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On April 10, 1940, when Germeny invaded Demmark ond Norwey,
the President of the United States issued wun Executive Order freezing
the dollsar ussets of those two countries and their nationels. Similur
acsion was token ot the time of each further agpression until, on
June 14, 1941, the freezing controls wero extended to Germuny cnd
Italy, snd to the remainder of Continental Europohk/ On July 26, 191,
whon Japan overren Indo-Ching, the Control wss invoked sgeinst Japan.
At tho same timoe, freczing control wes extended to Chine at the
spscific request of Gonorclissimo Chiang Kei-shek in order 1o assist
China in the control of its cconomy end in ordor to provent Jepan
from using the occupied areas in Chine es a loophole for sveding
friozing control.

On December 18, 1941, the First War Powers Act, 19l1, wes
cpproved, which emended section  (b) of the Trading with the Enemy
Act, under which the freeczing control ordors had been issucd. This
Act smplified the powers contained in the previous legisleation, giving
thz Presidoent brosder cuthority over wll foreign-owned proporty, in-
cluding the powor to vest such property. After the onactment of this
Act, a large nunber of Axis business enterpriscs were closed down end
compeclled to liquidete, and some of the largest ones were vested in
ths Alicn Property Custodian.

Z?’Tho Union of Sovict Socinlist Republics was clso declured e blocked
country at this time, but when she was invaded by Germuny, Russia
was effectively lifted out of the Control.
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At its inccption, Forecign Funds Control had as its primary
nurpose the protection of the asscts within the United States of
invaded countries in order to prevent their falling into the hands of
invaders end in order to protecct Amcrican institutions from possible
edverse cloims. As the internationul corisis decpened, and as the
scopc of the Control was widcenced to include more end more countries,
it soon becime upparent that tho Control was o sharp end veluable
weapon of cconomic warfarc with which telling blows could be struck
at the ixis powers.

By depriving tho /xis nations of the use of tho dollar assots
of countriss which thoy invaded end of the moens through which to
ecjuire othor dollar assets, thc Control greutly impaircd the ability
of thoso nutions to finance propecganda, sebotige and other subversive
activities in the United States and other arcas of strategic importonce
to this country. Moreover, in denying to the Axls powers thc use of
coammercicl end fincneiel facilities of the United States, the onamy
wos forcod to resort to less offoetivo mewns of currying out trans-
actions und in meny ccsos wes foreed to sbendon such activities. By
controlling and reguleating busincss ontorprises in which the encmy
wiclded an influence, tho Control destroyed tho nerve centers for /xis
activitioes.

Tho Control wes not confined to the reguletion of bunking
and fincneial trunsactions alone &nd the far-reaching character of
the freczing program was dromoticelly demonstriuted in numercus oconomic
fields. Control operations in tho securities and curreoncy ficlds de-
prived the fxis netions of the fruits of conguest by proeventing the
disposcl in this country of lootod securities ond currency. In the
trode end commercial field, the Control weas cn important instrument of
this govermment for regulating c«ll cxports and imports betwecn the
United Stutes cnd a large portion of the world. The stringency with
which it operated wos domonstrated in the complcte stoppage of all
traode with Japan even prior to the outbroank of the wer. The freezing
progrem in the trode field was implomonted by the promulgation of The
Proclaimed List of Certein Blocked Netionals.

In the businoss cnterprise ficld, wide authority wus oxer-
ciscd to elimincte dangorous Axis influences. Around 2,000 business
ertorprises were operated within tho United States under licensce. Tho
blockcd entorprises were roquired to provide detuiled informetion
rcgording their organization, capitel structure, officers and dircctors,
r<letionships with othor companies, nuture of operations und principal
customers. From information obteined from &ll ssurces concerning Axis-
ovmod or domincted enterprises, morce stringent forms of contrel wero
gxerciscd by subjecting some cnterpriscs to rigid supervision, by
requiring the dismissel of a numbor of oxecutives end amploycos, by
compclling tho liquidation of muny enterprises, end by vesting the
cepitel stock of lurge ontorprises owned or controlled by Axis netionols.
Sinco a number of thoso busincss cnterprises hud bcen uscd as a basc
of operations to carry out plans to control production, to hold markets
iri tho Hemisphere, to support fifth-column movemcnts, and to weld our
post-wer cconmmy to Axis plans, the forms of control thus excrciscd
wore of inestimable velue in tho wor on the economic front.
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Foroeign-ownod assots in the Unitod Stotes

With ¢ viow to implemcnting the freczing controls, rogu-
1ctisns were issuod providing for « ccnsus of cll foroign-cvmed
property subject to the jurisdiction of tho United Stotes. Tens of
thousands of barks, corporuticns, and individuals in this country
were required to file, on Form TFR-300, roports giving dotuiled
irformetion with ruspoet to foroign-cwnod usscets and tho omers.

As a rosult of the consus, the megnitude of the forocign
stoke in this country has becorc fully known for tho first time.
ftout $12,739 nillion of esscts--deposits in fmerican bhenks, invest-
nonts in United Stetes sccuritics cnd enterpriscs, intorests in
cetotos end trusts, ond niony othor types of proporty--worc owned by
fireign individuels wnd orgunizetions es of June 1, 191 (sco teble
bolow). The dollar csscts in tho United Stutes of porsons loceted in /
countries cffected by the froczing controls omountod to 35,985 million.=

Valuc of Foreign-ownod Unitoed Statos Assets by
Geogruphic Lroas of Reported Address of the Oimers,
end by Principel Types of isscts, as of Junc 1k, 1951

(In millions of dollars)

T | Inter-| Forcign
Guogrephic arcas Bul 11 ors* Do= 1ponl lests in] con- p Other
‘of reportad Total curre?cy NGSti? prop-|cstetos|trolled™ | ggsets
ndlress) ens SeOWrd=| crty | and entor-
deposits tics trusts| priscs
Cenada cnd New-
foundland 1,742.8 L29,9 sLh2.9] 16.5] 3.5 529.8 1£9.2
Scuth fnerice 672.9 30L.7 100.1] 1.3} 9.2 61.l 196.2
Countrel Amorica
tnd Nexico 385.3 15%.0 89.9] &.1] 9.4 729.1 85.L4
Wost Indios and
Boerrauda 3060 92,0 102.5] 2.0| 21.6 22.% 65.0
Europe 8,127.6 | 2,32.8 |1,607.1| 87.8|757.6 | 1,569.4 |1,672.9
Lrrica 162.5 || 65.4 16,3 1.7| 10.0 9.4 59.8
Lsia 1,257.3 82L.5 140.81 5.8] 12.6 7h.2 195.5
Ouecanla 68.2 2};.0 7.8 0.% 3.5 5.3 17.1
Unknown 15.7 1.1 1.8 1.2 8.9 1.7 1.0
Total, cdl ereas [12, 7507 || 14,2008 I2,@99.1:‘1?1;".“8‘“8‘6‘7’2‘3‘““'@“,’3’12.@ 2,100, 1
|

Woureor TConsus of Foruisn-ovmod Assets in the Unitud States,” U. S.
Treesury Dopurtment.

1/ Excluding gold held unidor cernurk for forcign account by the Federal

“' Reserve Bank of New York, which smountoed to £1,916,000,000.

2/ For stetisticul purpascs only, control wes deternincd on the besis

™ of the ownership o»f 25 per cent or morc of the voting stock of
corporstions una cnclogous interests in partnorships and other
orgenizations.

I/ IF gold cnd foroign socurity holiings in the United States of the
Governments, ocntrel benks, and netiondls of those countries were
jncluded, the total of blocked assets would be raiscd to 27,955 nillion.
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The consus elso rovealed the widespread character of foreign
interests in the United Stotus. For exemple, more then 132,000 foreign
individuals hed esscts in this country vilued et ncerly $2,600 million,
and 22,000 forvign corporutions hold property voluod ot cbout 88 billion.
Thousends of pursons hod assots cmounting to less than $5,000. while
the foreign intcerosts in fmericen corporations wero large in value,
it cin be stoted dofinitely thot thoy Jdid not represont control over
any lerge segments of the industry of this country.

The infornectisn filed on Form TFR-300 wis groatly nceded in
the administraetion of the freozing contrals. It enabled Foreign Funds
Czntrol to determine in cdvenco the importence of proposed meesures
of controls ond the naturc of the adninistrutive problems invelved.
2s uscful os thoy werc during the last half of 1941, the data immo-
dietcly becime vital in mony of the economic werfurc cctivitics of
tkis Govornment ofter Poarl Herbor. Now that the wer is over, tho
TFR-300 detu frcilitute planning by Govermment agencios for thoe un-
froozing of tho asssts ineluded within the scope of the controls,

Lifting of froczing controls

Shortly after liberction, o rapid reloxation of the froezing
controls took place with respect t> countrics of the Unitod Noctions
wiich had becn sccupied by tho fxis--such os Frence, Bolgiun, livlland,
Nerwey, oend Demmerk. Control was irmodictely relexcd on the dollaur
bclances of the govermments end centrel bunks, restrictions were
romoved on financisl communicotion and general licenscs wore issued
wuthorizing current treode trunscetions with Belgium wund Frunco. On

¢tobor L, 1945, & broad unfreczing licenso wes issucd with respect
ts Froance and & similar onc was issuod for Belgium on November 19.

In eddition to romoving «ll controls with respeet to new transactiosns,
these licenses cuthorizaed theo unblocking of asscts held in the Unitod
States by persons and institutisns in both countrics upon the cortifi-
cetion of tho Froneh cnd Belgien Govermments thet the funds wore the
property of thoeir notionals. By insisting upon certificeti-n, we
placod upon the Govermment of the liberated country tho primory
rosponsibility for protceting the intorests of its own nationals in
thoir frozon assets in this country, and elso of ensuring that no

ssots wore released which had been held by persons or firms in the
liboreted coruntrics os cloaks faor cur sncmies. On Decombor 7, 1945,

o sonowhat broader license (No. 95) wes issued to supplant the indi-
vi.dual liccnses provisusly issucd for Freance wnd Belgium ond et the
same time the unfroeczing of MNorwegion wnd Finnish cscots was announced.
Dutch essets were released 'n Fobruary 13, 1946, by wnending Gencral
License No. 95, On the basis of the Troasury ceonsus (TFR 200),

82,505 million of blocked assots hed beon releasod after the Duteh
difrosting hed beon cnnouncod as shown in the following tablos:
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Volue of Foreign-owned Unitcd Stetos Assots by Selected Countrics
By Principcl Types of LAssets, as of June 1L, 19

(In millions of d»llars)

__ Y Intorcsts| Foreign
Bulliocny! I i : g
i} omestic Real in eon= ol oine
Country| Total curr;ncy sccuri- bi o csteatoes trollcdg/ 1er
_ end, tics property and cntor- essots
doposits .
_ » trusts prises
Frinco (1,0L40.5| 516.4 186.1 10.0 122.2 99.6 {105.9
Norwey 154.71 10L.5 11.3 0.3 Z2.0 5.0 30.6
Fialend 20.3 8.6 0.6 / 0.3 2.8 7.0
Nothor- -
lznds 976.8| 205.4 319.8 1.2 13,1 326.0 [101.3
2,505.0{ 963.0 553%.0 12.0 14,.8 527.3  1304.9

1/ Bxcluling gold held under ecarmark for foreign sccount by the Federal
T Roscrvo Benk of Now York.

2/ For stotistical purposes only, control was dotermined on tho basis
T of the ownership of 25 per cent or more of the voting stock.

3/ Less than $50,000.

Undor Gonersl Licensc No. 94, o sweeping rclaxation of the
freozing control went into e¢ffcct on Doecumbor 7, 19L,5. Thercafter,
all chuntrics except Portugal, Spein, Sweden, Switzurlend, Licchten-
stein, Tangier, and, of course, Germuny and Jopan wore o bo troeoetoed
in prectically ¢ll respocts os non-blocked countries. All controls
wore removed over current transactions and normel financial and com-
rereicl reluwtions with these countries could be immedictely rosumed.
However, cxisting blockod cecounts of persons within the liconscd
countrics woro not froed by this liconso. Controls over oxisting
blocked sccounts of persons within tho licensed countries remuin in
cffcct in ariler to ensure thot crmouflugel enomy tssots aro not
rcleesed, Blocked Italian, Bulgarien, Hungericn, ocnd Rumenien property
is in ¢ seperate cctogory beceusc of the lecleration of war by theo
Urited Stotes agrinst thosc countries.

Dcfrosting of Swiss asscts

The principsl countrics romaining €5 be doelt with in the
defrosting progron are the ncutrals--Portugel, Spein, Swoden, and
Switzerland., The United Stotos Treasury insists that those ccuntries
ccnnot be ceeorded the priviloges being made uvailable to othor countries
urtil they heve taken effoctive cction to search out, immobilize, and
cintrol ¢ll enamy asscts within their jurisdiction, end until & sutis-
feetory solution has becn reached concerning the disposition of thoso
erwry c.sscts,

Sinco Swiss wssets in this country werce by far the largest of
any of the neutrul countries, an attempt was made in February e¢nd Merch
1945 to fecilitate the s>lution of this problem in the course of negoti-
«tions condueted with thum by roproescentutives o»f the Fronch, British,
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and Unitod States Goverrmonts. 4s a rosult of these negotistions, the
Swiss agreocd to freczo Germen cssets within Switzerlend held by persons
locetoed in Axis oand Zxis-occupied countrices. Tho ccnsus taken for this
purpose disclosed the existencc of some $250 million of such asscts

but this figure wes criticizoed by the Allioed Govermments ¢s being faor
bclow the sectual size of the assets. The Allies also criticized the
mgthods employoed in teking the census, sinece only aominal pendltics for
evusion were applied wund only 25,000 roturns were actually mode. In
addition, evidence wus roportcdly discovercd in Germeny indiccting that
irmedietely cfter the departurc from Switzerland of the Allicd repre-
scntatives, and less thon o month prior to V=E Day, the Swiss Govern-
ment, es o result of negotiations with reprosentatives of the Nazi
Govermment, cgreed to teke measurces on behaelf of Gormuny tending to
nullify the commitments which thuy hed just given to tho Allies. Undoer
these eircumstuncos, it is not hurd to understand why the problem of
unfreezing Swiss wssets in this ccuntry hus been so difficult. Tho
Trowsury census of Junc 1941 lists totul Swiss asscts in this country
&s 81,211 million.

While tho frozon Swiss assets in this country are not directly
involved in the four-power negotistions which commenced in Washington
on. March 18, 1946, wmong Switzurland and the £llied Govermmonts of
Frenco, Great Brituin, end the United States on treectment of German
assets in Switzerlend, it is rocognized by all porties thot the oxistonce
of these Swiss funds gives the United States Govormmont o strong bargoein-
ing wempon in the current negotiutions. The Swiss reprosentutive in
the present negotistions, Mr. Wolter Stucki, assured the representativus
of the other Govermments of the willingness of his Govuornment to "co-
operate” if due rocognition was given tc the rights of property holders
under internuationul loaw. He conceded thuat with o billion to & billion
and a hualf dollurs undor foroign funds control "ecconomic pressurcs"”
could be employed to force Switzerlund to turn over Gormon asscts hold
thore, He cttributed the failurc of surlier negotiwtions to unblock
Swiss &ssots herc to a lack of understanding betwecn the United Stotes
and the Swiss Govermments. The Chief of the United Stutes delegation,
Rundslph Paul, told Mr., Stucki thuat thae United States had no desirs to
continue frozen funds controls cny longer than "nccesscry” cnd that
this Govermment hopes thet those muy bo torminsted at en carly deto.

Lt the root of the controversy over disposition of tho Swiss-
h¢ld German assots is the question as to the legulity in Switzorland
of an #1lied Control Council vesting decrec issuud in Germeny on
October 30, 1945, By this docrcc, the [llied Council transferred to
itsolf title to ull external German asscts. The Alliod position is
that this decreo hus the samo legol standing es e Gornmen decree since
the Aliied powers cxcercisc Gernan sovereign rights as a rosult of the
German surrencder wund that becausc of thesc rights the Council hos full
suthority, under intorm.tisnal lew, to dispose of the asscts of Germun
netionals in Switzorland. Mr. Stucki, the Swiss representative, con-
tends thut the decrec did not apply to Germuns outside of Gormony, or
to their property und honce tho Swiss ure legully obliged to protect
property legelly acquired in Switzorlind. The Swiss spokosmon said
that if & solution to tho problom could be devuleoped which took into
considcration these cloments of intornetional law his Govorment
stands reedy to co-operate in the disposition of these assots,
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Mnzlo-Swiss Monctary Agroomont Rcsa Frnst

After prolonged negotiations between Great Britain and
Switzerland, a monetary agreement was signed on March 12 between
ths two countries. The agreecment becomes effective immedieately.
Financial circles in both countries seem to be groutly pleased over
tha successful conclusion of those negotiations.

According to the terms of the wccord, tho contract is to
rul until March 199. Howoever, it may be terminated any time by
sither party cfter three months' notice. Thu pact cllows some
fla2xibility since provision is mede for udjustments according to
circumstences end for a roview if aither of the two contracting
pirties should chango its monctary policy in such & manner as to
affoct the egreement. Through close cecopereation betwoeen the Swiss
Netional Benk and the Bunk of England, 'it is expected thet all
technicel qucestions arising out of the poet will be sottled to mutual
satisfaction. In any ovent, o rovicw is contomplcoted within o year
after the date of its coming into force.

For purposos of this agreement, the official r.te of ex-
change betweon the Swiss frine and the pound sterling hes been set
&t 17.35 fruncs = 1 pound sterling. By mutual consent, thce Swiss
Netional Bank and the Benk of Englund moy fix the meximum sprecd
beotween the buying end the selling rates to be used for transactions
unier the terms of this contrect. This rate of 17.35 francs compares
with wn average rete for Decamber 1945 of 17.395 und for the year 1945
of 17.307, while the yeurly avercges for 1943 wnd 1944 wore 17.299 und
17.%13 Swiss frencs poer pound sterling, respectivoly.

Tho egrecment specifics thut the Bank of England shall sell
sterling to tho Swiss Nutionul Benk against Swiss frounes wt the officisl
rete of exchungo up to & maximum of 86,750,000 Swiss frencs, or cgiinst
gold in cusc this muximum hues beon rcached. On the othor hand, the
Swiss National Benk shall scll Swiss frones to the Benk of Englend
egi.inst sterling «t the scme officiul rote up to o maximum of
5,000,000 pounds, or aguinst zold in ecusc the bulunce &t tho Bank
of England for account of thc Swiss Netional Bank hus reached that
tmount. Bach bunk is to meintein with the othor bonk o minimum
balence «t ©ll times, the wmount of vhich is not stited in the agrec-
ment but is left to the discretion of the two buonks.

It hus been consistontly cnd repeatedly reported in the
Amsrican end the British press that tho totul credit grented to
Graot Brituin by Switzerlund is cround 15 million pounds or about
260 million Swiss francs. Thc toxt of the asgrecment, however,
cleurly stipulutes the cmounts as being 5,000,000 pounds or 86,750,000
Swiss fruncs. On the othor hand, the agroement docs embody o« clause
which cuthorizes the Swiss Nutional Bank to sell to the Bank of England
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Swiss francs over and above the stipulated limit of 5 million pounds.l/
No limit to these additional credits is stated in the accord, but it

is understood that they will rot excecd 10 million pounds. This

wonld then te in agraement with « total credit of 15 million pounds

or 260 million Swiss francs &s reported in the press. The granting

of such &« comparatively lergo credit to Great Britain signifies o
departure from the policy pursued by tho Swiss esuthorities during the
past years when they werce quite reluctant to hold large smounts of
sterling.

The agreemont also provides that neither contracting party
will usc the other's funds to purchese o third currenecy without the
consent of the othor purty, and that both will tuke steops to provent
unauthorized trensfors of cupitul funds between the sterling aroa end
Switzerlend. For purposos of this agreement, the storling crea is to
here the mewning assigned to it from time to time by the exchange
control regulations in force in the United Kingdom, und the term
Switzerland is te include the Swiss Confederution and the Prineipality
of Liechtonstein.

Sincc the United Kingdom is expected to develop un import
balance in its trade with Switzorland, the veluc of the agrcoment to
ths British is obvious; knowledge of rclated developmonts indicates
thot Switzorland will also giin substantisl edvanteges. One imrmediate
gein is the fact that beginning April 1 British tourists will be
allowoed to teke with thom larger cmounts of sterling for travel cbroed,
ani since British tourists for « number of ycurs have shown a prefor-
cnze for travel in Switzerland,thet country will hsve en opportunity
to rocupture st leest pert of hor vre-wer tourist trade which consti-
tuted & most important factor in the Swiss cconomy.

Possibly the chief long-rango sdvenbuge for Switzerland lies
in the feact that this accord will reopen export morkets in the storling
croea, particulurly oversovas markcts which were lest during the war both
bescuse of trunsportation difficulties and becuuse sterling currency
with whizh to buy Swiss frunes to puy for imports from Switzerland was
not made avuilable to these areas by the British suthorities. At
present, of course, snd in tho immediate post-war ycers, Switzerlend
will have no difficulties in cxporting consumer goods of which thoere
is & groet scarcity in almost every country. However, Swiss outhorities
undoubtedly foel thet sarly roestablishment of the country's trade
connections with British BEmpirc arews is & worthwhile accomplishment
in view of the traditional importance of these nwtions in Swiss foreign
trode.

1/ The paregreph in queosticn reads as follows:
. "(2) The Netionel Benk of Switzorlend .... shell sell Swiss
frenes to the Bank of England ....

(a) sgeinst sterling to be credited at the official rate
to the Notional Bank of Switzerland's No. 1 Account
with the Bank of England, provided that the balance
stunding to the credit of that .Account is not thereby
increcscd above & moximum of L5 million, plus such
additional sum &s nmoy be detormined by the Contracting
Govermments in thce light of tho estimated balance of

paymonts between the sterling ares and Switzerlond, ...."
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fzerbaijan end Iran's Gold and Ruble Belances in Russia A.R.B.

A rocent report that the U.S.S.R. mey make tveileble for the
usc of the wutonomous govermment of Azerbeijan part of the gold and
rutlc belances held in Moscow in fevor of tho Irwniesn govermment, is
of intcrost for drawing attention for the first time to the fincneial
sics of tho probloms wrising from the independonce movemont in this
nor thwestern province of Iran.z/ Thero is no officisl information ebout
the cmount of gold ond ruble belences thet accumulated in Moscow over
the war yeers as ¢ result of imports from Iran und exponditures by
Russio in her zonc of occupebion. But the velue of carmurkod gold is
roported to be about $20 million. This figure mey be tcken to repre-
sent 60 por coent of Iran's total cluims in Russiu in accordance with
the finenciel egrosement of 19L3 between the two cnuntries which stipu-
leted thet tho ereditor nution would be entitled to recelve 60 peor cent
5f its belences in carmarked gold. Tho ruble balunce would in thet cuse
amount to $13 million, and tho total of gold and rublos to %33 million.

It may be asked how Azerbaijan's sharc in these asscts might
be determined. A possible solution would be to buse a determinution
on the oxtent of Azerbeijan's diroet contribution to the building up
of these ressurces. Thore should be no difficulty in determining thoe
vilus of exports from Azorbel jan to Russia or the tmount of Russian
exnenditurcs in thet cree during the occuputisn period. But those may
not truly represent the extent of Azcerbaijen's real contribution.
Azsrbaijen is considered €~ boe one of tho richest agricultural crees
in Iron. The volume of its trade with the othor provinces is lerger
thin that with foreign countries. By supplying ncighboring provinces
with agricultural produce which thoy themselves could reisc only at
groat disadventage, Azerbaijan hes mede it possible for s-me of the
provinces t> speeciulize in oxport praducts snd to meintein the volume
5f their exports during the wer yvers. In this way, it might be crgued,
Azorbeijon contributed in en indirect munner to the sccunulation of
gold und foreign exchenge resorvos ¢broed, including those in the
U.S.S.FE., at tho cast of a fell in the real income of the Azerboijen
people.

Pspulation is anothor stondurd which could bo used in deter-
nining Azerbei jan's shuroe in these asscts. Azerbai jan hes o population
of 1.5 million, or onc-tenth of the populetion »f Iran. On the besis
of this ratio, it could be claimed thut the province would be entitled
tc receive 32 million in gold and %1.3 million in rubles, probebly e
lergor sum that it could expect to obtain as & result of its contri-
butions w«lone. ‘

It is roeognizoed thut the solution of this problem is not
s urgent or important cs is that of tho major problens rcquiring the
irmcdiste sttention of Iran end the U.S.S.R. But that it muy bocome a
dolicoto issue botween the two countries in the future cenrot be ignored,
in view of the report thut Russia mey act unilaterelly in ossigning to
Azorbaijan a share of the funds in her custody, ‘

T, Zzerbei jon doclared its sutonomy on November 19, 19L45. Thec now
hasat s 3 .
govermment hes reccived recognition so fur only from Russie.
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FPre-Wer Trade Bectwoen Russia and Eastern Europe

M exander Gerschonkron and Toni Gisse

Rucent Russian policies heve drewn o good deul of sttontion
to thae problem »f futurc oconomic reletions between Russic and the
countrics loccted in whet has come to be called the Russian zone of
influence in Bastern Burope. Structurul changes which huave beeon
produced by the wer aond its aftcermuth in Russiu and elsowhers, in-
cluding the chenged role of Germuny within the puttern of Furope's
trade, hive in many respects crectod & new situation. There wre
therefore norrow linits to what nuy be gleuned from a reviow of past
trade relations botween Russia and the countries of the zone. Still
such @ review moy not be without usefulness for an sppraisel of post-
war dovelopments in the region concerned.

The attached teblc shows wnnual evoreges for the inter-wer
trede cf the oight countrioes locutod in the Russian zono in Eastern
Burope. The ninth country, flbania, hus been oxcluded because of the
irsignificence of its foreign trading rolations. The teble reveals
(1) the totel truding irmportanco of individusl couniries in relution
to the totsl trede of the "zone," (2) the troding weight of the zone
ir. the total trude of Buropc (excluding Russia), and (3) the cxtent
tc which these countries trodod with Russia. The trude figurcs of
the thrce Beltic countries (Estonis, Latvia, Lithuania) have boen
acdod to the Russian trade figures. This, however, docs not inply
an ocxpectation that the recont incorporetion of these threo countries
irto the U.S.S.R. will leave the structure »f their foroeign economic
rclations undisturbed.

Tho teble discloses two outstonding chaructoristics. First,
the totel trede of the "zono™ wmounted 4o w considerable proportion of
Bureope's total trades On the averuge for the whole period zone imports
ecualled 10.)y por cent wnd zono oxports 12.7 per cent of Burope's ine
ports and exports, respectively. Those percontiges proved rether
steble .nd were maintcinoed throughout the whole poriod 192,-1938,
Sceondly, the trade of the zono with Russia {including the Baltiec
States) was very srall, impoarts from Russic amounting to 1.1 per cent
of the total imports of the zone, wund exports to Russia cnounting to
2 per cent of the tetal oxports of thce zone. Exclusion of the imports
from the thrce Baltic countries would roduce tho sherc of imports from
Russiw in total zonc imports to .9 per cent. The comporeble figure
f:r oxports would be 1.4 per cent.

It should beo rocognized, however, thet the zone, with regard
tc trede with Russia, consisted of two very different groups. Four
ccuntries (Finland, Poland, Czechoslovekia, and fustria) accounted for
9¢, per cent of tho zone's imports from Russia, and for 99 por cent of
the zone's oxports to Russia. In other words, trade botwecn Russia
ard the remaining four countries (Hungury, Yugoslevia, Bulgaric, and
Rumanie) was either non-oxistont or negligible.
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Neverthcless, oven if we disrecgerd the four countries last
nuntioned, the eggroegate share of imports from Russia inte Finland,
Poland, Czeochoslovekia, and Austria in the total imports of these
countries amounts to no more than 1.5 per cent. The corresponding
percentage for cxports would be 2.9. Exclusisn of the Baltic States
would reduce the preceding figures to 1.1 end 2 per cent, respectively.

WJith regard to the individuel countries of the zonc, Finland
shiows on an annual averege the rclatively lergest retio of 3.7 por
cont between imports from Russia snd total imports. The ratio of
cxports to Russia to total exports is highest in the case of Czecho-
slovakia--l4.7 per cent. Exclusion »f the Beltic Stuates gives Finland
the highest ratio both for imports (2.9 per cent) wnd cxports (2.4
por cent). Thus the conclusicn is justified thet trade with Russia
pleyed a very mineor rolo in the toteal trade of the zonec.

“Nor did trade with the zone bulk large in aggregete Russian
trede es muy be shown by the fellowing figures:

Imports into Russia froml/ Exports from Russia taL/
the zonc as porcentage tho zone as percentago
of total Russian imports 2f total Russian exports

192};-28 5.76 3.24

1929-33 6.25 L.28

193L-38 3.85 3.94

192L,-38 5.81 3.85

1/ Trade of the Baltic States 1s not includod in this computetion.

" The sbove figures nust be tuken os approximutions only. 1In all
likelihood, thoy tond to undercstimite tho share of the zone in
Russian imports, cnd to overestimete the sharc of the zone in
Russian exports.

It may be noted that Russia's trade with the zone reached a peck in
1929-1933 when Russia's trede was ot its inter-wer noximum. Between
1929-1933 and 193,-1938, Russia's aversge wnnuul imports fell from
677.1 million dollers to 233.7 millicon dollars; the corrosponding
erxport figures were 63%6.7 million dollcrs wund 296.6 million dollars.
This drcp affectod the zone more then the rost of Russia's trading
partners. It is also worth noting that the zone's shure in Russion
irports was much more severely effectod than its share in Russian
exports. As is shown by the following teble the zone in 192,-1928
hed un ennual cveruge export surplus to Russia of 31.2 million dollars;
in 1929-1933%, the export surplus still wmounted t2 27.3 million. But
in 1934-1938 un import surplus of 3.1 million dollers appoarcd.
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Deficits (-) wnd Surpluses (+) in Trade with Russia
(Annunl everecges in millions of post-193% dollars)

192)4-28 1929-22 1930~ 38 192,-28
Find cnd * 2.9 + .7 -3.2 + .3
Polund +12.8 +17.9 S +10.0
Czochoslovekie + 9,8 + 5.2 , + .8 + 5,6
Austric * 5.7 + 3,5 - 3 + 7.0
Totel +71.2 +27.3 -3.1 +18.9

From 1933 on, Russia begun to uxporience wn oxport surplus in its
overall bulence of trode. This wes wchieoved primurily by chunging the
risio of oxports to imports in trude with Germuny, Northern suropo, end
tho northern eountrivs of the zone. 7ith rogurd to the latter, it
should be reealled thot in the 'twenties and early 'thirtics Russic
purchesed considerible mounts of industricl goods from Austria,
Czzschoslovikia, and Poland. In the luter yosrs, other and botter
sourccs of supply bocume availablo while Rursian import necds bocume
much less urgent.

In conclusiosn, it mcy be suid thot the sbsence or ncer-
rbsencce »f trede with Russic on the port of one-half of the zone
(Hangury, Yugoslovia, Bulgarie, end Rumenia) wos to some cxtont the
result of hostile political rolutions botween thesc eountrics wnd
Ruzsiase. In the ebsonce »f such hostility, some trode--zlthough a
reletively smell volume-~undoubtedly would have develaped s cerly
as tho 'twuntics. The chances cro, however, that in the latter purt
of the 'thirties trude would have inerowsed further ws « result of the
insreasing industrializution of Russic's exports. A comnsidoreble
inzrecsc in Russia's post-war trado with Hungery and the Belken port
of the zonc should have been expocted. If industrializetion in Russie
should procsod ot its pro-wor pucc, tho presumption is that the comple-
nontarity of Russio end tho southern pert of tho zono would continue
te grow.

This complemonturity is much luss evident in relation to

the northern pert of the zono. Tho pro-wor trede dete would secm t©o
indicete thut o lerge Russien tredc with the northern countries of the
zonc could develep on economic grounds only if the wggrogete volume of
Russia's trade wore to reach much higher lovels thun wus the ccso in
tho inter-wur puriod. Much, of course, will dopend on the duvelopmont
of Gernany's trede. As shoun in the £ollowing -teble, Gormeny took 17.5
per cont »f &1l exports of the z-nu in 1935, while more thin one-fifth
2f tho totel imports of the zone came from Gormony.
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Germany in the Foreign Trade of the Zone, 19§5£/
(In millions of post-1933 dollars)

T I 2 3 n 5 &

Exports| Imports 3 as Ly as
Total Total to from |percentage|percentege

. Exports| Imports| ;ermany| Germany of 1 of 2
Finland 136 116 13 2l 9.5 20.6
Poland 175 163 28 23 16.0 k.1
Czechoslovekia %09 281 50 63 16.1 22l
Austrie 169 227 26 38 15,3 16.7
Hunrary 133 118 33 27 2L.8 22.8
Yugoslavia 93 8% 17 1l 18.3 16.8
Bulgaerie SIS 37 19 20 L7.5 51;.0
Kunania 146 97 25 22 17.1 22,7
Total - 1,201 1,122 211 222 17.5 20.7

l/ In 1935, the Germen trade drive in the Balkans wus still in an
eerly stege. With the exception of the dute for Bulgurie, whose
trede is the smallest of w1l zone coumtrics, the percentuges shown
in the table convey a fuir picture of Germeny's position in the
trade of' the zonc.

Should trade between the zone and Germany remein smull for o long
period, a lerger volume of tredec betwecn Russia und the zong would
follow logically. This is true for the northern us well es ths southern
pert of the zone. With recgerd to the latter (Hungery snd the Belkens),
it would bo perticulerly insdviseble, for this end the previously stated
reusons, to regard wny end cvery inerewse of trerde with Russio «s cvi-
dence of Russia's cconomic penctration. Such en incrcese would in ell
likolihood tako plece if trade of thosc countries with Russia were
determined cxclusively by comparetive cost considerations. Nor should
this necescarily be conceived in static terms. It is vasy to think of
a pattern of industrializ.tion of the Bulkans which would fit into the
Russien pattern of occonomic dovelopment. Devclopment of light in-
dustries in the southern rcgions of tho zone would probably creato a
basis for exchange of products of those industries ageinst imports
from Russis of machinery (particularly sgricultural mechinery),
vehicles, tnd metcls and minerals. For what has so far become known
of the Russiun Five Year Plan suggests that the lag of light industry
bohind hewvy industry will remain typicel of the Russian occonomy &t
lcast for the noxt decade. BEvon now the Russians are known to use to
the full the limited toxtile-producing capecity of the zone. Russion
deliveriecs of cotton for proccssing ebrocd heve been an important
foeture of trade relwtions butwoen Russia and severcl zone countries
sinco the liberation.

On the othor hand, however, there is little certainty es
yet thet Russias will confine its economic reletions with the countries
of the zone to whet is economicelly profiteblc from the latter's point
of view. On the contrery, it scoms, espeeially with regard to the
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southern helf of the zone, thet Kussic uims et developing ¢ volume
of trede considerably in exccss of what would be expected if Russia
were to ebstain from such vigorous policies &s heve becn adumbrated
in hor egreements of economic colleboretion with Hungary end Rumanie.



RUSSIAN ZONE OF INFLUENCE IN EASTERN EUROPE

ANNUAL AVERAGE VALUE OF FOREIGN TRADE IN SELECTED PERIODS
(In millions of post-1933 dollars)

2 Imports from Russiaz Exports to Russia 4
Total Importal/ Total Exports?/ and the Baltic State and the Baltic State
1924-2811929-33[1934-38 [1924-38 |1924-28 [1929-33 [1934-38 [1924-3|1924-28 |1929-33 | 1934-38 | 1924-38 |1924-28 [1929-33 [1934-38 |1924-38
(1) (2) (3) (4) (5) (8) (7) (8) (9) [ (o) | (11) [ (12) [ (13) [ (14) | (15) [ (16)
Finland A 258 170 148 192 245 186 164 198 9.6 6.3 5.8 7.1 12.5 7.0 2.6 7.4
B| 8.0% 7.84 { 11.6% 8.6% 8.4% 8.8%, | 12,1% 9.3% || 3.7% 3.7% 3.9% 3.7% 5,1% 3.8% 1.6% 3.7%
©oland A 496 323 198 339 440 348 201 330 m.OW\ 7.2 3.5 5.6 Hm.mm\ 25,1 3.1 15.6
Bl 15.4% | 15.0% | 15.5% | 15.3% | 15.1% | 16.4% | 14.9% | 15.5%]| 1.2% 2.2% 8% 1.7 | 4.3% 7.2% 1.5% | 4.T%
Czechoslovakia A 860 607 308 592 950 644 342 645 6.7 11.5 5.3 7.9 16.5 16.7 6.1 13.5
Bl 26.6% | 28.1% | 24.1% | 26.6% | 32.6% | 30.4% | 25.3% | 30.3% 8% 1.9% 1.7% 1.3% 1.7% 2.6% 1.8% 2,1%
Austria A 732 491 239 487 468 316 176 320 3.6 4.7 1.6 3.3 9.3 8.2 1.3 6.3
Bl 22,8% | 22.8% | 18.7% | 21.5% | 16.1% | 14.9% | 13.0% | 15.0% 5% 1.0% A A 2.0% 2.6% 7% 2.0%
Hungary A 295 181 123 200 236 192 146 191 .5 .3 3 .3 4 4 4 4
B 9.1% 8.44 9.6% 9.04 8.2% 9.1%2 | 10.8% 9.0% AT% A% 2% .15% 177 2% 3% 2%
Yugoslavia A 221 144 97 154 215 148 109 157 .1 .1 ol .1 .2 - - .1
B| 6.8% | 6.7 | 7.6% | 6.9% | 7.4% | T7.0% | 8.0% | 7.4% - O™ | 1% 08% | 1% - - .06%
Bulgaria A 79 57 44 60 71 60 49 60 o3 .2 - .1 .1 - - -
B| 2.4% 2.6% | 3.4% 2.8% | 2.4% 2.8% 3.6%4 | 2.8% .4% 4% - .2% .1% - - -
Rumania A 287 185 121 198 286 224 166 226 .3 .6 .2 o3 - .3 .3 2
B| 8.9% 8.6% 9.5% 8.9% 9.8% | 10.6% | 12.3% | 10.7% 17 3% 177 .15% - 1% .18% A
Russian Zone A| 3,228 | 2,168 | 1,279 | 2,222 | 2,911 | 2,119 | 1,353 | 2,128} 27.3 31.1 17.4 25.0 57.8 58,6 13.9 43.5
B|100% 100% 100% 100% 100% 100% 100% 100% 8% 1.4% 1.4% 1.1% 2,04 2.8% 1.0% 2.0
Europe 29,511 |21,521 {12,951 (21,328 {23,166 {17,167 | 9,980 {16,771
Zone Trade as Percentege :
of Europe's Trade 10.9% | 10.0% 9.9% | 10.4% | 12.6% | 12.3% | 13.6% | 12.7%
W\ Line A = absolute import figures; line B = country imports as percentage of total "Zone" imports.
l\ Line A = absolute export figures; line B = country exports as percentage of total "Zone" exports.
n\ Line & = absolute import figures; line B = imports from Russia and the Baltic States as percentage of country total »swom%m.
M\ Line A = abrnluta axport figurac; lina B = awparts 40 Ruseie and the Baliis States ac percanteze of coumiry total sxports,
M\ Because adequate data for the year 1924 are not available, a four-year average (1925-28) has been used for Polish trade with- &ro Baltic States.
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