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This review is intended primarily for internal circulation, and
should in no case be cited or quoted. It consists of personal
and informal contributions by the authors, which in many cases
represent very tentative analyses of the subjects considered.

THE BATANCE OF PLY.ENTS OF VENEZUELA, 1948-49 Ernest C. Olson

During the past several months there has been a considerable ex-
pression of interest in the part which the Latin American republics are
expected to play in the Buropean Recovery Program, In view of the continu-
ance of this interest since the recent enactment of the ERP, an attempt is
made in this paper to indicate the extent to which one of the republics,
Venezaiela, will be likcly to contribute to the financing of the Program during
the psriod July 1, 1948-June 30, 1949. FKour balance of payments estimetes
were prepared: the balance with the world, with the United States, with the
ERP countries and dependencics, and with arcas other than those named., Thece
estimates essentially represent balances of payments on current account but
include certain cepital items, as will be made clear in the following discussion,

Venezuela is cxpected to heve a surplus of $6,9 million in its
global balance of payments for the fiscal ycar 1949, The helance of payments
with ERP countries and demendencies forccasts a deficit of $81.,9 million hut
it appears likely that this deficit will be more than offsct by a surplus of
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$87.9 million with the United States. Muring this period it is expected that
the balance of payments with all other arezs will show a surplus of $0.9
million. In view of the estimated deficit of Venezuela vis-a-vis the ERP
countries and dependencies, these countries obviously will have no problem

of financing a deficit with Venezuela, This is vrobably the only case in
which the ERP countrics will have a substantial surplus with a fatin American
republic during the period under consideration, Accordingly, Venezuela will
have no incentive to extend credit in order to maintain its lewel of exports
to these countries. It should be pointed out, however, that in financing its
deficit of $81.9 million with the ERP countrics and devendencies, Venezucla
will furnish an approximately equivalent amount of dollar assistance to this
area, Beyond such incidental aild, it is extremely unlikely that Venezucle
will contribute to the ERP.

The Balance of Payments of Venczuela, 1948-49
(In millions of U.S, dollars)

With ERP With
With the countries & With the  "all othert
world dependencies U.S. countries
Receipts
Petroleun (reccipts from : : :
petroleum companics) 533.0 53,3 453.0 26,7
Coffee 10.0 1.5 8.2 0.3
Cacao 9.5 -~ 8.3 1.2
Other exports 4,2 0.4 3.6 0.2
Total Receints 556.7 55.2 473.1 8.4
Payments
Tmports2/(£.0.b.) 510.0 127.5 357.0 25.5
Maritime freight and
insurance 35.7 8.9 25,0 1.8
Other charges 3.0 0.7 2.1 0.2
Debt repayment b/ 1.1 —— 1.1 -
Totel Payments 549.8 137.1 385.2 27.5
Venezuela's Survplus (+) or :
Deficit (-) +6.,9 -81.9 +87.9 +0.9

a/ Other than imports of petroleum companics.
}y'Emport—Import Bank loans of $600 thousand and $500 thousand
expected to be repaid by June 30, 1949,

Receipts

Receipts of foreign exchange from capitel investment by foreign
petroleun companies are not shown seperately inasmuch as they are taken into
account, in the revorting of petroleum exchangc receipts, as discussed bclow,
Investment contempleted by U.S. intercsts during the fiscal year 1949 was
taken into account in preparing estimates of Venezuelan pctroleum exports.
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Other foreign investment in Venezuela is not likely to be significant and
will probably be offset by Venezuelan investment abroad, Similarly, it is
very urllikely that foreign exchange rcceipts other than the above-mentioned
and thcse accruing from cxports will be of significance.

Last year exports accounted for 98 per cent of total reported ex-
change reccipts, petroleum furnishing 95 per ccnt and coffee and cacao the
remaincer,

Petroleun., Avwveilable data on petroleum exports are reported by the
Central Bank as reccipts of foreign exchange ohtained from the petroleum
industry. These do not represent the true veluec of pctroleum exports, how-
ever, tince part of the petroleum ccmpanies' forcign exchange receipts arc
not sold to the Central Bank but are used to cover imports, transfers of
profite and capital, and other expcnditures in foreign currcncy.

Forecign-owncd oil companies operste in Venezuela under concessions
which provide the Venezuelan Govermment with a sharc of oetroleum production.
The Verezuelan Govermmcnt receives one-sixth of the petroleun production of
such companies cither in foreign cxchange or in kind. 3ince 1946 the Govern~—
ment has taken cbout onc-fourth of this royalty in kind and sold it to the
highest bidder. On thc basis of nrices received in connection with these bids,
a new contract was reached with the pctroleum companies in November 1947, under
the terms of which the cash royalty wes incrcased substantially, This agree-
ment is to remain in effecet for two years, and will thus be in operation
during the cntire period under consideration,

At the present time, Venezuclan petroleum production averages about
1.2 million barrels »cr day. With the present equipment and machinery, it is
belicved that this outoput could be increcased by only 50 thousand harrcls ner
day. The petroleun companies plan to drill additional wells, install new
equipment, and enlarge transportation facilities, which arc very tight at the
present time. Under this program, it is estimated that procduction will
gradually be increased by 0.2 million barrels pcr day, reaching a total daily
output of about 1.4 million harrels by the end of 1948,

The avcrage daily rate for the July 1948 through June 1949 pcriod
is assumed to be 1.3 million barrels, This quentity, at the new contract
price, should produce exchange receipts of $533.0 million for the Central Bank.

Available information indicates that aoproximately 10 per cent of
total Venezuelan production accrues to companies of Eurovean countries par-
ticipating in the ERP and &5 per cent to companics owned by U.S. interests.
The remaining 5 per cent represents royalty oil accruing to the Venezuelan
Government., It is assumed that during the fiscal year 1949 the 10 per cent
sharc of ERP compenics will ve exported to ERP countrics and the 85 pcr cent
-share of U,S. companics will be exported to the United States. It is also
assumed thet the remaining 5 per cent will he sold by the Venczuelan Govern-
ment tc all other arcas, Forccasts of pctrolecum exchange rcccipts, which
appear in the various balances of payments showm in the accompanying table
were arrived at by applying the above pcrcentages to cstimates of total
petroleum receipts,
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Coffee., On the basis of a projection of the Central Bank's monthly
purchases of coffee cxchange in 1947, coffee exports for the fiscal year 1949
are estimated at $10 million., The geographical distribution of Venezuelan
coffee exports was forecast on the basis of the distribution during the four
months, Junc, August, Sentember, and October of 1947. Exports to the United
States during these months amounted to 82 per cent of total exports, while
exports to ERP countrics and all other arcas werc 15 ver cent and 3 oer cent,
respectively. Coffee rcceipts for cach elance of payments were derived by
means ¢f thesc percentages.

Cacao, With the removal of orice controls in the United States,
the world price of cacao rose steadily throughout 1947, rcaching a peak in
November and falling sliohtly thercafter, The average price during 1947 was
35 cents per pound, It is expected that prices during the 15-month period
under review will remain at this level or will increase slightly and that the
seme rzte of oroduction which preveiled in 1947 will continue during the pcriod
under consideration. On this basis, cacao exports of $9,5 million arc fore-
cast for the fiscel yvear 1949.

The geographical distribution of Venezuelan cacao cxports is believed
likely to be approximately the seme as that in August, Sc¢ptember, and October
1947. Exports to the United States during these months amounted to 87 per
cent of total exporbts and virtually all of the remaining 13 per cent was
shipped to Trinidad and Puerto Rico, Thus, practically nonc went to ERP
countrics and nonec is cxpected to go to that arca during the fiscal year 1949,

All other cxports., Exports other than pctroleum, coffee, and cacao
are principally gold and livestock products., Central Bank purchascs of ex-
change from such exports are expected to remein at the 1947 level of $4.2
million, '

In the absence of any better besis for estimating the geographical
distribution of such cxnorts, their ratio to totel reccists in the global
halance of payments (cf. first column of the teble) was aonlicd to the totels
of each of the threc regional groups as shown in the table,

Payments

Tmports, Total imports during thc fiscal year 1949 arc expected to
continue at approximatcly the same annual rate as that estimated for 1947,
In the absence of adequate information concerning Venczuelan imports, total
imports in 1947 werc taken to be cquivalent to the sum of U.S. exports to
Venezuela, plus exvorts of eight of thc most imnortant trading countrieal/
in the ERP, and estimztecd exports from all other areas. In most cascs, it
wzs nezessary to project 2 10- or 1li-month figure for the year,

In order to arrive at a figure for imports from 21l other countries,
it was assumed that the percentage share of Venezucla's total imports supplied
by suca arcas would tend to revert in 1947 to lower lewvels characteristic of
the prewar trade pattern, For 1946 it is estimsted that 18 per cent of
Venezucla's imports originated in areas other than the United States and ERP
countries, while in prewar years the proportion was about 5 per cent, In view

1/ United Kingdom, France, Belgium-Luxembourg, Netherlands, Ttely, Switzer-
land, Sweden, and Norway.
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of this, it was assumed arbitrarily that imports from other areas during 1947
amounted to approximately 10 per cent of total imports, In accordance with
the foregoing assumptions, global imports for 1947 were cstimated to be
$510.0 million.

In estimating the origin of Venezuela's imports in fiscal year
1949, it was assumed that the United States' share will decline slightly
from the 1947 level of 76 per cent to about 70 per cent, and Europe's share
will increase from 14 per cent to about 25 per cent, It was assumed that the
share of all other areas will be 5 per cent, The following table shows
Venezuela's imports by originl/as percentages of total imports.

1937 1938 1939 1940 1941 1942 1946 1947

United States 53 57 61 74 79 74 76 76
Europe 41 39 33 17 9 9 6 14
Other areas 6 4 6 9 12 17 18 10

Of which Western
Hem:.sphere (ex-
cluding U.S.) (2) (2 (3 () (o) a7

Total 100 100 100 100 100 100

Maritime freight and insurance. Estimated net maritime freight and
insurance payments to all areas are expected to amount to $35,7 million, Pay-
ments to ERP countries and dependencies are estimated at $8.9 million, while
payments to the United States arc expected to he $25,0 million, thus leaving
a residual of $1.8 million to be paid to a2ll other countries.

Net payments for these services were estimated from thelr relation—
ship to imports over a period of several years, The ratio of these wvalucs
ranged from about 5 per cent in 1935 to nearly 16 per cent in 1942, with a
decline to 9 per cent in 1945. In view of the apparent downward trend from
the wartime pcak, it was assumcd that maritime freight and insurance charges
would amount to about 7 per cent of imports during the fiscal year 1949, In-
asmuch as Venezuelals prcdominant cxport, petroleum, is carricd in American-
owned tankers and, in view of the very limited shipping facilities of the
Venezuzlan maritime fleet, freight and insurance items will presumably
continue to appear during this period as net payments by Venezucla in con-
nection with imports carried by foreign-owned vessels. In order to determine
the distribution of such payments among the United States, EiP countries and
dependencies, and all other countrics, the same percentages as thosc repre-
senting their share of total Venezuelan imports were applied to total payments
for meritime freight and insurance. :

Other charges. This entry in the various balances of payments
comprises interest nayments, including apnroximately $48,000 expected to
accrue on outstanding Export-Import Bank loans; port fecs; radio, telenhone
and telegraph scrvices; tourist trawel; cte,; and appears in most of the
available data as a nct nayment by Venezuela, In 1945, the only year for

1/ For the ycars 1937-42, U.S. Tariff Commission, "Recent Devclooments in the
Foreign Trade of Venezucla", 1945, The figures for 1946 are projections
based on Venezuelan import statisties for the first three months of 19463
these for 1947 were derived as explained above,
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which such charges are shown in both gross ahd net terms, the largest receiots
in order of magnitude were: commissions paid to representatives of foreign
firms, tourists' receints, and receipts from foreign diplomatic represeuntatives.

The largest peyments were expenses of Venezuelan travelers abroad, Venezuelan
diplome tic expenditures, film royalties, and remittances of profits on foreign
investments other than those of the netroleum industry. Total payments were
$10.9 million and total receipts $8,0 million, with a resulting net vayment
of $2.9 million. Since such net payments do not appear to be subject to wice
fluctuations, a net payment of $3 million has been arbitrarily assumed for

the fiscal year 1949. In estimating the share of such payments whica the
United States, the ERP countrics and dependencies, and all other countries
will receive, the percentages derived for the distribution of imports by
origin were used as a rough measurc in the absence of any better basis for
calculating the distribution,

Debt repayment, This payment item of $1.1 million represents the
anticipated rcpayment of two Export~Import Banl loans, one in the amount of
$600 thousand and the other in the amount of $500 thousand, It is expected
that both loans will mature by June 30, 1949.

NOTE ON OFFSHCRE PROCUREMENT IN EUROPE Albert O. Hirschman

Various proposals have recently been advanced to solve the intra-
European payments oproblem., The following note presents a case for giving
preferance to the device of offshore purchascs and examincs the relation of
offshore purchases to the distribution of U.3. aid hetween grants and loans.

I. Alternztive Foms of Financing Intra-European Net Dcficits

Tet us assume that France tends to run 2 current account deficit
of sizz q with Belgium and that the Western Hemisphere deficit of France and
Belgiun are F and B, respectively. Suppose, also, that a total amount of
F + B dollars is aweilable for spcnding by the Administrator who alsc wishes
to maks possible the financing of the French deficit with Belgium. Then the
following arrangements are possible:

Belgiun obtains directly B-q dollars and France obtains directly
F dollars; additional q dollars are made available

(a) to Belgium on condition that it lends a similar amount
in Belgian francs to France;l/ or

(b) to France on condition that France spends thcse dollars
on vurchases in Belgium (offshore orocurement).

Actually both courses of action have the same immcdiate result in terms of
commocity flows. It is therefore clear that in this respect an extension

1/ This might be termed the "double credit" method.
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af reciprocal grants or credits in combination with U.S. financing of Western
Hemisplerc deficits is essentially equivelent to the technicue of offshorc
nurchases.

The two courses of action arc, howevcr, significantly different
with respect to the following considerations:

(a) Comparative convenience and flexibility. There can be
little doubt that offshore purchases are a more straightforward
way of financing nct balances arising from intra<European trade
trtan an attempt to impose intra-European credit patterns as a
ccndition of our assistance in financing the Western Hemisphere
deficits. The off'shore purchase device is also prefcrable on
grounds of flexibility since allncation of dollars for offshore
procurcment will be subject to quarterly review while credits
will be given for periods longer than three months and, once
granted, cennot bc cancelled,

(b) The emerging debt pattern., If all of the aid given to
Bclgium and France werc on a loan basis, the "double credit"
method would result in a U.S. dollar loan to Belgium matched by
a Belgian loan to France, while offshore purchasecs would result
ir. a direct dollar oblipation of France. Here, too, the offshore
ptrchase method seems preferable since it would rcsult in a less
ccmplicated structure of international indebtedness. It is, of
ccurse, conccivablc that in certain cases such a structure might
offer a somewhat greater assurance for cventual repayment, but in
general this would scem unlikely,

Preference for offshorc nurchases, as opposed to the "double credit!
method of dealing with similar problems conccrnins financing of the non-U.S.
Western Hemispherc deficit, was one of the reasons for which the Administration
successfully fought insertion of the so-called "Taft Amcndment? into the
Economi.c Coopcration Act.l7

ITI. Offshore Procurement in Eurove and the Loan-Grant Ratio

An important advantage of the method of offshore procurement over
the "double credit® method is that it gives the Administrator considerably
greater latitude in setting the temms of the aid rendered. The "double
credit! method must he concelved as the extension of one credit cenditioned
upon the extension of another credit, Offshore purchase dollers, on the other
hand, can be given either as loans or grants and can therefore be better re-
lated to the ability to repay of the individual ERP countries.

Since the Administration has considered the nroper distribution of
loans and grants on the basis of the Western Hemisphere deficits only, the
question arises as to the method which shoulc determine the sctting of aid

l/ Senator Taft, it will be rccalled, proposed an amendment which would have
auwthorized the Administrator to guarantee 70 per cent of any credits
extended by other Western Hemisphere countries to the ERP countries., The
amendnent also contemplated U.S. advances of dollars on account of such
guarantees.
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terms for offshore nrocurement dollars spent in other areas.
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The alternative

ways of dealing with this problem may hest be illustirated by a numerical

example,

Let us assume that the Western Hemisphere deficits to be financed

by ECA for France and Belgium are 1,000 and 500, respectively,

Supnose also

that, as a result of legislation, at least 650 must be given to these two
countries in the form of loans and that, after study of the ability to repay
of the two countries, the Administrator has decided upon the following aid

terms,
TLoans Grants Total aid
France 250 750 1,000
Belgium 400 100 500
Total 650 50 1,500

If it then appears desirable that a Belgian cxport surplus to
France of 100 be financed by offshore vurchases, the French total dollar
allocation would he increased to 1,100 and the Belgian total allocstion
reduced to 400, France passing on 100 to Belgium. What rearrangement of the
loan-grant ratio is nccessary and advisable as a consequence of such action?

(a) If the loan-grant ratios for individual countries as previously
determined (i.e., 25 to 75 for lrznce and 80 to 20 for Belgium) are left un-
changed, the following result would obtains

Loans Grants Totel aid
France 275 £25 1,100
Belgium 320 g0 400
Total 595 905 1,500

It is immediately evident that by adonting this method one cf the
conditions of the problem, i.,e., that of kecping the totel loan figure at a
minimwn of 650, is not complied with.

It must be remarked, however, that insofar as offshore purchases
are made by countries receciving aid mostly on a loan hasis in countries re-
ceivinz aid mostly on a grant basis, the opposite result would follow, i.e.,
the total amount of loans would be raised to a highcr figure than neccssary,
Analysis of the 1647 nattern of intra-Eurcnean trade and payments leads to
the eoaclusion that, on the whole; kcening the individual countrics' loan-
crant, ratios constant would not rosult in a si-niflcant alteration of tho
distribution of total aid as between grants and loans, There arc, hoWever,
other sbjections which can “e raiscd acainst the method just described [fsce
(c) below/,

(b) A mechanicl way to take care of the nroblem cncountered in (a) is
to apply to the offshorc dollars such terms as vould have aponlied to them had
they bzen given directly to the countriecs in which the offshore ourchascs take
place, This would, in our examnle, rceult in the follewing distribution.
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A Loans Grants Total aid
France 330 (250+80) 770 (750+420) 1,100
Belgium 320 _80 400

Totzl 650 - 850 1,500

Here the total loan amount again equals 650, but the individual
countries' loan-grent ratios have been changed. In this example, this leads
to an increase in the dollar debt burden on one of the countries above the
amount originally considered as representing its ability to pay while de-
creasing the amount of loans of the other country far below what it had been
judged able to carry. The desirability of this shift may he questioned. It
could only be defended by the consideration that it is advisable to provide
incentives for European countries to develop export surpluses with each other.
But since obviously all ERP countries cannot have export surpluscs with each
other it would be more correct to say that incentives should be provided for -
the expansion of intra-European trade regardless of whether this expansion
results in a temporary increase in net balances. Any incentives provided
should, therefore, if at all possible, be neutral as between export and import
surpluses.

(c) These considerations lead to a proposal to leave the absolute
magnitudes of loans as originally allocated to the individual countries as
nearly unchanged as possible., In our example, this would result in the
following arrangement:

Loans Grants Total aid
France 250 850 1,100
Belgium 400 el 400
Total 650 850 1,500

In other words, any diversion of dircct aid from an intra-European
creditor to an intra-European debtor for offshore procurement should first be
taken out from the grant portion of dollar aid to the creditor. It is indeed
more important that the absolute amounts of loans allocated to the wvarious
countries remain in the neighborhood of the amounts determined on the basis
of their ability to repay than it is to safeguard any particular loan-grant
ratios. After all, the individuel countries are coneernecd with absolute
amounts of loan obligations rather than with their relation to total aid.

Only when the margin provided by the grants originally coentemplated
for creditor countries is cxhausted will it he necessary to choose betwecn
methods (a) and (b). While (b) is doubtless the safer road to travel, 1t
could still result in such a distortion of the contemplated allocation of the
loans that it might be preferable to try out the former method (a) first, in
the expectation that a certein compensatlon as-among countrics will take
place, and the loan-grant ratio in the total U.S. aid will remain largely
unchanged.
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A GERMAN REPORT ON REPARATIONS - J. Herbert Furth

For the first time the voice of a prominent German has been heard
on the subject of the country's economic future. Mr, G, W, Harmssen, vice-
president of the senate of the city-state of Bremen (U.S. zone of occupation)
and a nember of the bizonal State Council, was asked by the prime ministers
of tha German states in the combined U.S.-U.K. zones to prcpare a basic state-
ment '®n the German attitude toward the problem of reparations. In his reportk:
he tries to present a balance sheet of the entire German economy, The report
includes a main volume (125 pages) and 12 appendices (totaling 307 pages),
discussing reparations in international law, reparation problems after the
first World War, Allied reparation claims, the German standard of living and
national income, Germany's economic and social structure, food and agriculture,
industiy, transportation, exports and imports, removal of industrial equip-
mend, Iiscal policy and capital formation, and the payments already made by
Germany to the Allies., The report contains frequent digressions into the
fields of philosophy, political science, and law, but only selected statements
on economic matters--those which seem most startling--will be discussed at
this time,

Stmmary of the Report

The basic argument of the report is briefly summarized in the
following paragraphs,

The reparation claims of the Allied nations are limited by the so-
called Potsdam Agreement, which guarantees the German people a standard of
living at least as high as the average standard of the other European nations,
Before the war, the German standard, taking into consideration the peculiari-
ties of the structure of the German economy, actually was not highcr than the
average standard of similar nations of Northwestern Europe, with which alone
it should be compared, At most, German ner-cepita consumption might be per-
mitted to fall 15 per cent below the 1936 level, This means that even the
revised level of industry for the U,3.-U.K. zones, which provides for a
per-capita income about 25 per cent beiow 1936, is far too low, It also
means that the income level on which the ERP plans are based is utterly in-
sufficient:s Germany must not be compelled to export any coal or steel before
1952, and the prospective production of machinery must be doubled. The German
national product must be maintained at a minimum of 63 billion reichsmarks of
1936 purchasing powerrg/ Of that amount, about 2 billion reichsmarks is needed
for new investment, 4.7 billion for rcconstruction investment, 3.3 billion
for the satisfaction of pent~up consumers' demand, and 53 billion for the
satisfz.ction of normal consumers' demand. In 1952, output of goods and
services could reach a maximum of 60 billion reichsmarks; therefore, at that
time foreign assistance still will be needed to the extent of 3 billion reichs-
marks ennually, The austerity of this program is indicated by the fact that
in 1952 per-capite income in Germany will be lower than before the war, while
that in the United States will be higher by one-third. (pp. 23-37)

1/ Reperationen, Sozialprodukt, Lebensstandard: Versuch einer Wirtschafts-
bilenz (Reparations, Social Product, Stendard of Living: An Attempted
Ecoromic Balance Shecet), Bremen, 1947.

g/ The appropriate factor for converting reichsmarks of 1936 purchasing power
into dollars of 1948 purchasing vower may be roughly estimated at approxi-
mately 60 cents per reichsmark. In this paper, all reichsmark figures
refer to reichsmarks of 1936 purchasing power,
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The magnitude of the task of achieving a gross national product of
60 billion reichsmarks by 1952 is demonstrated by a discussion of the present
national income and wealth. In 1946, German natinnal oroduct was only 32
billion reichsmarks, as compared to 66 billion in 1936; beczuse of repa—
rations paid out of current production, only 25-30 billion actually was
available to domestic comsumers, Considering the value of the lost terri-
tories (Zastern Cermany and the Saar), the confiscation of the property of
German rcfugees as well as of foreign asscts and the merchant marine, looting
by members of the occupation forces, and the damage caused by the military
action of the Allies during the war, the prewar national wealth of Germany
(about 550 billion reichsmarks) has been reduced by 40 per cent; at present,
national wealth is as low as it was in 1924, at the end of the German inflation
following the first World War (p. 46). Gorman forests are threatened with
extinction within twentv years if the present rate of cxploitation continues,
especially in the British and French zones. Germany is even prevented from
sending out whaling fleets in order to avoid the extinction of an animal
which is hunted by all seafaring nations. (pp. 49-50)

German industrial capacity has decreased by 7.7 per cent because
of the losses in the East and the Saar, and by another 20-25 per cent because
of war damage. On a 1936 basis, actual production was only 27 per cent in
1946 ard 40 per cent in the first half of 1947, DlMoreover, av least half of
the prcduction in the USSR zone went to the Sovict Union, The level of pro-
ductior. of consumers'! goods was even lower than the average. Under these
conditions, further removal of industrial equipment would be unjustified,
quite zpart from the nsychological effect of removals upon the industrial
workers., Finally, removals would use large quantities of scarce lumber for
packing: that lumber would be sufficient to manufacture furniture for one
millior: bedrooms for the German population, (pp. 52-57)

German import requirements in 1952 will include 3 billion reichs-
marks for foodstuffs and 3 billion reichsmarks for industrial equipment and
raw materials. Moreover, Germany will have to provide for one billion as
freight, payments and 0,75 billion as debt service, based upon prospective
recconstruction loans of 15 billion reichsmarks. In order to bring about an
equilibrium in the German balance of international. payments, Germany will
have to export annually goods valued at 7,7 billion reichsmarks. (p. 63)

Despite its poverty, Gemany already has made reparation payments:
to the Allied nations, which should be valued at 177.75 billion reichsmarks.
These payments include the items listed in the following table; they are far
larger than the maximum sum of reparations, which was demanded by the Soviet
Union and rejected as excessive by the Western powers,
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Mr. Hamssen's Estimate of German Reparation Payments
(In billions of reichsmarks at 1936 prices)

Value of Eastern Germany 65.0
Value of the Saar 5.0
Confiscated pnroperty of German

refugees 40,5
Confiscated foreign assets 9.75
Confiscated German gold 0.75 <
Confiscated merchant marine 0.5
Publication of German patents 12,5
Labor of prisoners-of-war 5.0
Mianipulations! with Allied

military currency 15

.
Removal of rails (mainly USSR zone) 1
Sovietized corporations (USSR zone) 1
Removed industrial equipments:

U3SR zone 4.8

French zone 1.2

U.S8.-U.K. zones 3.5

Berlin ' 1.5 0.9
Cost of remeval of industrial

equipment g.0
Loss through forced export of coal 0.5
Loss through forced export of timber 1.0
Reparations out of current production

(French and USSR zone) 14.0

Total 177.75

Criticism of the Report

The author's interpretation of the Potsdam Agreement is rather
peculiar., There is nothing in the Agreement to suggest that the victorious
powers rad guaranteed to keep Germany at a level considerably above that of
meny of their Allies, Woreover, the author's claim that Germany's per—capita
consumption must not fall by more than 15 per cent below the 1936 level, is
quite arbitrary. A& German per-capita income 25 per cent below the 1936 level,
corresponding to a total national nroduct of about 52 bhillion reichsmarks,
still would leave the Germans with a standard of living higher than that of
prewar Czechoslovekia and considerably above the orewar European average.
According to the author's computations, such a standard of living could be
reached in 1951 and would not require foreign assistance after that year.
Moreover, the German ‘pent-up" demand for consumers' goods will not be as large
as the author assumes: durable consumers' goods (except housing) are far less
important in Europe than in the United States, and semi-durable goods will be
fully replaced by the satisfaction of "normel® demand within two or three years.
It is true that such a development of the German standard of living would not
compare favorably with the progress mede by the United States, but there is
little reason why it should.

The author also overestimates the gap between the present level of
production and that to be reached in 1951, At present, industrial output is
officially estimated at less than 50 per cent of 1936; the official figures,
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however, neglect the large volume of commoditics channeled into black and
Yeray" narkets, If thecse goods are taken into consideration, the output has
nrobably already reached more than 60 per cent of 1936 or about 40 hillion
reichsmarks. An annual increazse of 10 per cent of the present level would
make it possible to reach the goal of 52 billion in 1951, Aid under ERP, plus
the assistance given by the U.S.-U.K. occunying forces for the prevention of
disease and unrest, should bec more than sufficient to make such progress
possible, unless political disturbances intervene, Germany's recovery aifter
1924—-when its national wealth, according to the author, was at the same low
level as at present--showed the rapidity at which recovery can procecd once
political obstacles arc removed., Neither the slight overcutting of the German
forests, needed to make good at least a small fraction of the damage done by
the Germans in Allied countries, nor the exclusion of Germeny from whaling will
interfere substantially with the reconstructinn of German industry. 3y the
way, the opposition to rcconstruction of the German whaling flects is probably
not due merely to concern about the fatec of the whales: Germany's neighbors
have not forgotten the use made by Germeny of its merchant marine in the
treacherous attack upon Norway,

The question of the removal of industrial equipment is more compli-
cated than the author scems to recognize. Trere is no doubt that even in the

- U.S.-U.X%. zones much of that removal is uneconomical; that in some cases

. machinery is removed which might be used for the development of Gormany's

. peaceful industrics; and that decisions somctimcs are based upon ignorance or
i even upon fear of normal competition, The author, however, does not take into

consideration that the bulk of all machinery removed in the U.S,-U.K, zones
was part of the German war industry, and that much of the rest owed its ex-
istence mercly to the German drive for self-sufficiency and for cverdevelopment
of heavy industrics. A considerabls part of the equipment therefore must e
regarced as real cconomic surplus: even if the removal of machinery for the
production of cxnlosives, voison gas, guns, war nlanes, and warships does not
greatly benefit the cconomy of the Allied powers, it certainly cannot greatly
harm the future cconomy of a peaceful Germany. The fact that such removals
make necessary the use of lumber that otherwise could be made into bedroom
furniture for the German ponulation, does not seem to be a sufficicnt reason
for leaving Germany with the greatest concentration of war industries in
Continental Europe.

The author's forecast of German foreign trade rcouirements would he
more interesting if it werce somewhat more detailed. While the calculations
made in connection with CEEC and ERP cannot claim a high degree of accuracy,
their refutation cannot be undertaken by means of a few global figures. It
is truc that Germany will need somewhat greater food imports than beforc tha
war, hut the figure quoted by the author not only exagserates the importance

‘of the relatively small surplus sent hwefore the war from Eastcrn to Western

Germany, but also disrcgards the sevings madc possible by lowering the quality
of the German diet, Morcover, it aopears that freight charges are alrcady
included in the import figures quoted by the author. With thesc corrections,
Germany's import nceds (including freight) in 1952 probably will be closer to
5.5 billion than to 7.0 billion reichsmarks. Imports nlus the nct balance on
service account (postwar debt service) would require exports of not more than
6.0 billion reichsmarks, & sum actually reachced in 1937 and probably not heyond
future German capacitics, V
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The strongest criticism, however, must be reserved for the author's
computation of Germany's alleged reparation payments., Some very large items
listed by the author--value of ceded territorics; property of ethnic Germans
who wers not German citizens—--should never have entered the list, and most of
the remaining items are vastly exaggerated.

The value of confiscated foreign assets was about 1,5 billion reichs-
marks, rather than 9,75 billion as estimated by the author. The "German gold",
which the author wants to be credited to Germany on reparation account, actu-~
ally was less than the equivalent of gold looted by the Germans during the
war in Allied countries, The value of the German merchant marine was 0.2
billion, and not 0.5 bLillion reichsmarks,

The cstimation of the value of the publication of the German patents
is based upon Communist vropaganda. The author admits that about 100,000 out
of the 115,000 published patents were already in existence in 1931 and there-
fore woald have expired in any case by 1948 at the latest. The author's
computation thus attributes a value of almost one million reichsmarks to each
of the remaining 15,000 patents. Since the overwhelming majority of all
patents is completely worthless and only a few produce revenucs of any con—
siderable size, the actual value of these patents probably was less than one
per cent of the sum guoted by the author.

The labor of orisoners-of-war could be claimed by the belligerent
nations-—against proper compensation in reichsmarks—-up to the time of a con-
clusion of a treaty; at least in the West, this compensation hes been paid.
lMorcover, the Allied powers have agreed; upon U.S3. initiative, to return all
prisoners-of-war bofore the end of 1948,

The “maniopulations' of members of the occupation forces with Allied
military currency brought substantial losses to the U.S, and U.K. Treasuries,
but these losses should hardly be credited as renaration payments by Germany.
The removal of rails would have to reach the fantastic figurc of about 15
million tons of steel, if it were to correspond in the value quoted by the
author; actual removals must have been less than one-tenth of that amount,

The author's valuation of corporations taken over by the Soviet
Union without vhysical recmoval from Germany is the only figure in his list
which appears to be anproximately correct. The value of all industrial enter-
prises in prewar Gemany has becn estimated at 24 billion reichsmarks, of which
around one-fourth was located in the present USSR zone of occupation., Assuming
that additions made after 1938 were about balanced by destruction during the
war, the value of the industrial enterprises in the Soviet zone would he
around 6 billion reichsmarks. Since it is widely believed that about one-
fourth of these enterprises has been taken over by the Soviet Union, the
value of the Sovietized industrices would be around 1.5 billion reichsmarks.,

The author!s data on removals of industrial equipment are more
difficult to judge, especially as far as the Sovict zone is concerned. The
value of industrial machinery and other equipment in prewar Germany has been
estimated at 15 billion reichsmarks, of which about one-fourth, or 3.75 billion,
was located in the present US3R zone., If reports are true that about 40 per
cent of the entire machinery has been removed, thc valuc of the removed equip-
ment would he 1,5 billion. The value of machinery in the French zone (excluding
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the Saar) was about one billion reichsmerks; if 40 per cent of that equipment
has also been removed--which probably is too high & ratio-—the value of the
removed equipment would be around 0.4 billion, or one-third of the figure
quoted by the author.

Removals from the U.S. zone are schcduled to reach a total of 0.24
billion reichsmarks; so far, however, eguipment worth only about one-half of
that sum has been removed. The corresponding figures for the U.K. zone are not
available with the seme cxactness, but comparing the volume of tonnage in
question, the value would be provably two and one-half times the velue of re-
movals from the U.5. zone., Thus, removals from the combined U.3.-U.K. zones
so far have reached hardly more than 0.4 billion, The auvthor complains that
the official evaluation underrates the true velue of the rcmoved equipment;
there aprears to be some justification for that claim, but it is unlikely that
the true value was more then twice the official figure., In that case, the total
wlue of the removals from the U.3.-U.K, zones still would be only 0.8 billion,
or less than one-fourth of the figure quoted by the author. Assuming that the
figure for Berlin is similarly cxaggerated, total removels from all zones would
amount to about 3.2 billion reichsmarks,

The cost of removal appears much too high (two and one-half times
the corrected value of the removed cquivment). Moreover, it scems doubtful
whether it should enter the Iist at all, From the creditor's point of view,
the value of a picce of machinery is not affected by the question whether it
was standing ready for delivery in a German shop or had to be laboriously dis-
mantled and put together again. For the reparation debtor, however, the cost
of removal may be so high in some cases that it would have bcen more economi.cal
for him %o buy an identicel piece abroad or to produce it domestically rather
than to dismantle an cxisting olant. In these cascs, he may bc right in
asserting that he should be credited with the cost of removal. It is unlikely,
howcver, that such conditions exist in the majority of all cases: insofar as
the remored equimment consists of war matcrial which Germany would have to
destroy even if no rcoarations had to be paid, the amount to bec credited on
reparction account under that heading would consist only of the difference
between the cost of removal and the cost of destruction, In any casc, the
liberal astimate of ronovals from the USSR and French zones, and the upward
adjustment of the value of the cquipment removed from the U.S. and U,K. zones:
prcsented in the preoceding paragraphs should suffice to take care of that item.

A similar problem exists in the case of thc compulsory export of
coal and timber, The author concedes that by and large cxvorts of those raw
materials have been paid for at world market prices; but he asserts that they
might have been used more profitably within Germany. Under normal conditions,
the author's claim certainly would have to be disregardeds a debtor comnelled
to replace some broken eggs cannot cleim to he credited with the valuec of the
chickens which he might have hatched in the course of time, In the present
state of dislocation of the world economy, the asscrtion that world market
prices d> not fully revrcsent the "true value! of the goods, cannot be brushed
aside so easily., The author forgets, however, that the exports of coal and
timber resulted in forcign exchange proceeds, which in turn made possible the
importation into Gemeny of vital raw matcrials.
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The author's calculations of reparations out of current production
arc difficult to follow, It is true that not only the Russians but also the
French have exacted such reparations, the latter meinly by undcrvaluing exports
from, and overvaluing imports into, their zone of occupation, In view of the
low lewvel of the foreign trade of that zone, howcver, the total value of Frenc
reparations for the perind from the beginning of the occupation until the end
of 1947 »robably was not higher than 0,2 billion rcichsmarks,

The ulk of revarations out of current output has been exacted by
the Soviet Union, In view of the lack of data on the foreign trade between
the 3ovict Union and thce USSR zone of occupaticon, an exact computation of
these reparations is impossible, It secms plain, however, that the figures
guoted br the author arc too high., Industrial production of the USSR zone--
which constitutes the bhasis of most recparation shinmments—-probably has not
been higher than 50 oer cent of 1936, i,e,, at an annual rete of 4 billion
reichsmarks, Assuming that as wmuch as one-half of the total output has becn
used for repzrations, the total for the pericd from the beginning of the occu-
paticn to the end of 1947 would, at most, reach 5 billion reichsmarks., This
figure means somc dounle counting since it includes the output of the Sovietized
corporations, the valuc of which has already been counted as reparations, On
the other hand, some reparation deliverics of agricultural produce may have
taken place so that the total was perhaps not very diffcrent from the figure
just mentioned. The author derives a higher sum merely by adding together
commodity deliveries znd money paym:ints, and in rcspect to the latter by
switching from reichsmerks of 1936 purchasing power to current reichsmark
figures,

Altogether, Geman revaration payments thus may be estimated to
include o>nly the following items at thc following values:

Billions of reichsmarks
(at 1936 prices)

Confiscated foreign asscts 1.5
Confiscated merchant marine 0.2
Confiscated patents 0.1
Removed rails (mainly USSR zone) 0.1
Sovictized cornorations 1.5
Remnved industiial egquipments

U3SR zone 1.5

French zone 0.4

U.3.-U.K, zones N,8

Berlin 0,5
Reparations out i currcnt

procduction:

USSR zone 5.0

Irench zone 0.2 5.

Total 11.8

3.2

[AS]

The total of 11.8 billion reichsmarks, of which probably 8.7 billion
(including the share of the Sovict Union in reparation removals from the Westcrn
zones) went to the Sovict Union, certainly is not a negligible figure, repre-
senting almost 4 per cent of the present German national wealth as calculated
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by the author, and about 30 per cent of the estimated annual German national
product in 1947-48. It apoears very small, however, if it is compared with

the reparation claims of the Allies or ewen with the losses suffered by

Germany during the war. Moreover, the amount that went to the Westcrn Allies
actually is smaller than the value of gocds distributed in the U.5,-U.K. zones
of Germany by the two occupying powers for the orevention of disease and unrcst,
The author does not mention this offsciting factor,

The author's computation obviously is meant to impress the reader
with the inequity of asking for Ffurther reparutions. Actually, the cxag-
gerations of which the author is puilty destroy the validity of his argument.
Comparcd with the sum of 177.75 billion, a further burden of 15-30 billion
reichsmarks, which would correspond to the Soviet demands for reparations,
would seem relatively innocuous. If the figure of 11.8 billion, however, 1is
taken as a basis for comparison, the Western powers appear justified in opposing
the Russian demands as excessive from the point of view of survival of the
German €conomy,

In a rcmarkable review, the London Economistl/has likened the report
to Mein Kampf", This comparison does an injustice to both Mr. Hermssen and
the late Mr. Hitler. MWiein Kampf" was frankly the work of a fanatically
extremc nationalist: it was a call to a new war of revenge and aggrandizement.
Mr. Harmssen, a proninent member of the Domocratic People's Party of Bremen,
certairdy would reject with utmnst sincerity the accusation of boing a nation-
alistic war-monger; he certainly helieves his work to be an impartial statement
and anelysis of facts, Just for this reascn, the report is far more disquicting
than the apocal of an oubtright nationalist would be, It shows how the mind
of a mcderate and respensible German still is distorted by the effects of
Nazi rule and defeat, and how difficult it is for him to judge the problems
of his country in their orover relation to the outside world, This attitude
indced represcnts & serious ohstacle to the rcintegration of Germany into a
new Europe,

1/ Economist, March 13, 1948, pp. 410-411,





