent of debt.8l

Of the 105 billion frauncs releused for the promotion of
production a lirge portion wzs alloczated to the ilonnet Plan,
on which the basis of Frunce's lons teram recovery prosrzm is

82

based., The maln feature of the Lionnet plan 1s that it calls
for an accelerated investment pro,ram encoampussing all the

1 portant flclds of econoalc activity sucin as electric power
proauction, iiproveuent of the ruillroads and other transpor-
tation industries, xnodernization of the coal wining industry,
rehavilitation of tue umerchant mwrine, prowotion of agricul-
tural production, and the encourageasent of private industrial

83

investuent.

8lsee pp.53-54.

o2 The ljonnet Plan (naaed for Jean iionnet who heuzded up the
Planning Council which daevised the plan) for France was adopted
on January 7, 1947. The plan does not cover zll of France's econ-
omy, but it does ala to set pro- luction soals for a four year per-
lod (1947-50) for six of France'!s key industries. The industries
that come under lLionnet Plan supervision are coal, power, stec),
ceaent, asricultural ..acihninery and trunsport. The wonnet rlan.nlso
calls for France to iaport large aumounts of machinery and raw mater-
lals. see Tne Auericana Annual 1948, llew York,l348, p.257.

8 5 . o j
Tuble %% on%£?5 1%%?t allocated for e:.ch of these purposes see
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One of the .ost luportant feutures of the recovery
program in France for which counterp.rt funds huve been re-
leased 1s the series of dwms thzt are veins constructed on
aany of the wajor rivers in France in order thuat electrical
energy @may be provided for French homes znd factories.

Tne 300 foot wide 3Fenissait dam in the Raone Valley,
tae largest in Western surore, is only one of the many daus
that hus beesn obuilt witn tne ald of counterpart funds.a4
Others are beins built on the Rqine and Dardosne, as well as
along amany of the sualler rivers in the Fyrenees ana alps
mountains.

Tne nodernization of the coal wmines was anotner 1.por-
tant use for which counterpart funds were spent during the
first year of the Foreisn Assistance Act. It wus hoped that
by the use of the funds uuch of the uuchinery in the iwlnes
would be replaced and repaired. It has been pointed out by
the sconomic Jooperation adiinistruation in its Lildpoint Re-
view that tane uveruse ase of tne ulning mucninery now in use
1s estiunted at twenty-seven yeurs while the optimum liait
for this aucninery has oezwn s2t at fifteen years. Thus, 1t
is easy to see why the uveraje French coal ualner produces

only about one-fourth as auch cozl a3 does the averaje United

34

This dam now coupleted provides two plllion uilowatt
hours of electricity per year. see R.P. 3chwarz, "The First
Half of the lionnet Plan." The Fortni:htly, 172:222, October
1349,




States coal miner.85

A3 gointed out earlier, in addition to tne 125 villions
of friuncs that were relessed to Frunce during the firat yeér
of the Foreisn iAssistance Act for procduction promotion and
debt retircment respectively, tiere was an cdditional ten
oillion francs released to Frunce for the developaent of
stratezic and scarce materials. The largest part of this
10 billion frincs was to be spent on tine exploration and
development of scurce wuiterizls in the French Union, with a
great deal of emghasis on the overseas territories.86

With the avove brief review of the use of the French
counterpzrt funds during the first year of the muropean
Recovery Frosram it 1s possible to wzove alon; to the sccond
year of the grogram, which in many respects was even uore
luportunt tnan the first.

buring tne second year that the Forei.n assistance act
was in effect, the wconowlce Cooper=ztion Aawlnigtration re-
leased 303.3 vpillion locual currency counterpart francs to
be used by the Frenci governwuent.

Of the amount releused 20 billion francs were used for
debt retirement, 2056.5 billion francs for promotion of pro=-
duction and 14.8 bpillion francs for what was classified by

87

the Economlc Cooperation adwuinistration as other purposes.

85

First Annual Review, p.De.

Ibid.

"Other purgoses" include housin., public buildings,

trangportation of relief puckuises and tourisa.
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The release of 20 billion francs for debt retircient wus
aade in June 1949, and broujnt to 45 pillion francs the total
amount allocutea for tnis purpose. Tie first releuse of
funds for deuvt retirement bick in Deceuber 1948 nad lowered
the lesal ceiling for the gank of Frunce advances to the
French Treasury «t 175 billion francs, however, tnis new re-
lease of 20 pillion Trancs was not to reduce the ceiling,
but insteud was an attewpt to relieve some of the pressures
against the ceiling. This wzs to be done by allowing the
"Treasury to czsh its short-terw bills held by foreign Cen-
trul baniks now demanding increused franc resources to pay
for increased Frencn GXyOPtS.“88

A3 In the first ye.r of tne Zuropean Kecovery Frosram
the largest percentase of the totul amount otf counterpart
funcs released was for production prowdtion. Dburinjs tne
second year eishty-nine per cent of the funds were spent for
tnls purgose. also as in the first year tae largest indus-
trial benefuctor of the local currency counterpurt funds was
the electrical enersgy industry. nowevsr, tiey received 1056.5
billion frauncs durin, t..¢ second year, as cogpared to 5l.4
cilllions of francs during the first year.

The coal minins industry mzintained the szme runk dur-

ing the second year that it hud held in the first, that of

88Local Currency Counterpurt Fund, June 30, 1549, p.2.
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the sccond lurgest reclipgilent of counterpart funds. Tne

amount spent on coal wining during the sscond year was taree
. 89

tiies as Jrexat as tne awount spent auring tne first yeur,

The industry receiving tne third larsest portion of
funds during tine first year, the ruilroad industry, dropped
to fourth pluce during tne second yesur. Thls industry re-
celved 20 billion fruncs for iuproveaent and reconstruction
during the first yeur and 21 billion francs durian; the sec-
ond yeur. However, proportioautely tne rullroud received
& much swmaller share during the sccond yeur.

The zgricultural industry wiiticn hnad received only two
billion fruncs frowm April 3, 1548 - april 2, 1249, rsceived
37T+.2 pillion francs aurin; tne second yeur of the pro_ram.
wmucn of the a_ricultural allotaents during the second year
were lund reclamation projects wnich hud not yet otten un-
der way during, the zuropean Recovery Prosrzm's first year.

Industries sucn as stone, cluy and glass proaucts, and
wiscelluneous uizchirery received approxiumztely the saue amount
of local currency funds during the second yeur as tuey had
during tioe first. wille suci industries as pgrimury aetals,
fertilizers, cheaiculs und allied products, wiscellaneous
mnunufacturss, waterways and azrbors, umerchant and fishing

fleet, rouds and siscellaneous trunsportation fucilities hud

8 -
9dee Taole IV on pp.35-57.
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large progortionute or relutive cnunges even thoush the ab-
solute chun_je3 in soume cuses did not amount to too gyreat a
fisure. 1In zaddition there were z nuaover of new recipients

of counterpurt funds durias the sccond year of the progsrzm such
as the baslc textile industry, the wznulucturers ol food prod-
ucts, the manufucturers of pulp, paper ana gaper procucts,

and the ruober and ruovber products industries.

nowever, all tne first year reciplents of funds did not
show an increase in the amount of funds alloczted as is
evidenced by the petroleuun and coal products inaustry and
asain with the stritegic wmaterial allotment. Durins tne
first year of the pro,ram, petroleus and coal products re-
celved 2.4 billion fruncs from tne fund, whereus, in the second
year they received only 500 .illion francs. Likewise the
anount allocated for strateslc muaterials during the first
year was 10 billion francs while in the sccond year there were
no new funds released for tanls purpose.

Of the 14.38 billion francs classified as for other pur-
poses anu tnerefore not cutegsorizea by tne wconowlc Cooper-
ation Administration as production proaotion funds or debt
retirement, the largest recipgient has been nousing with an
allotment of 13.1 billion. Others in this category are puoblic
buildings, transportation of relief puckases and tourism. All
of these "other purpose" iteus received no allotuents wiautso-

ever during tine muropean Recovery Fro_rum's first year.
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Thus, durin; the second year of the wconomlc Recovery
Prosram over twice as many local currency counterpzrt fund
francs were relessed as during the first year of the pro_rau.
while 140 billion frazncs were relessed auring the first
year (April 3, 1948 - April 2, 1949), 303 billion francs were
recleased durin; the second year (April 2, 1940 - Arril 1,
1950) .99

At the end of the first two years of tne wmuropezan Re-
covery Prosrzam a sreat deal of pro.ress has been aade in
nearly every sector of the Frencn econoay toward attalaing
the goals set by tne Foreilgsn assistance aAct. Frice inflation,
which characterized tne econoay for four yezrs zfter Frunce's
liberation, was apporently checked during 1949. at the in-
ception of the Forei_.n Assistance Act in 1648 ruinous infla-
tion threatened Fruince. Frouw the end of the war up until
the full of 1948 wholesale prices had juuped fifty per cent
or uore over what they had been the precedin. year, but in
1945 wnolesale prices rose only one per cent over 194d. At
tne begsinning of the wconomlic Cooperution Aauinlstration pro-
sram Frunce was desperately weal and grew even weuker auring
1948 up througn the time of the coul strike in tihe full of
that year; In fact there was 2 time when the black aurket rate

on dollars in France was 8cventy per cent above the lejsal rute.

0. . ‘ N
9 For a couapurison as to wh.t tne funds were speat on

during tne first yeur as compured to the second yeur, see
Taple IV oa pp.55-57.
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Abl tas present tluae tne bluci worketing for fruncs i3 prac-
tically non existente.

There was a rapld rise in industrial production during
1949, and by April 1950 was running thirty per cent ahead
of 1933. asriculturzl production and livestock output is
almost back to pre-war production. Tne ".onnet Plan" des-
isned to rehubilitzte Frunce's industry and a_riculture pro-
ceeded ayprroxidately on scnedule during 1949, _.iving furt..er
encourzgeaent to France's chances of becoming self-supporting
by 1932. Frunce zlso increased ner exports to other count-
ries by forty per cent in 1549. she sold zore goods and
services to every truding area in the world tnan she gur-
caused frow tnewm except tne United Stutes. Thus, 1t seens
a3 thousn Frunce's probleua fits what has besen descrived earl-
ier in the cnapter as the third ty.e or cutesory, that is, a
country tinat has restored its productive processes to tine
pre-war level and has the products to trade on the market
~only to find that the area with wnich she is wost desirous of
trading 1s not willing to zcceprt her soods. In other words
France's econowic dileuwma has ciazn_sed from a proauction proo-
lew to a truding problem.9l

Counterpart funds hzave pliyed a large role in ailding

the recovery of Frunce. To see how il.portant they nuve been

1l
Barry Bingham, "Frince a Case study in .arsinzll Flan
Recovery," Vital Speeches of tne Day, 156:477, .ay 15, 1950.
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one nedlsonly to look at the fijures showing the guantity
and allocation of tne expenditures. It has been pointed out
Dy the mconowlce Cooperation aduinistration tnat the counter-
part funa nas providied four-fifths ol the totazl amount used
for electric power fucilities, three-fourtns of the finun-
cing for improving coal aining, one-third of the woney for
rehabilitating the railroads, and in addition nas mzde larse
outlays to brin_; aoout reconstruction in other scctions of the
Frencin economy.92 Over 443 pillion francs in counterpart
funds have been used to ald the French economy since the scon-
ocumic Cooperation Aduwinistration pro run started in April 1948.93
The largest single shnure of French counterpart funas nas
been spent for electric, sus, 1lisnt and power facilitles. as
a matter of fuct 160 billion francs, over one-tiaird of the
entire funds, hive been used for thnis purpose. The rezxson
tiuat such a large portion of the entire fund was alloted for
this purpose is thot French industry nad long been hampered
by a shortizge of electrical energy, and many pl:ints hsad to
close down for portions of the yeur when the gower was short,
taereby further agravatings unemployment. Therefore, the use

of counterpart funds z.ve France a chunce to tzckle the problem

92Midpoint Review, p.ll.
93

See Table IV on pp.56-57.



on a lurge scaule. 3By tne use of tne funds Fraince nas been
able to double ner electric pgower output over the pre-war
limit. Tnis 1s all the usore remwrkable becuuse during the
war electriczl power output hud dropred nesarly twenty-five
per cent., Tae funds huve nelped to finunce the building of
fifty-el_ht nydroelectric plunts, nineteen thermal plants,
and a numoer of daas throu_hout Frunce. It 18 expscted that
oy 1952 the French electriczl energy industry will siiow an
increase in output of aore than one nundred per cent over the
pre=war level.94

Another lirge recipient of French counterpart funds huas
been the coal wining industry. oJuring the first two ysars
of tine recovery progsram it had 80.2 billion francs allocated
to it. Tne counterpart funds iuve been used to modernize tne
mines und boost production. setween 1943-49 productivity
per alner incr:zased seventeen per cent and 1949 coal product-
ion surpzssed every previous year's output excerpt 1929.95

A third industry tnat benefited luwensely from the
counterpart fund aid vias the railrozad industry. The French
railroads were very hard hit by world vwar II. a large por-
tion of thelr stations, warshalling yards, junction points,

and rzilroad trestles were destroysd eltier when the gerwans

4Midpoint Review, p.3. also see sSingcham, Vitzl Speecies
of the Day, P.4T77.

5;.:idpoint Review, p.6.
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overran the country in 1940, or by the allied forces auring
1543-44, py april 1949, 41 billion friunes froa the counter-
part fund had besgn used to help restore the ruilroad systenm
in Frsnce, and partly as = result of this expenditure the
French ruilroads are once uore back to their pre-war stand-
ard. Thus, only a sazll pvortion of the counterpart funds
froa now on need be allocated to the rgilroad'.96

A consideraple portion of the counterp.rt funis—39
plllion fruncs—has been used for thne recovery of asricul-
ture. The rrench funds nuve oeen 3pent for land reclaaation,
iuaproveuent of storz.,e ancd distrioution, and reconstruction
of fucilities dumsged by war. In tie Jawuarsue reslon, walch
wa3 once notnin_ out wasteluznd, French farmers are now pro-
ducing as much as 10,000 tons of rice per yeur due to tne
fact that irrisation from tne Rnone River now wukes possible
the cultivation of thirty-seven thousand acres of this land.
There are also many other irrisation projects, financed by
counterpart funds thuat are allowin; wnat were foruaerly
parched areus now to produce bountiful yields. Aanotiier ex-
auple 13 the 3Zordeaux regsion wnich 1s expected to produce 1its
first buuaper crop as a result of lurge-scale en_laneering proj-
ects. Also in tne Noruindy zrez drainsa_e and clearance

projects huve peruitted crops to be planted for tne first tiue.

96
Ibid., pp.ll-12.
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" In France 13 piliion friuncs from tne counterp:zrt funis
have becen releused for housing projects. French housin, was
In 5 s33d plisht at the incestion of the liarshull Flan. As
an outcome of orld war II one bullaing out of cvery twenty-
two was totally denolisned. The joo of housin; reconstruction
15 slow, but the Frencn sovernment hnas allocuted acproxiu-tely
85 billion fruncs to be spent on nousing in 1550, 22 per
cent of tnelr entire budset.97

Some of the wortny housing projeccts taken on since the
vesinning ol the .iarshall Plan, many of whicn were finunced
by counterpart funds, are the three tioousznd nousing units
beins built in the various coul winin, arcas of tine country.
Also many hoies are bein; built for stecl plunt workers and
potasn winers. It nas been esti.cted by tnre Treach Liinlstry of
Production that over 75 tnousund nousing; units nave been
coapleted since the Foreisn Assistince aAact went into effect.ga

The French counterpuart funds huve also been used to
ald 1ts manufacturing industrics. Altosether 31 billion
francs of loc¢zl currency haive oceen used for tnis purpose.

The reciplent of the lurgest axwount of nelp has becn the
steel industry, especiully in the vicinity of Hayanse, tne
“Fittsbursh of Frunce." Anotnzer arsa that has recelved a

considerable amount of 414 has been the Denuin area which

97Bindham, Vital 3peeches of the Day, p.477.

8
idpoint Review, p.8.
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also has a lurse 1ron and steel project. Jome of the otner
manufacturing industries to which the counterpart funds have
rendered assistunce are: electricul uacninery, food prod-

ucts, stone, clay anu jlass, pulp, pwoer and paper products,

9

e

basic textile, und ruvber and rupbber products.-

Of the 433 nillion francs of counterpart funds tihat have
peen used by TFrance, ten pillion of them were used to de-
velop sources of deficlency .uaterials in its overseas urea.
France has hope that these overseus expgenaltures will pay
dividends in the long run.

anotuner il.portant use to wiich counterpart funds have
been put ia for dlirect financiul stubilization. Aporox-
iwately 10 per cent of Fr.nce's counterpart funds huve been
used for this purpose. The use of countergart funis in this
way has enubled the French Jsovernaent to keep the pank of
France's allowances to it pelow the legzl ceiling, wnlcn as
a result of tne first relszase of counterpart funds for debt
retirement in 1946 had been lovered froa 200 billion frauncs
to 175 billion fr;ncs;loo

In analyzins the use France hus wude of tine counter-
part funds it is nscessary to keep ia awind both finunciul

and monetary stobility and the recovery of French production.

991p14., p.5.

0
Ibid., p.S.
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At the inception of the Zurogcan Recovery Pro.ram it
looked as though Frunce's i chore was to control influtione.
It was reco_nized that 1f tney fuiled to do so there would
be little sense in atteurting to iaprove industrizal uprod-
uction and industriul l.vcor productivity. Tnus, the first
oojective of the countergurt funds was to control inflatione.

Thnere were taree wuays in whicihh tne wconoalc Cooperztion
Adainistration usea tne counterpzrt funds to control infla-
tion durin,; 194_.-492, Tirst, they releused 25 billion count-
erpart fund fruncs to fisht inllution directly oy reducing
tue deot tne rrencik soveruwent owed to tne pank of France.
secondly, tney withheld the greater purt ol the counterpurt
funds for the first six months of the wuropean Recovery Fro-
sram, thus cutting down on the zamount of woney in circulation.
The third astnod by wiich the wconoalc Cooperation aduinis-
tration used the counterpart funis to curb rFrance's inflution
was a3 a4 tool or lever to sjet the Trench Jovernment to pass
nscessary anti-inflationury lesislution. In otner words the
wconowic Cooperation aAdcinistration withheld tune releuses of
French counterpart funds until or conditionzl uzon Frunce's
putting throushn the proper budsetary aeuasures. as a partlal
result of this latter aetnod Fraunce's 1845 budset incluled
nevi taxes, new credit control and fiscal refora ucusures wnd
the floatling of 2 lurge internz2l loan. a3 a purtial result
of tuese three weasures it was possivle for Frunce to stop
inflation during 1S942 and, lience, put the fincncin, of invest-

ment on a sounder ousis.
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Thus, with ianrl-tion auvin_ oecn curbed in Frince dur-
ins 1949 it was poszivle for the mconomlc Cooperution aduin-
i1stration to recleuse counterpsrt funds largely for incustrizal
prouotion. However, it siould be rcuecumvered tihat using
counterpurt funds for prowotion of production does not nave
to be inflatlonary or even have to n:weaneutrazl effect; in
fuct 1T the production industries zre selected properly tuis
metnod will also be anti-influtionury. Frunce is a jood
exanple of releusing counterpurt funds for investaent purposes
without creuting influtionury tendencles.

A8 polntved out earlier in tne chapter tne liurgest
portions of French counterpurt funds have been releused for
sucn industries as electric:l eaer,y, coal uwining, railrouaas,
housing and agricultural launa recluwstion. ISy putting fruncs
into these industries, Frunce 13 buildin_ up tne production
of the country and thus, wzking wore joods avallable for
export plus tne fact that tarou_h tihese industrics France,
nerself, 1s uble to huve uore oous on 1ts dowestic aarket.

However, Frunce will n.ve to tzke furtner strenuous
efforts in the couln_ yeurs if she expects her econouy to
be restored to peruwnent health. 3She will nzve to keep a
constant visil on her public finunces to see thut they are
adeguate for her projsraas as in the last two yeurs the count-
erpart funds can be used us a lever by the United stztes o

et France to pass tne necessuary lejsisl:tion. 1In rejzrd to
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the railroads of France very little countergart funds will
pe needed «3 they are operuting ot ap roxi.ately their opti-
mun rizte., pousing, nowssver, 1s a cifferent story. ..ore and
more counterpurt funds are 50ing to be required for tails
purpose. without the necegsary housing France's productivity
wiil reazin lowe It is zlso eviuent taat, due to the French
rent luaw wilcil keeps reats down in compurison wita other
factors makins up the cost of livia,, Fruince if she 1s oing
to make any strides in allevizuting her housing shortu.e wust
m=ke use of puolic funds.

Additional counterpart funds could glso be relezsed for
tile purpose of increusing productivity, coal aining, etce.
Tne g0zl for French industrial production in 1952-53 is 140
per cent of the 1946 level. If she is 1o weet tnis ,oal it
means3 that output per w=zn-nour in industry will nzve to in-
cresse by one-third over what it was in 1948. This aeuns that
in 1950-51-52 extensive investaents will nive to pbe wude in
Frencin industry. Thus, it staands to reuson that uwore counter-
purt funus are goins to have to be rcleused for such purposes
a3 cozl mining and electriczl energy if tinis productive _oul is

to be met.lo1

dowever, even if France does use 1its counterpart funds
in the wost beneficial wanner und does get her productlon up
to the goal set for 1952-53, ner ultiaste chances for success
still depends on her bzlunce of uwuyuents proolem. If tnls

balance of puyments problei is not righkted by 1952 or 1553

101France Country Study, D.5e
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France's rccovery will still ove a fi.uent of tac i...inution.

UnNITeD LINZDO.:

Due to tne great amount of duwmdase done to tnelr econouy
durings world Jar II the United Kingdoam neceds a consideracle
amount of econowlc aid from the United states. The bl job
that fuces the United Kingdoa 1s for it to "attuin a balance
in 1ts overseuas accounts at an zcceptible domestic standard
of 1livins.™ The United Kin,dom is confronted with this sit-
wtion because of the loss froa invisible itews and also be-
cause she nad to licuildaute wmany of her overseas investuents
due to the war. The best way for the United Kin_dom to 0
about ™attzining a bulounce" i1s to increwse her production,
thus siving her aore 400ds to export. A4s for increusing
production sne will nave to do it oy modernizing her eguip=-
ment for the slaple reuson that she alreudy hus &ll her
elisible wunpower e.ployed.

Another iuportunt problea to which sritain aust find a
solution if sne wunts to wake inerself self-supportin, is the
problem of baluncing her dollur uccounts. o5y the time the
Europeuan Recovery Proram had started in 1948 tne United King-
dom nad sone a lons wuy towurd solving tihe overall-balunce of
trode, but the perplexing proolsea reuained of how snc could
increuse her exports of s00ds and services to the iestern hem-
isphere in order to attuin a bzlunce with the dollur arca.

Thus, it i3 necessury for tie United kinsdoa, if 1t 1s

s0ing to reguin anything rescaoling its pre-war status, to auke



T4

structural chun es in its econowmy. oSritain recognized tnis
problem and 1s attempting to see thit the nation's resources
are used with the priusry ideu in waind of expanding production
to such an extent thuat exports to tane dollar wrea cun ve in-
creused. In addition the Sritisih people are cooperating with
the sovernaent by uccepting ths sovernment's so culled "aus-
terity" pro.raa.

For a century and a hulf the United Kingdoam was the
leading industriul country in the world. Its monetary unit,
the pound sterlin,g, Wa 3 proouaply the wost wiaely used in the
world, and amany countries found it zadvantaseous to tie theilr
currency to the British unit. 1In addition most of the iupor-
tant countries of the world aalnt:ined thelir financial hezd-
auarters in London, anaking it thne buanking ne..dguarters ol the
wrld. The people of the Sritish Isles maulntuained themselves
by importing ruw muteriuls and foodstuffs which they pald for
by exporting invisible items and wznufuctured soods.

The United Kins;dom had the trude of the world pretty
much to itself for a period of years early in the nineteenth
century. However, as the other nztiona of the world be an to
industrialize, sritain could feel the results of coapetition.
The result of this industriz:l coumpetition wus tnat many of
Britain'a exporters lost uurkets to some of the newer indus-
trial nations, especlully where tliese newer nutlons were using

more up to date ww.chinery. This loss of world trude was further
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accelerated by Vworld viar I when Brituin rud to concentrate
on producing for her wartime needs and in uddition huad to
liquidate wmany of her forein investaents uzon which a sreat
deal of ner hil n stundurd of living depended.

After Jiorld War I critain hoped that ker industrial
recovery would pe very ruipid. However, while i1t did recover
to a certain extent it did not do so zt the rate britain nud
hoped for. The next setback to Eritain's recovery was the
world crisis of the taird decude of tne twentieth century.

It wus during tne 1930's tuut the United Hingdom's balunce
of payments snowed, for the first tiuwe, an uctuul deficit.

The United Kingdom wight huve been able to weuther the
deficit in its bulance of payments brougsht on auring the
1930's without any outside assistunce, but the storm broke
when she declured war on jermany in 1939. 4s a result of
world wWar II 3rituin hud to ligquldate a largse portion of her
overseus ewpire. sesides, ner werchunt wurine was hurd hit
by the Gerwman suovmuarines, and ner capitul plunt wus srectly

damnaged by the Luftwaffe's bombing. When the war in kurope

ended on liay 8, 1945 Britain was confronted with a huge def=-
icit in its bulance of payments, even thoush the peogle of
the United Kingdoam hud lived on an austerity pro rza through-
out tne duration of the conflict,.

In order for Brituln to overcome tnlis hug e deficit, as

mentioned before, she must increuse boti production and
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productivity and 2t the sume time continue her prosram of
decreasing im.orts.

To overcome her deficit by 1952 it 1s prealcted vy the
sconomic Cooperation Adainistrstion that 3Britain will huve to
incresse her yearly exports to fifty per cent over 19386, while
maintalning laports below the pre-war level. In addition,
the isconomlc Cooperation aAdministration thinks thut manufac-
turing output will huve to be stepped up forty per cent over
pre-war in order to keep the export zoods up and in order
for Zritain to maintuln an acceptable stundard of livinge

To increzse her productivity and her exports the United
Kinsdom will reguire a sizeavle increase in her capital in-
vestments. The Zconowic Cooperation acduinistration fisures
that venty per cent of the 3ritish sross nationul product
will ve used for cusital foraation during the four yeurs the
muropean Recovery Frosram 1s in effect. If this is true the
resources reauzining for personil consunmption will be at a
minimua,

This luck of resources for personzl consuaption allied
with the fuct thit 211 elisiole workers are eagloyed and thus
have large uwoney lncomes poses a serious finunciul and mone-
tary problem for Britain. To put it another way full euploy-
ment creates relatively lwrge incoaes, but due to the fuct that
the country is exportin_ such a large puart of its industrial

production there remains very little that the British people
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can buy with it. Thus, inflationury pressures are prought
about in the United Kin_doa whnich could _reuatly hampsr the
recovery progsram i1f not handled properly.

Some of the methods that are veingused by the 3ritish
in their atteunpt to suppress infl=tion include: hi_her
drect and 1lndirect taxes, sovernaent maintained price con-
trols and restrictions on nonessential in.estments, the
rutionings of certain consuuaer oods und tne allocution of
scirce iuzteriuls to essentiil industries.

In addition it wus asreed oy the wconomlc Cooperation
adainistrution officiuls thut debt retirement wzs the wost
constructive use to whicin the counterpart funus could be pute.
It was felt at the inception of the .arshzll Plun pro_ram
thut if the United Kingdom used the counterpart funds for
investment purposes it would only zdd to the already strong
inflationury pressures. It was also ajresd by tae jovern-
ment of the United Kin_coan ana the wconomic Cooperation ad-
ministration thit the counterpzrt funds snould be used to
reduce the debt held by the sank of wnjland but that it snould
not be used to buy up sovernwment securitles in the hunds of
the public. If they used the funds for tie lutter nawed pur-
pose, 1t woull =zdd to the alre.Qy prev.lzsnt inflation.ry tend-
enclese.

Thus, 1in the first yeur of the wuropeun Recovery Program
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betvieen April 3, 1543 cnd April 2, 1949, the wconomic {oop-
erition adainistration reicuzsed 107.5 willion pounds of
counterpurt funds for siort ter. debt retireasnt thwt the
oritish Sovernument owed to the sSunk of Lngland.

In addition to tne releases for dedbt retireaent cduring
the first year, tae pconoulc Cooperution adainistration also
aprroved the use of 17,000 pouands for technical assistance
in the promotion of production znd also to the relezse of
25,000 pounds for the inland transportation costs of United
Stutes relief supplies.

During the second year of .larshall Plan aia to the
United Kin,dom from april 2, 1949 to april 1, 1950, thae
kconowlc Coopercvtion Aduinistrition releused 92 willion
pounds for snort tera debt retircasnt, 500 thousand pounds
for technnical assistance zng 549 taousund pounus for the
trunsportation of relief supplies. alto_etuesr apuroxiuutely
93 million pounds were relewsed during the second year of
the program.lo2

Therefore, as of April 1, 1950, the wmconouic Cooper-
ation aduinistrsation his ajreed to tne relezse of 199.5 mil-
lion pounds of counterpart fundis for debt retircucnt =nd 1.l
million pounds for other purposes. It should pe pointed out,

however, thnat since October 31, 1949 no counterpurt funds have

102 ‘ - R .
For a coupurison of the use of counterpurt funas auring
the first year of the Luropeun Recovery Pro_raam as coupared

to the sccond yeur, see Table V on pe.79e.
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been releused for debt retirewent. The reason for tals is
that tne wconouic Jooperztion aadazinistrution is wukiang a

study of tiic effects tie use of counterpurt funas for debt
retireaent hud on a couniry's ialluation, und until they et
the results of tuls study they hiuve blocked tne use of count-
erpzrt funds for debt retircacnt. Hevertiieless, the 150
@illion pounds of counterpsart funas winich huve awccrued in the
special account since October huve scrved as sn snti-infla-
tionary device due to tiie fuct thut thiese funds hud to be
taken out of circul.tion in order to ve put into the fund.

In analyzing the United Kin_doa's use of the counterp.rt
funds one aust keep in wind that the bilggest problea fucing
srituin's economy is tiwt o brinsing its bulince of puyments
into eyuilivriua, especiuslly witi the nurd currency arcus

The only way tiue United Kinjdom cun brin, its bulunce of
puyuents into egquilioriua is to increase its production of
Industrisl und a_ricultural prouucts. However, due to tne
fuct that Britain's lubor force is alrexdy at full ewploy-
aent, the only way industriul and agricultural output cun oe
increwsed 1z by increuslng productivitye.

During the first yeur and a half of the sLu-opean Recov-
ery rrogram it was felt by tihe wconowlc Cooperution aduinis-
tration officials thut the best use to e wude of counterpurt
funds in sritain wus for daebt retirecuaent, that 1s ,overnment

owved debt to the Bank of &n.lund. .43 pointed out ezrlier it
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wud felt thut 1T the United Kinjdow used the counterpart
funds for investment purposes it would only increase infla-
tion. That may .ve been trus at that time; however, vy tne
widdle of 1949 Sritwin had her finuncizl house in fairly good
order, and any furtner use ol tie funds in this wunaer would
not oe using. ticwm to the bpest possivle aavantuases withh this
idea in wind tne Zconouwlce Jooperution adulnistrution offi-
cizls in October 1249 decided not to allow the United Kingdom
to use the counterpurt funus for any further debt retircucnt
pending a review by the sconosulc Cooperatlon aduinistration.
Tils seems lilke a loslcal conclusion on tine purt of the Econ-
omic Coopsrution aduministration.

If Zritain's wonetary and finwncial structure is as
sound as the wmconowlc Cooperation administration officlals
think, and if tne bl job for srituln is to increwse lier
productivity und thus alleviute her dollor sup, it seems very
losical thut Sritain siould use hezr counterpurt funus in soae
mmnner ot.er tnun debt retirceaent.

In order to facilit.te best her recovery it seeus as
thoush Zritain should uses the counterpurt funds for increas-
ing her industrial and agsriculturzl productivity. This could
be done by allowing releuases for tne l.proveuent of coul wining
and other extractive industries. 4lso, with the shortzaje of
livin_ accoamodations a lurje scale housing program could be
purtially finunced with counterpart funas, thus aiding prod-
uctivity. another 0o0d use for whicii counterpzrt funds could

be rcleased would be the l.uproveusent of murketin. wethous. If
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tne United Kinjdom expects to increcuse her expgorts to the
destern hHeulspnere sne uzust ilamprove her pucksising und aurket-
inj technnigues.

However, as was the cise with France, even if the United
Kingdom does do as much as 1s huwanly possible and uses the
counterpart funds in tne wost bpeneficizl uanner, the results
cannot oe consoliduted unless a solution 1s found for the
mlunce of puyaents prooleu. Inereiore, sasland's ulti.zte
recovery will depend a 4o0od deul ugpon the United Stutes!

egconoanic policy in re;.rd to tariff reduction.

W L Terli GulanllY:

Prior to Jorld wur II Germany runked near the top in
industrial production. Her inaustrial runk was due to the
skills of her populuition, however, rwther than to any sreat
potential of naturual resources. MNevertheless germany did
rank first in world production of orown coul and second in the
production of electric power and steel. 4Wlth the exception
of coal, however, sermany had to import tne lirgest part of
her raw materials and in addition much of her fooustuffs.

Even as lute as 1939 seiwany was prouucings only el hty-three
per cent of ner own fooastuffs. In order for Feruwany to bule
ance her accounts sne hud to export lirge amnounts of 1lndustrial
eguipaent.

when the war ended in surope on way 8, 1lv45 the seruzn

econowy hud for all pr.ctic.l purposes collupsed. Industrial



production was pr.cticually =t a stanistill, und 2t the suue
time the luports upon wnich thne country wus: degendent vir-
tually ceased. It was appurent thut a _ood dezl nud to ve
done before any sort of recovery prosr:: coulu take shupe.

Followin, tne german surrender in .ay 1945 it was de-
cided in august 1545 at Potsdaa that the territory of Jjera-
any east ol tiue Oder-ieisse River wua3s to De under the juris-
diction of the Polish Jovernaent. The reuauinin; area of Jerm-
Yy Wwas purtitioned into four zones of occupation. In the
Potsdum agjreement the allies huad prouised to coordinute the
zones, aauainistering Gerauny as an econoailc unit, out aue to
tne inapnillty of tihe four occupying powers to work out any
sort of an a;reement it was not long before ewuch zone nad
become an individuul and separate economic entitye. seraany
remained in this guartered position from Aujust 1945 until
the middle of 1G46.

In July 1943 the Comuunder of the United Forces in
surope, under orders froa Secretury of State Jaies gyrnes,
formally invited the representztives of France, Jreat osrit-
ain, anda tie soviet Union to a quudripzrtite conference to
discuss plans of estublisniing the econoulc unity of serwinye.
However, Jreat Britain was t.e only one of ths tarce which

would o alon_ with the United ostates for tuls purpose.lo3

1O3Arnold Brecht, "Re-establishiing german Jovernment,"

The Annals of the American academy of Political and pociul
Science, 267:31, Januury, 1550.
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Tnus, out of tinis decision cwie ths econouaic uerser of
tne United Stztes and the United Einjdom zones. 4Actually
it took until the end of 19435 before the merger was fully
coapleted.

Twice during 1947 tae forel n ainizters of the United
States, Fronce and sreat srit-in wet in conference with tne
representatives from the Russian jovernaent and a_ain tried
to work out a solution to Jerwman econowlc disunity, out to no
availl, However, early in 1943 the tnrce western powers were
able to re.ch an a_ rec.uent auon tnewselves for tie estavlish-
ment of a seruan federul overnument in tneir combined area,
and if Russii wunted to consent to it tuey would zzke it a
guzdripuartite sovernuent. The Russluns were not willing to
9 alonys with tnis groposul, but after a rext dezl of dis-
cussion, devszte, ana dickering on the puart of the three west-

ern powers, tine lNew Federul Republic of germany (Zundesrepub-

lic Deutscinland) finully eucr,ed in 1949,

iWestern Jermuny is confronted wita thnree wajor prob-
leus. Tirst her physicsl plant has to be rebullt in oraer
that she may produce tis s00ds 30 necessary for ner existence.
Secondly, she must reorjinize her econouic znd political
institutions, and tnirdly, shec aust find soze wuy 1o overcoae
the dichotoay crexted by tne segumtion of the wmustern territory
from the wezstern. Tiils sepuration of seruuny into a sestern
and mastern ares has virtuazlly stransled the econowy of the

country, due to tne fuct that the wWestern sector is lursely



Industrizl and tice wustern sector prodoainuntly agricultural.

Tne dewo_ruyhic stztistics on wWestern sermuny siow thot
the population of this sector nas increuscd trewendously
since tne termin:tion of hostilitises in 1945. This increuse
in populution would not be so serious if 1t were not that
the agriculturs:l potentiwl of the Wwestern area 1s extreuely
liajted and in addition, due to the FPotsdaum arrzngseaent, nuch
of tae necded fooustuffs frou the Oder-lleisse area zre not
sPing into ths Allied 3rea.1041n order for Jestern Fermany's
populuztion to muintuin 1tself it aust ixzport nearly nalf
of its basic food diet. 7To pay for tnese luported oods it
aust raise the level of its exported products to well =zpove
pre-war stundardse

But now can sestern ermany ralse the level of 1its uan-
ufzcturing exgorts? It was with this guestlon in amind that
slarshull Plan counterpart funds were releused to Western
Germany in 1949.

During the first yeuar of the recovery prosrun in ger-
amany, very few Deutsche .iarks were released. Of tie 196.1
@illion Deutscie .larls tnszt hz2d uccumulited in tue counter-
part fund for tns Bizone's use only 1.7 aillion were approved
and released for utilization within the Sizone. Tis total
withdrawal of the first ye:zr was spent for the trunsgortation

of relief puclajes.

1045ee p.83.
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In the first five .ionths of the second year of thne
warshxll Plan there were still no major withirowals of
counterpart funds in the =Zizone.

It wu3 not until sectz.aoer 1345 tuut the wconomic Co-
opezrtion Aduinistr:.tion a_reed to the first importunt with-
drawszl of western erauny's counterpurt funds. This first
major relcuse called for the utilization of 151 wmillion
Deutsche .arks. OCf tais awount 50 xillion Deutsche .larks
were earmarked for cuplit:l investuient loans to couxl wine op-
erztors in the Ruhr. Aas pointed out oy tne mconowic Cooperu-
tion adainistration, coxl output has wade rapld strides in
wWwestern Jeruuny since 1945, out in order for production tar-
-et3 to be met oy 1952 even lurger exnendltures will be re-
guired. =cesides the 50 willion Deutsche .urks allocutea for
cozl awining, an additionwl 44 uillion Deutscie Lizrks were
relexzsed to provide tne cauit.l necded to couplete a new
rovier stution in the western zone of serlin. Tne coangletion
of this rower stution will .uvlie the westera zone of oserlin
independent of tne Aussiwun sector's power, und it i3 expected
to suve 175,000 tons of co:l annuwlly for the western sector
due to its efficiency of operution. In addition to the with-

ruwal for cozl minin; and electric=l eacrsy 40 .uillion
Deutsche ..arks were releused for railroad construction and
lusiproveuaente.

After the Trench zone vwws fused with the _izone in vec-

ember 1945 to fora the Federul Republic of seruuny, the
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Econoulc fooperstion Adainisziration asscnted to thne with-
ar.wal of lurje cortions of Deutscne larks for investment
purposes. '

At tie nldpoint of tie four-year suropesn Recovery Pro-
srwm destern jermany acs witharuwn and a2lloc:ted 1,405 wil-
lion Deutsche ..arks froa tne countervart funds. Wnen one
rexembers how mucn wWus releuased the first year, tnis figure
loons very 1;r5e.105

Tne purposes for winich witndrawals hiave been mude nuve
been c.tejorized by the sconoculc Cooperztion aduinistr:tion
into two wajor _sroups: (1) promotion of prouuction or invest-
ient projects anc (2) otasr purposss. Of tihe two cutejories
the investaent projects received the lurger awmount of count-
erpart funds, 869 nillion Ueutsche ..arks 23 comp.red to 536
million Deutsche .Larks for so culled "other purposes.™

Approxi.otely 220 willion Deutsche .arks or one-fourth
of the western Jeraany counterpuart funds rcsleused for invest-
ment procduction aove besn chuaneled into projects for rebuild-
ing and expanding power plznts in order that thne industrial
production of jerm-ny c.n recovs 2nd alonj witin it the Ger-
{Nan econoiny.

The coal aining industry hzs also recelved a large slice

10 , e s : : '
5For a coupurison of the first and second ysur vilth-
drawala of locul currency counterpart funds in Western geraany,
see Tuble VI on pp.83-89.



§ SIUIT24TN08 JBTTOYy, 40 9C°*d 930u300] 3ag

/P

*OC0T ‘TT Todo,; ‘fpunyg Fucsduejuno) AdUsdany T3c07 "mo&zom\o

3 esqunows 139£ 35J]J SSOT T8103 J28f o&a\q

*T{ol ‘T Tiwdy ‘Trang jacdadjunoy ATUSadny TEo07 "mogsom\ﬁ
2°'c W.MH c°s L°¢T —— - . Bwa s fe J993N
6°1T 5°Gi; 6° 1T 5 6h - -- 39974 SUTUSTH P RuUTYOLL;
1°LS 261 1°.5 ¢*612 - - 5873711087
asnod ® ‘523 ‘0TJ309 17
20 1'% 3°0 7°% -- - §5aNn303JNUBT *0S”
£*0 ¢ 1 2°0 g1 -- -- §30Np0Oad JI99qNY B I9qINY
50 1°e 5°0 T°2 - - gqonpoag
J9dzg pue aadzg ‘ding
L°0 T°¢ L°0 T°% - — 872307 AI2WTJ,
£°1 3°G ¢°1 9°G - - g3on
-poag ssBly B ‘Lel) ‘ou0jg
L1 1°. L°T -l - S 89 TTIX9T OTS=2-
oAl 761 9 2761 - =" . oI
~5Ja841 30e0¥a3 ‘eT30TuaYL
2°h 1702 8 i T°Cc - - . TeoTa3
~097E 13dooxa ‘Aadugyoer
10T O i 70T 0’1 -- -- Lasupyoay T230TJa309 13

81 ¢ G2 T c°*Ce - - sqon
\ j -p0ug T=0) % WneTod3dg
£'2c p " T0T z'%C »°TOT - - BUTutT T20)
9°6 2°0q 3°0 2 G -- - T2ang noTaly
0°Cle T°0%g O olo 1°6%5 - - U0[30Nz0ud 40 UOT30L0Ig
(SUOTTIT.) (. 40 (SUoTTLwI) (i@ o (SUOTTLTW) (i 40 EERN
jus IBATNOH BUOTLTTI) 3uLT8ATNOE BUOTLTT.I) U9 T2ATNDF BUOTTLTTIY)

J3TTOQ AOUSJaJano T2007

J2TT0g Lousaand Tsd007 ~/pE811oq Lousaand =00}

\cﬁmvoa SEED TN

/qQa0 T THuy = bl e IV obioT e ady = gyol'e udy

AlV.iiaaD Ned

Ledu Ad SANNY LEvdaadNAOD JO S

IA H12VL



89

n *83USTBATNDS JTTTOP, JIO0F 9z °*d 93CU300] 93¢

0007 CEY UsTy §5871

/

/2
*OCOT ‘1% USds,] ‘Spurny jaudaojuno)y Aotodan) 1@corq nmossom\o
*squnowg avel 35JTF 8S9T 18303 Jed4k oaa\n
*Cicl ‘C TTa0y ‘STung Jaodaequro] fouddan) 10007 “moaSOm\a
c ez o 40T c ol c Loht 3°0 [T STORBIR UL TB5 0]
c'0 0°T c°0 0°1 - - _ bejngraystpup
/(3) 1°0 /(@) 1°0 - - SsuUTpPTINg oTTaANg
1°0 ¢°0 1°0 ¢°0 - - 1S TJNO]
8°c 1°0T 02 T 8°0 LT saleyoug JOTT
-8y S0 uogizlIOodsuRIy
G°L 9T Gl 0°1¢ - - Busnoy
iR T Lealy e T M.mm: - - 8I9q1cAYT
ucnaon 03 sjusuwfeg
0" 5L 2 G5 C ZGL TTES 2°0 A §350ddng I3 U3¢
1°49 S°0lc L ORTE $°0Le - - PeInqgT.ays foun
9°0 o.m 2°0 0°c - - SJI0QUI2H % SA3ma933m
T°2T it L T°21 7° Ty - - SpBOJTT?
(SUCT L) (.0 +0 (o WO P LTTLy) (: 0 (SJOTTLT) (& 20 asn

JUOTBATNOY SUOTTLTN)

JU9 T2ATNOF BUOTTLT.) JusT2aTnog BUOTTTT
JSTTOQAOUSIUND 3007

J3T10¢ £ouUvuuand Tz007 /p4e110Q £oUddand 12007

/o LB30L I39X 0L /q0=oT ' duy - oxbl e ady /0O T eI — ghol L ady

mema——
———

p—
——

—

alVidad NasdShi A SANAL LavddEaNAGD 40 E5

(benutguoc) IA FIIVE



90

of local currency counterp=rt funus for the wouernization
and rehupillitation of wuines. Iy april 1, 1950, 102 wmillion
Deutscne .arks nud vecn relensed for tuls purgose.

Lar,e suud o7 locul currency funws nuve wlso beesn wwde
availluple for cucivul investuacent to firus in essentizl in-
dustries. altojether Luauluacturing industries nuve received
125 willion veutscue .arks wita the celcctriczl unc otner
machinery, petroleunm wnd cowl products, chewlceuls, vnsic
textiles, uzund culldin. uuteriils incustries belng the lurgest
recicicents.

Anotuer lurge se_wesnt of counterpurt funds izs veen
released to assist agriculturul projscts. osowe ol the iu-
rortunt projects incluied in tine ajricultur=zl pro_ru.a ocuve
been the arzinu_e oIl lowlund zreus, reg=tristion of vualified
refu_ess, und louns to ricedy farumers to nelp them set pick
on their feet aai re-estaollisn tiiclr productlon.

Other i.portunt recipients of Larsn.l. Plan counterpurt
funds categorized as investacent projects were raillroacs

;ront or 41 willion _eutsche Marks, werchunt and

~

with a
fisning; fleet 50 million Deutsche .arks and water systeus 14
willion Deutsche .arks.

Of the 535 .willion Deutsche warks releazsed for otner pur-
poses the lurgest portion, 4ve willion Deutschie ..arlks, was
used to provide funds to puy Jerman exporters for _ooas they
sent to other countries under drawing ri_nts sxtended by ger-
many under the intra-guropesn payusnts plan. 7The occupled zones

of seramany prrior to the foruution of the serwan Feleral Repuvlic
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were regulreld to ae.o0zit locul currcncy into the speciul count-
erpert accounts to .autcn conaltionul ala proviced vy the uars-
hall Flun, =3 well us for tae _r.nt il veneflts. However ihe
other purticiputing countries (since vecesber 1949 this in-
cludes Jesatern serauny) deoosited loc:l currency into thne count=-
erpart fund only for _rant aid furnisned by the wconowilc Coop-
eration aduinistration. 43 stated acove these deposits wude

in Germuny of funds aatchin wconoale Cooperation aduinistration
conditional 4id were used to "auke puyaments to exporters for
intra-guropean trule, and were witicarown only uzfter specific

106
Kconomic Cooperation adainistrztion zuthorization.™

The only other lurse penefuctor of counterpurt funds uncer
t..e "other purpo.es" cute_ory wus housing. The nousing prosraa
1g to furnish housing for tie low incoue sroups, wiho, through
tielr lick of zdequute nousin,, have not been acle to proauce
adequately the goods nccessury for Jeruzny's recovery.

In any analysis of how the counterpurt funds were @na are
beins used in Western Gerwany or how they should hzve been used
1t i3 necessary for the student to keep uppermost in his thou_hts
the fuct th.t Fermuny's basic provleu during tne first two yeurs
of tiic Europeun Recovery Pro_ruu wus to rebuild her ghysicul
plant that sne wi_ht produce tae 50063 necessary to her survival,

It should also Te noted thut the wmconomic Cooperation ad-
ministration did not releuse any counterpzrt funds until well
after the seruwun currency refora in June 194¢. In other woras
tiey were fuly sure thut any funis releused for investment
purposes would not a._ ravute inflation to any sreat extent.

The uses for which counterpirt funds ihwve been relecsed

10
6Midpoint Review, p.l4,.
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in Wwestern sermuny h.ve for the wost purt shown z sreat deal
of insi_ht on the purt of ths wconoulc Cooperntion andainis-

tration. Juca iniustries ws electrical encrgy, coal aining,

2

asriculture, and roilrocds, the li.rjest reciozientis, are ex-

H

cellent iniustriss for wiicin to e¢.uploy the counterpurt funas.
However, there nave not been enough funds releused for hous-
ing projects. 35y tne fullure to releuase sore funcs for tuis
FUrpose tiere has Lrown up a serious nousing snortuge. Tils
housing snortuse hus uffected western seruany detriwentally
in two ways: (1) it hus aude Jestern seraany's wznpower
immobile and (2) it hzs indefinitely postponed the trunsfer-
ring of refugees and otner jeruan workers to the right spot
In clezarin, up the sluas. In .ddition to tne rclecse of
counterpurt funus for nousing in Jestern seruany it hzs been
pointed out by wuuny experts tuut there should be a releusing
of funds to develop new processing industries, and also for
new capltul equipment.lo?

Thus, it cun be seen why the wmconowmlc Cooperation aciiin-
istration nus agreed to relezsse counterpazrt funds in iiest-

ern geruzny lurgely for invegtaent purposes.

17aLY: 08
Looking at Italy's economic developument during the lust

taree gquarters of a century, it is possible to ouserve cersain

lcg“&ermuny“, atlintic lionthly, 184:11, July 1349.

108
Tnis amcterizl on Italy's economic condition.ls tuken
lir_ely from .conoalc Cooperation sdainistration, Ituly Country

~

Study, Jashinjton D.C., Feoruary 1949,
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features which _ive an insi_ht as to why Ituly's condition
at the present is such a3 it 1s, uzna wlso waat the future
prospects for the country aure. The Tirst of turee feautures
opservuble 13 that tae nuader of e¢li iole workers hus _rectly
exceeded tae guuntity of jobs wvillable to tnese workers,
32condly, zsriculture hu3 remuined the chief foru of
enploywent and source of incouc even tnoush & lurge purt of
Italy 1s not even conducive to a_ riculture.

A talrd recson for Itsly's £lint is thzt incustrial
expunsion nas not kept puce witn the lavor aurket. Taus,
tae pre-war per cuglta incowe in Italy was considercvly less
tazn 1in Fruace, Jeriazny, Jreat sSritain, and the United ostates.
.oreover, even within the country itself tiuere wus a consid-
er.cle dispcarity of econo.ic develogment znd industriization,
winlci 1s borne out by the fict thzt the northern part of the
country na2s a per czplta incowme nearly douvle thzt of the
southern provinces.

It was largely for two rezgons thut Italy's econoulce
development was retarded especisally in coapzrison with the
United stztes, Geruwany, and sreat pritain. The first reuson
siven for Italy's slowness 1is that she did not nave thne nat-
ural resources necessary to umake ner a first class industrial
leader. The second factor returding Ituly's _srowth wxs the
fact thzat she did not unify politiczlly until very lite, tihus
delzying the development of industries and the foruation of

capital.
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Itzly's 1luck of natural resources coupled witia a very
Gense population anu a low per czpolta incoue ncturally .wsde
her dependent ugon foreiljn .arkets and sup.lies. However,
due to ner l.te entrunce onto the .odern industriul 3tue,

Italy's industry arrived on the scene just when econouic nat-

C

lonalisa and protectionisi were ove_innin_ to pluay such a
dowlnant roles in wmuroge's thinkin,. Thus, Ituly's industry
was restricted a4t the very time when 1t snould nwve been
alloved to expznd.

Italy's letharsic rute of industrislization as compured
to the rate of populution _rowth und her a_riculture's in-
«bility to ubsorbp uny uore of the lubor feorce hnus cauced a
lurge seguent of Ituly's population to ve inuctive as Zar as
renuuerative work 1s concerned. Thils 135 porne out oy tiae
fact thut wihile Italy's gopulation increuzes by 200,000 a year
the avera_.e number of new jobs avuiliple euch yezur auounts to
only 50,000, Therefore,it 15 easy to see wiay she nas so
awny more workers than joos. The situation hus been furtier
assr.vated by the f.ct thaot since 1913 tiie nuuwber of geople

eniruting frou the country ans vesn _rsuatly restricted largs-

countriese.

It was in the years vetween world aur I anda IT taxt
larae—scﬁle urbuan une..loywent becuude wost veaztious. In tue
latter yeurs ol thils geriod a _rovin, de_rce oI undereumploy-

ment 1in Italiun wjriculture zlso becuue noticeszble.
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Thus, it is eviaent tiut Ituly's uneurloyuent problem
is "chronic" ratiher than "cyclicul,™ wnd that this zroblem
hias come avout bscwuse joos have not pecn =2ble to keen us
wiltha tne _rowtn of tae workin_ sopulution.

puring world Wur II Ituly's econouy wWu3 Shnttered to u
consideruble extent. Thne cause ol its shliztterin, wa3 due
not only froa ziysical punishaent, cut also froa inflution,
tie terailn.tion of tridling asrecucents, und the couglete
bre.kaown of Ituliun _ove.nuent und adwinistruation.

Tne postwar rsconstruction job in Ituly divides itself
into two problsus. The first, wnici is a short run proolem
is one of settings the existing incdustrial plint into full
production. The second provlea 1s wore aifficult in tha
its objective 1s to overcoume soaething that hzos been preva-
lent in Italy for yeurs, nouiely tunt of correctins the dis-
purity vetween tne numoer of elijivle workers znd tne nuueer
of industriul and non-w_ricultur.l jous. The guropezn ne-
covery Progra.a hopes tihat 1t con help to find « solution to
tiese probleaxs.

In 19456 znd the srewter pzrt of 1947, Ituly's industrial
output increused considerszoly over whait 1t n.d been auring the
w=r. In fuct by October of 1347 proauction hud reachned wbout
90 per cent of whut it had been in 1935, The supply of ruw
mcterizls and coal restrizted production somewnut, but this
was ofiset by tae strons influtionwry pressures, the rapicly

rising prices, and the conseguent growth of lirge inventoriles.
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However, durin; ths lutter p.rt of 1947 the Itulliun govern-
aent initizted strong anti-inrlutionury misuasures, whilcn in

turn cwused a 3harp drop in prices and conseguently product-

ion fell off. 1Ilevertrneless, slince tne inception of the
guropean mrecovery rro_r:un in tiae spring of 1945, industriul
proauction in Ituly nas becn increasingge

It was evident to the mconoalc Cooperation aduinistra-
tion officials in 1940 thut if they wanted to aild Itclian
recovery, they would nave to find some vizy to restore indus-
trizl activity and alon_ witih it the foruation of new cap-
ital. They suw tnut 1t wuas all ifagortant to Ituly thnzt both

industridization and a.,ricultural developument should be accel-

erated and thzt wore zdecguate trunsportation fucilities Dpe
made avullavle.

Under tnese conditions it was felt by the Zconowlc Co-
oper=tion Adainistration Adainistrator and the Ilational Ad-
visory 3ourd tnat an investment prograa represented the most
propitious use to which the counterpart funuas could be pute.

burin; tne first year of the Forei_n Assistunce Act
only 23 pillion lire of counterpzrt funds (eguivilent of
43,7 willion dollurs) wus actually used by the Itzlian joverrn-
ment. Tne first year's withdr:wzl wasg used entirely for fin-

< 10
ancing r.ilroud constructione. 9 There were, hLowcver, relcuses

10
9The first year withdr.owals were made from counterpart
fund ?ccruals under Public Laws 389 and o4 (=ightieth Con-
Sress).
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approved in princigzle oy the wconomic Cooperstion aduinistra-
tion for nutionul ovuiset purposes, Lut thney were :imude supject
to further review before tis country could actuully withurow

the funds.

Durin_ thc second year of the iLuropean Recovery Fro-
o, tne uuount of counterpurt funds releused and actually
used cume to a totul of 69.5 villion lire. The lurgest
reciplent was the r.ilro.d incustry with un zllotment of
256.1 billion lire followed by w_riculture witn 12.3 billion,
housing 8.5 billion, merchunt wnd fishin_, fleet 4 billion,
heulth and szaitution 1.2 oillion, technic:l assistance 500
willion, wnd 13.1 billion lire left unaistributed.llo

Tiius, by tne ena of tue Forein assistunce sct's sec-
ond yeur of activity tie Itzlian jovernment hws used 97.5
billion lire or the eyuivalent of 152.5 willion dollars for
the rcehibilitation of its economy.

50 far 54& willion lire huve been used by the Italian
sovernment for the renwbilitution of thne Itulian state Rail-
wayse. wmven thougn tihe Itulian roilrocds huve aude a reat
deal of recovery since the war, they still nsave z long viiy to
to before they rec..ch thelr pre-wur condition. Tne lur_est

part of the 54.1 billion lire rele.se nus bewn used for tihe

replucemnent and repuir of rollin, stock.

lloFor 2 couwgunrison of ithe first ani second yewr withdr.w-
als of loczl currency counterpurt funds in Italy, see Taole VII,
on p.98.
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Tiie second lurgest recirient of counterpurt funus in
Italy nas been the u ricultural ingustry. Tihe totul sua
relessed for a_ricultural rpurposes n=3s veen 12.3 billion
lire., The zgoriculturul pro r“¢4 under tne murdopeun Recove
ery Pro_ram in Ituly Zauve besn designed for two purpgoses,
first, to incre.se food groduction, wnad second, to create
Jobs which will counteruict tiis serious uncuployuwent crob-
lem. 3Soxe of the walor grojects tast huve been talien up in-
clude 1l:ind reclasation zrojscts in thne Volturno river villey,

ne islana of 3.rainia. In tiis

6
ct

o)

«

).AA

the 3Sele river arcz, an
process of reclaoanstion swunps will be droined thus helping

to erudicute uuleria, purched arsus will be irri_ated, znd

in otuner arcas flood control wewsurca will pe c.rried out.
agPicultur.l projects alrs.dy uncaerwvay in Ituly snould in-
crezse procduction on aprsroximztely 280,000 acres of furm

land and directly aid 70,000 farms. At the time of this re-
portin_ most of the zsriculturzl aid nus taken plice in soutn-
ern Italy.

The other lurge reci_icnt of Itullan counterpirt funds
wus the housing iniustry wilen received 6.5 cillion lire.
These housings counterpart funds couprise a portion of the
350 billioa lire housing prosraams tnet Italy huis :et up for
herself, projects in whicn she hopes to construct $00,000
roousS.

Otaner i.portont uses of Italiun counterpurt funds in-

clude: tue werchunt and fisaing fleet industry, the tourist
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truade, the purcnuase of scientilfic equipaent for resceurch
purposes, z2ad tue growotion of hezxltn ana sanitution.

In uddition to the 97.5 villion lire :=ctuclly relewszed
and used oy Italy an zdditionul 90.1 billion lire hus been
approved for witndarawal, out zs of april 1, 1950, hud not
yet been withuruwn. OFf this 80.1 oillion lire, Go0.3 billion

23 oeen ezrmirked for ruilronds, 9.4 villion for z_ricul-
ture, 1 pbillion for technical assistance, 1.2 billion for
heulth and sanitution, 300 willion for housin,, 400 willion
for wiscelluncous socizl services une the remzining 9 pillion
clagsified as uniistriouted,

The importzant ithkings to reuoeuber when analyzing the uases
of counterpurt fun:is in Italy is thut tie first problem to
be overcoae is thot of setting the existing inliustrial plunt
into full gproduction.

Witn this icea in wind tne mconoulc Cooperution Aduin-
istrution hus released counterp.rt funus for tne reconstruct-
lon of ruil fucilities, asriculturzl rehcpilitation, silp
reconcitioning and housinge.

The counterpart funds thut tie wconowile Cooperution ad=
ministration released to Itzly during the first two ycars of
the Europeun Recovery Fro_rum were for worthy projects, but
tney were not eanou_h. During the remuzinaer of t..e zuropean
Recovery PPQJPJm aore counterpart funds snould be rceleused for
approxi.ztely t.:.e same purgoses as for the first hzlf of thne

pro_rame
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Tne Itullun railroud systean i1s still o long way from
its pre-wur cucuclty znd tinus needs u .re.nt ceuwl of wiu,., The
azriculturul industry still neeas wuny ziditionxl funus es-
peclully for lina recluistion. .ore funas urce also reguired
for tne hmousin, pro_r.u, for without adlcquute housing product-
lon will be consideruply lover thun 1t would ve with _ood
hiousing;e.

It is eusy to sce why Italy has uszsa tnre lurgest port-
ion orf 1its counterp=rt funi releuses for production pro-
motion ruther then uebt retircuaent. In tne first pluce Ituly
took rather drastic mewsures 6n her own eurly in 1943 to halt
the impending postwar inflition. osne nade 1t evident to the
mconoiulc Cooperution Adwinistrution that it coula o uncud
ané relewse counterpurt funds for investament purposes without
it provokins inflation. A seconda reucson for the rsliease
of the funds for production proaotion is that at the end of
the war there were over 2,000,000 unearloyed wen in Ituly and
tue only possiple way to set them any work wzs to increuse

iniustrial proluction. However, as pointed out before out walch

[

peurs repcating, the wconowlc Cooperation adainistration

increuase

£

releused tne funis only to industries which coul
procduction and tiaus alleviste any tendency towurd inflotion
by puttin, wore gsoolds on the warket. A third re.son for the
sconoaic Cooper=tion administration's nuving released count-
erpart funus to Ituly for prouuction purgoses is thot Ituly

3till needs to iusort lurse quuntitics of _soous from the dollur
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arew, ana 1f sihe 1s to opecowe self-suz.orting oy 1952 or
1353, she will hreve to buila up her own zroauction facil-
ities in order 1o tr.de with tae doll.r =res for
she needs.,

Italy still has a very lons way to 50 to Decoue self-
supporting,, out there nave pezn sowe si_ngs of sucess Qf

winlch the counterpurt funus can tuke purtial credit.
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LU RA=8SURUFPLAll FLLLL Ty TLall

In Chapter II brief re¢ference was wmude to the intra-
suropean paywents glan. This plun is an importunt and vital
part of the Eiinomic Cooperation Adainistrztion counterpart
fund device.l

The Agreciment for Intra-guropeun Fayments and Compen=-
sation as it 1s forumally known 1s one of the wost si_nifi-
cant results of cooperutive action on tae part of the European
nztions to dute.

Prior to world war II ths <uropeun Recovery Pro,rum
countries carried on forty to tifty par cent of tuneir total
tr.de petween tacuselves. In fuct pre-war imports of the
participating countries were four tiies _rcater from each
otizer than they were from the United 3tates. JStarting at tne
outbreak of wWorld War II the United States fast caume to the

front as a supolier of goods to tne puropeun countries and by

111
Complete fisures on the respective a2id _Liven to the

inaividual participating countries under the intra-kuropean
trude were not avallable. However, as the intra-guropean
ayuwents plun is an integral and important part of the count-
erpart fund device 1t was felt that some explunation, at
least as to how the pl-on works, was geraune. The adount of
tr.de actually financed under the Intra-guropean payments
plan was agproxiustely 675 wmlllion (fourteen per cent of

tne total Ekconomic Cooperution Administrstion aid) during

the fizcal year 1943-49, und aperoxiautely ;600 willion
during thne fiscul yeur 1349-50.
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1947 was supplying the participuting countries with neurly
as auny _J004s =8 they were gsetting from e.icn other. However,
py 1946 iavorts by the participatin_g countries from euch
otner were over 1ifty per cent JSreater than what they were
recelving from the United Stutes.

From the ubove stutewents it cin be seen that trade
among tne European countrics ia still of imxgortince. gSome
of tne wain itews of tr.ue include coxl, potusn, and iron

re from Frunce, woodpulp und iron ore froam Sweden, fruits
and vegsetubles from Ituly, =s well as wany otazer items too
nuregrous to wention.

Tne Job thut confronted the Europeun countries in re-
sard to reviving mutuxl tr.de loomed very lirse at the end
of the wzr. The conditions ana wmechunism thut n.a opeen tae
ousis for wost of murope's trude were aestroyed curing the
Wwar. Frice systeus were extrewely out of line, with bluck
markets predominating in many arsius. The currencies of the
various countries were for the most purt inconvertible, and
exchunge rates were lurgely artificial. In acdition tie res-
erves in 2£0ld and hard currency were hcld by tihe country who
was fortunzte to hiave tiem in order to puy Tor tane all im-
portunt soods froa the aoll.r zreu. Wwith these conditions
1t cuan rcudily be seen why taoe muropeun countrisgs resortea
to truce znd puyaents ajreesuacntse

Under the traile and puayuaents ugreeacnts the puropean

countries excnun_ed srecified cutegories of joods. Usuully



105

these uw reements were of a bdilotersal nature, =nd calle& ior
0043 to pe shipped from onec nution in turn tor goods irom
another naztion. ¥For exuuwple 1 country A, accoraing to tine
Pilaterul =z sreements, shipped a _reuter vulue of Joods to
country B thun it receivea from country B, then B haoa to mike
up the balince by sronting A a line ot crealt for the balunce
to be uruwn on the centrul punk in country 3. These re-
ciprocul credits eliainsted the day-to=-day buluncing of
accounts, and perwlited the a_reeuent countries to obuild up
creditor anu debtor positions over a period of tice.

As crude as the trade and puyments asreeanents were they
aild revive intra-puropean trude for o short period of ti.e,
however, 1t was not lon_ bs:iore the systeus proke down of its
own welzsht (1947). Durins wost of 1947 practicully no
progsress was wmade in the expansion of intrz-kEuropean tr.de.
It pecame wore and aore ailfticult tor the countries to
settle thelr bulunces, uand at the szme tiame the Western
muropean nations were tinuing it more ailfricuit to tinunce
their ncecessary curcaases frow the wWestern Heulsprnere. Aas
+ result of thls the devbtor countries in Western Zurope be-
came adawant zbout trunsferring ;old or cdollar bulunces to
settle thelr wccounts wita the creditor nutions. Thus, the
creditor countries would not extend new credits to the dedbtor
nuations. As pointed out by the mconomic Jooperution adainis-
tration "what hud once seeued so desiraole 10 wost countries

as to be terwed a 'fuvor:ble' bulunce of tr.ds ww.s now
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renazed ‘unrequited exports' and was considered us the worst
of econoalc blundera."ll2

With tr.de between the countries of iestern Zurope re-
tardsd becuuse of un inability to get togstaer on a means
of puyment 1t became very i.port.nt tiauet some sort of un
arrangenent be aade wnerevy the Zuropeun countricss could find
Sode basils to trade with euch other.

Wit tals idea in minua tne Office of Zurogeuzn mconoiic
Cooperation wnen it met in Paris in October of 1940 drew up
a plun which proviced the first step toward estuplishing
convertipility of curreincies zand allowing trzde to take pluce
between the participasting countries. Tne way this plun works
is for the particip;ﬁins countries to estimwte the
surpluses and deficits they expsct to have with eacin country

e estim:tes

w

durins a stipul.ted period of tiume. After toe
are discussea und asreed upon the creditor country estublishes
an account in its own currency in favor of its deobtor to the
amount of the antlclpitsd dericit.

Under the intra-guropean payments rlzn these accounts
are called drawin, rizghts =2nd are issued as r.at: rother
thun ws lines of credit as under the biluateral tr.de and puy-
ments u_reenenis.

To silve a giapgle exauple o how this intra-suropsun
puyaents pluan works let us tuke for 1llustritive purposes
two purticiputing couniries, say Fr.nce and Itzly. Let us

say thut France exports to Itxly ;160 willion worth of soods,

112,
A Report in Recovery Progress and United Stutes sid,
Februsryv icad » 0O
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but in return Italy exgorts to rince only 3100 million
wortn of _0ods. Prior to the intra-Zuropean payments plan
Italy would proowply not huve teusn avle to secure the addit-
lonul $60 willion worth of 50045 und services. Under the
October 1949 u reesent, however, Frunce ua_rees to srunt to
Itz2ly drawin, ri;nts in French fruncs up to the eqguivalent
of 360 willion.

The next step in tne prosr.a is to relste tnese draw-
in; rights to Zconoulce Cooperation aduinistiration dollar aid.
Frince, though a creditor of Italy, hus a dollar deficit
Wit the Western Healsphere. Therefore, the next pluy 1is
made by tne United 3tates in that 1t mzkes 360 million worth
of aid availivle to Frunce providin_ Frince zruants Italy the
equivalent of $60 wmillion in fruncs. To put it siuply
Frunce eurns tue ;5C wmillion by passing on an ecuul auount
of &«ld to Ituly in tihe form of 50043 uand services., The out-
come oI the whole procedure is tinat Frince now nus (60 zil-
lion to finsnce the rpurcnzse of nucessury awterizls from
dollur ureus andi thus these alloted dollurs "perfora a dual
functlon without additional cost to tne United dtates."ll}

The next guestion is how does the counterpart fund
device get into this intru-murope-n pujyaents glan. Accord-
ing to the Forei_n assistance Act of 1948 the country thut
receives the conditional aild (Frince in the illustrutive

exzmple) does not hive to put any local currency into tne

1314

—
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counterp.rt fund, nowever, tihe countiry wnicn recelves the
so called druwins ri.nts (Italy, in the upove example) is
reguirea to deposit loc:l currency commensurazte in vizlue to
tane aaount of druwing ri.nis obtuined. T.us,in the Frenche-
Italiun exuauaple Italy woula hwve been requireda to de.osit
lire eguivalent to ,60 million worth of French frunecs in
local currency counterpurt fund. Tiese funds are subject
to the suae stigul . tions as tnose deposited in any other
fasnlon,

It shoula be pointed out tinat, ulthoush in the eyes of
many people the intra-suropeun payments plan is a crude sort
of an arranseuwent, nevertheless it has been ve y influential
In auswenting the tot:zl trunsfer of j0oods, and services under

the surope:n Rscovery Prosrazme.



CHAFTwR V
COLCLUGION

The icea or device wheredby the various suropeun Re-
covery Fro,rum countries receivin coumiuodlties zni services
financed by sconouwic Jooperation Aduinistrution gronts zre
required to Gecosit coumensurate amounts of loczl currency
into speciul wccounts appeurs to be a ood one.

By meuns of 2 devices such as this tne United States 1is
£0le to do double duty with the funds it allocutes in the
fora of . runts =znd condition:l 12id to the purticiiuating

countries. ot only is tne asconoumlc Cooperztion aawinistra-

outrisht assistunce in tue fora of grunts-in-z2id, but is
also uble to direct tne use of the spscial account locul
currency fundas in sucn a wanner that it will aid the recov-

ery of tie respective country, and in turn benefit the United

The literature discussing how the srant-in-ald portion
hzs contributed to tine recovery of BEurovpe has been volualnous,
but tnere hus been very little written on the achieveuents
of the counterpurt funds. It is this counterpurt portion
which has becn very import.nt in promotin_ incdustrisl and
asriculturzl recovery, and wonetary and financilal stablility
throughout the Western kuropeun arsz. In addition the con-

ditionzl ald and net drawing ri_hts utilized under the
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intra-guropeun paywenis »l.n nh.ve nude possivle a much
lzrger voluuwe of intru-purope=zn tr-.de thun was ever possible
under tie old tr.de anda pu.ym=nts = reeusnts.

~ally peorle in tuls country were afraid tnuat the United
otutes tarough t..e use of tne counterpurt funds was _oln, to
intrude excesslvely in the domestic policies of tne purtici-
pating countriss., Tie wconoxlc Jooperation Aduinistr.tion
hus not refrained entircly froam intervention in douwestic
policies, oput thnere 13 sowe justillcation for the position
taat tne United Lstutes snould nuve soms suy in tne affzirs
of the areus into which she is pouring pillions of dollurs.
All in all, altnougn t.ere have becn sowe difficulties and
some protests, 1t ap.ears th-t the kgconomlc Cooperztion
Administration wissions h.ve hindled this phise ol the
Europezn Recovery Frosrza gqulte well,

For tag 10st purt tiie counterpurt funds huve becen re-
leused for Jdomestic investaent; but counterpurt funds have
zlso been relewsed for recuyuent of deot and as a substi-
tute for additionzl borrowing from tae Centrul Banke.

The first conclusion to be reached woout tine releuse
ol counterpzrt funds to uWestern purope is thut tuney nuve
aefinitely been s fuctor in =ildings the recovery of murope
during the first two yeurs of thne Forei_n aAssistunce Acte.

In Frunce the loc:=l currency counterpzrt funas have
nelped to increase the production of tne country in ncarly

every industry to a level ubove tnut of the pre-war period.
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In addition France nus used tne funds when nccessary for
effective reduction of the puvlic dedbt. In the United
Kingdom counterpurt funds have been effectively used for
debt retiremesnt, thus curbing infl-tionury tencdencles. low=-
ever, in the foreseeuple future they will zrowbably also Dbe
used in oSritzin for procduction proanotion. In Italy and
Western Jermuny tiae counterpart funds huve been used almost
exclusively for industrial and asriculturcl promotion due
to tune fuct thut the most important oojective of thnese two
countriss was to produce tne 3003 necessary for thelr
survival.

During the first two years in which the counterpart
funds have been relezsed by the sconomic Cooperation Aduwin-
istration, they have besn used lursely to enucle Western
zurope to put its nouse in order. However, the loczl cur-
rency funds to be released during toe lutter hulf of the
murogean Recovery Pro_r.m will probubly be to enuple tne
Western murodopean area to close its dollur su2pe.e There will
pe an atteupt to promote those industries aole to produce
goods for export, and in additlon there will be relezses for
tnoe purpose of luarroving; and increasing production. Thnere=-
fore, 1t is 1likely that an even suzller proportion of the
funds will be allocated for deot retirecwent during the lat-
ter hulf. It 1s thousht by tne iconomic Cooperation Aduinis-

tration that inflution is lirgely under control in most of
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the purticiputing, areus and thot the primuary objective now
is to et prouuction rolling in order thut 00435 can be ex-
ported, tnus allowing the particio.tin_, countries to become
lursely self-sup_.ortin, by 1952,

The counterpurt funds will play at leust as lur.e a role
during the second two ye:rs of the Forel.,n Assistance Act us
during the first years. The eeason for tnis 1s tiat during
the second hulf tuere will probsply te a larger proportion
of funds alloted to kurope in the fora of grunts. Iliany people
seem to think t:at it would pe a sreat mlstake to advocute
furt..er loans to iiestern Zurope.

However, with the gozl of increasing the production of
®estern nurope to tue extent that 1t can @vort ;00ds and be-
come self-sup orting nearins accomplisnment the predominunt
prooleam fucins these countries is to incre:=se tieir voluue
of trade. Frunce, iknsland, and some of the less important
participating couniries nuve reuched this sta.e and soon
this suame truding problem will be fucing nearly all of the
particirating nations. In order for tiiese countiries to et
the dollars needed, tney will hove to ship soods to the iieste
ern hemlspnere, predominantly to the United States. Tihe Job
or role of the United 3tutes and the rest of the iJestern
Hemisphere countries 1s to buy thnese European goods whenever
possible. By this it i1s not wmecant that we shoulu buy »o00as
from these countries wnen we can produce them more cheaply

ourselves, but that we should purch.se trnexn when they uring
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about an acpual 8avins to us. 1In other words we snould

make an honest attempt to reduce our tariffs znd dbreak down
some 0f the needless restrictlons that now hauaper our purchuase
of forel_n .oo0ds.

Barry Singham, Chhief of the Econoulc Cooperation ad-
ministration Special liission to France at an address del-
lvered pefore the american soclety of liewspaper cditors in
Washington D.C., pointed out that we huve three alternstives
in France for 1952: (1) "we can support the French with Amer-
ican tax wmoney," (2) "we cun avandon the French, risking a
comnunist victory and loss of un iaportant mirket for our
farms and factories" or (3) "we cun lower our tariff barriers
to a reusonupnle degree and buy from Frunce, so that she in
turn czn buy wh.t she wunts an. desperztely needs from us."
These statewents Ly .ir. 3in_huan coula well be apclied to tne
wnole of western ’n:urope.114

If the United Stuates does not tuckle anu solve this
trzding problem of Western curope's, the purticiputing count-
ries will not be zble to become self=-supportins oy 1952. hire.
Bingham stated 1t very well when he sald, "The nitions of
Western kurope will be forced to discard the .arshzll Plan

crutch without yet bein, aule to wulk Dby tnemselves.'ll5

114Barry Bingham, Vital Specches of the Day, p.479.

115
Ibid., p.480
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Thus, no matter hnow beneficilally the purticipating
countries use thelr funds, unless the United Stutes breaks
down 1its turiff burriers and stops protecting; inaustriss that
should not or need not be protected, iestern Luropean recov=-

ery will not be achleved.
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