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shovld in no casc be cited or quoted. It consists of pcrsonal
cnd infomal contributions by the authors, which in mony coascs
represent very tentetive anclyscs of the subjeets considercd.

Price Control in Gormany;/ Paul G. Hermberg

Pricc control in Gemany and cspeeially in the United States zonce
has been very cffcctive. Its most impressive successcs arc the following:

1. Prices end wages hovc been meinteined close to the level pre-
vailing beforc the occupaticon. Incrcascs have been authorized at criticel
points, but hove been so limited as te prevent their cunulative ¢ffcet on the
crst of living frea nccessitating ony adjustment in the level of woges. This
has bcen accomnlished desoite an ~verwhelming cbundence of purcheasing wower.

2. L coeentrolized price control systen. operated by Germon agen-—
cics under central supervision hes been cstablished in the United States zonc
Af sccupation. The control is administered on aMLand"hesis by Price Formation
Cffices. A Spocicl Coamaissicncr for Price Fomation and Price Supervision
and o Pricc Formation Committee (on which trocde unions, consumer conpcratives
and soloricd workcrs arc represcnted) crordinote and control price develop-—
nents far the cntire zonc. On November 15, 1946, the Price Division of the
German Exceubive Comnittee for Beonomics ot Ziinden formolly took over re-
sponsibility for price control in the merged Pritish and United 3totes zonce.

1/ EZditor's note:  Or. Hermberg is now on lcave of absence frem the Boord
working for the 0ffice »f Military Government in Gerrony.
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3, TUniform principles of pricc contrel for =il of Goermany have
been established on & quadripnrtite basis, According to thesc principlcs,
increases of logal prices hove been grented in o unificd ménner in all four
zoncs. Prices, however, are not cxactly the same throughout Germany.
Diffcrences arc incroosing and excced to some cxtent the inequalitics which
clweys existed cmong diffcrent regions of the Relch. Nevertheless, o high
degree of unity hos becn mainteined in the totol Ceman price system. Sta-
tistics on o uniform bosis have been computed in all four zoncs to show the
cffeets of price chonges on the cost of living.

In spitc of thc successcs of the ovricc control policy, howcvecr, &
critical point is aporocching beyond which no control system will be able
to ward off any longcr the destructive cficcts of the discreponcy between
purchasing power and the supply of goods, ciecpt by rumoving the discreponcy
itsclf,

The Disappearance of o Normal Function of lhioncy. There is no real
inflation in Gemeony, in thc scnsc of runcwey prices. Retioned goods ore
sold ot fixed legal prices, though it is increesingly difficult to sccurc
the rationed guentitics. In addition to the officicl markct a black market
exists, where prices crc often morc thon o hndred timcs 25 hizh as on the
official morict. Even black morket prices, however, show no inflotionary
symotoms. They hove remaincd nearly unchenged during the last yeor. In
this scnsc, inflotion hes been avoided.  From znother cnglc, however, the
Germen ceonomy is expcricncing the somc varclysing influencc which ac-
companics the finel stage of inflation--onc of thc normel functions of moncy
is discoppecring.

Certainly moncy connot bccome complotely uscless os long as prices
of rctioncd goods tnd Woges arc mointeined ot o fixed level., Nowvertheless,
meoney con losc 1ts most important quality--thot of being rcspeeted os o
woluc in itsclf for fuburc usc. The following symptoms indicote thot moncy
is in fact being cdeposcd step by step in the Germén cconomy,

() Money hos mointoined its full wvalue only s on adjunct to
the rotion cord. Honcy without o rotion cord nas prescrved only 1/10 to
1/100 of its nomincl wvoluc. '

(b} Compensction promic crc demonded in additi~n to moncy payments
cven on the nfficial morket in an incrcasing number of coscs, The simplest
ferm is an illegel demand for additioncl payacnt in ¥ind, consisting of food
or cigarcttes. L morc cmplicuted form is ccccptance by the buycr of the
aGditional oblizotion to deliver sonc other merchondise ot legal prices
(¢c.g., 2 plont Zelivers chine ot lefol orices o o wholeseler who promiscs
t: supply rabtioncd pototncs te the workers of the plant ot the lcgal pri.ce).
Wnrkers on their port moy demond thot the capleyer make dcliverics in kind,

By

wrich arc then chorced ot legal prices oghinst their woge accounte,

(¢) Thc next step loads from thesc forms of poyment by compon-—
sotion oromic to cctuel bartcr, In meny ciscs the deal is hosed on the
legel prices of the bortercd commoditics, bub no moncy changes handss it
scrves only t> aupress the price. gncbincs--cspeeially in the casc of
formers—-borter doteiinrates into o scnsclcess heerding of commoditics of
all kinds without cttention to rcal velucs.
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(d) In other cases a producer is not willing to produce for money
but cannot conclude convenient barter deals. The most dangerous effect of
the flight from money arises when the producer becomes reluctant to procuce
for the market &t all. Sometimes he will choose the most circuitous and
time-wasting methods of production in order to postpone selling as long as
possible. The tamnmer will insist on tenning with natursl berk, the farmer
will feed grein and even milk to animals. Sometimes, however, production
itself will be Dostponed.

Stagnation and reluctance to engage in economic reconstruction--
which arec visible tocday in many parts of Germeny--are typical ettendents of
the degencration of a highly integrated nodern cxkchange econony toward
primitive dircct barter.

Problams Involved in the Policy of Frozen Legal Prices.

(a) A ciscrcpancy has devcloped between the inherited price system
and the price structurc rcequired for the futurc Germen ccononmy.

The 4llics inheritcd a German price system which was developed
under the Nazi policy of making Germeny a self-sufficicnt, "autarkic
country. The futurc German cconomy, however, will not be zblc to bear the
burden of dircct or indirect subsidics which en cutarkic policy would impose
upon it. In ploce of the sclf-sufficient system of the Nazis a sclf-sup-
porting systcm must develop in which cach cconomic unit and gach part of
the country produces, for direct consumption or cichangcs goods and services
adcquate for its owm support. Obviously this change in the cconomic systom
will requirc fer-rceching changes in the system of prices. Furthcrmorc——as
cxplained in the lionthly Report of the iilitary Governor, U.S, Zone, No. 11,
("Trede and Commcrce," percgraph 6)--"thc present Gemmen legal price structurc
has not vct absorbed the cconomic costs of the war ana of dcfeat——war damoges,
reparations, and other higher cost factors inhcrent in Germany's ncew ccononic
circumstances.”

A complcte remodeling of the German price system, however, must
be postponed "pending the establishment of a definite financial pelicy for
Germany." Until o clecer accounting basis has been csteblished by financicl
and monetary rcconstruction it will not be possible to calculate cxactly
which parts of the German cconomy arc sclf-supporting and which parts are
living on subsidics,

It should be kept in mind, howewer, that the reconstruction of
frece markct prices is the ultimate aim of the United Stetes pricc policy.
The system of legeld prices is viewed as a tomporary ¢xpedicnt in order o
avoid price chcos curing the trensition. 3Iach doy of prolongation of an
antiquated price systcm, however, creates new westeful dislocations and
new obstacles to o definitive reconstruction of the cconomy.

(b) Pricc discrcpancics olso cxist within the German price
systcm.

Germen prices show o groving maladjustment not only in rclation
to the futurc Gormon cconomy but also in rclation to the present situation.
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Priccs of coal and stecl arc the subject of constant crgument; price rc-
lationships between certeoin row metcriels and finished goacds produced from
them, bctween cortein wages and prices of finished products, arc out of
balance. An incrcosing number of menufacturcrs clain thet theyv mointain
nrocuction only by cating up reserves or by sccuring credits. In some
cascs these statoments may not be corrcct. Rcluctence to place new plants
in operation, however, is not only caused by the distrust of moncy. In
somc coses the morgin between costs of production and selling prices is too
small to invite production.

(c) Discrepencics between the Germen and the world market price
systems orce numerous,

Tt is well known thot since 1938, price increases in Germany
have been much smailer than in other vellige:cnt or ncutral countries.
(Sec Monthly Report of M.G. No. 11, #Trade and Commercc,! page 4). This
fact would offer nc rcal problem for the futurc German cconomy if the rec-
lotionshin between individuol priccs hed romained the somc inside and out-
side of the country. Relcotions between individual German prices, howcvcer,
have developed their owm special pattern. (For cxemple, onc ton of heps in
Gormany costs as nmuch as 47 tons of coal or 21 tons of saltj outside of
Germany os much as 20-30 toneg of coal or 38 to 58 tons of salt).

The discrepancics between the prescnt Germon price systom ond the
systen of world morkct prices arc sc wide that o controllcd end gradnel
adjustment must be carried out before free trade con be cstablished between
Germeny and forcign countrics. In the futurc the German cconomy will be
nuch norc closcly rcloted to world markcts then cver boforc, Conscquently
the sdjustment of Germen priccs to the world morket will simulitencously
preperc a price systom adepted to she future Germen cconomy. The points of
grcetest discrepancy between Gorman orices end world markct prices will be
the points at which the adjustuent of the Germen price system must stert.

For wvery good reascns, however, Military Government authoritics
heve refused to meke fundamental changes in the German price syston bcfore
reorganization of the German monctory and finoneial system removes or miti-
gates the present denger of inflation, Once o sound cccounting bosis hes
hoen brought about, the adjustment of German priccs to the world merket
and simultaneously to the futurc Gemmon cconomy shoulcd start without
further delay.

An odditional difficulty should be considercd. The prescnt method
of contral c¢mtr 1l of Gorman prices by o cuadripartite committce was cstab-
lished to prescrve the inherited system. It is a conscrvative control systom
and will not be flexible cnough to perforn the adjustments required to trons-
form thc prescnt price system step by step. To attoin the nceded flexibility
o contrel Germen agency must be csteblished with authority to dlctate price
chonges in a uniform way over the wholc of Gemcny, following o general
pclicy to be detcmined by agreement of the occupying powers.
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Netherlands Internal. Debt Conversion Robert W. Bean

On February 15, the Netherlands Goverrment expects at one stroke
to reduce the interest rates end lengthen the redemption periods on approxi-
mately 40 per cent of its internal funded debt. There is little risk of
failure. As an alternative to conversion, the bondholder may elect to have
the proceeds from his receemed bonds blocked for five years in a non-negoti-
able account.

This procedurc falls onc step short of conversion by coercion.
The blocked accounts will bear intcrest at 2-1/4 per cent (Finance Minister
Lieftinck having rctrcatced from his originel proposal to pay only onc-half
per cent on thesc accounts). The new loan will carrv a ratc of 3 per cent.
Thus, pcrsons who cxpcct the pricc of the new loan to be at 96 or beclow 2t
the end of five ycars might--if they werce willing to forcgo negotiabilitvy
during this pcriod--prcfer to have the face valuc of their bonds credited
to thc blocked cccount. To discourage such cxpectations and such prcferences,
the Financc Ministcr has announced that whencver the markcet price of the new
honds falls helow 97, the Government will purchasc on the market up to 2-1/2
per cent cnnuelly of the original emount of the loan. As & finel deterrcent--
and it aopears to be conclusive--the Finance liinister has obtained authority
to convert thc blocked accounts into & forced loan, cither at the end of the
five ycars or cerlicr, This would rcstorc negotiability, but the forced loan
would certainly not beer a ratc of intercst highcr then 3 per cent or bring
o better price in the market than the erigincl conversion loan. This prospect
would appcar to destroy whatcver advantoge there might otherwise be in re-
fusing thc ncw issuc.

The new loon is for 40 years and will bear 3 per cent intercst for
the first 10 ycars, ond 3-1/2 per cent thercafter. It is offored in pla.cc
of scven old loans: two issued in 1940 (prior to German oocupation) for 40
years at 4 per cent; one issued in 1941 for 10 years ot 4 per cent; threc
others issucd during the occupetion for 20 years at 3-1/2 per cent; end a
3 per cent lozn issucd in 1936 for 20 years., Close to thrce-fourths of the
totel amount of those issues outstanding is in 3-1/2 per cent bonds; the '
chief saving in thc budget, thercforc, will not bc on intcrest expenditurcs
but on annual rcdemption payments. It has been recported that the nct saving
on intercst will be about 14 million guilders annually, and thot_gmnuol re-
demption payments will be reduced by ebout 123 million guildors.l/ Togcther
these crc fairly substantial cmounts when comparcd with totcl cxpenditurces
of 780 million guildcrs budgetcd for servicing the national debt in 1947
(before allowing for the conversion).

Doht scrvice is the lergest single item in the Government's 1947
budget, and cxcceds cven military cxpenditurcs (apart from costs of the
campaign in the Netherlands Tndics). Intcrest payments alone were originally
budgceted at 480 million guilders- -about 4 per cent of the cstimated notional
incomc for this ycar. This is approximztcly the samc rotio of intecrcst
cherges to notional incomc os now prevails in the United Kinzcdom, ond com-
pares with a ratio of between 3 and 4 per cent in the United Statos._/

1/ The Financiel Times, Jonuery 6, 1947. :
2/ Hansen, Economic Policy end Fuil Employment (1947), pp. 261-2.
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Intcrest chorges cmounting to 6 per ccnt of the national income
arc probably not wmanageablce for the Netherlands, but this proportion
throotens to risc shorply. The notionzl debt continucs to increasc, the
budgeted deficit in 1947 being some 2 billion guilders, cquel to about 14
per ccnt of the totel intcrnal funded andé floating debt (Trcasury bills)
outstending in July 1946. And still unscttled is the problem of how to
handlc the huge cleims for wer comoges ond the Germen debt to the Nether-
londs Benk, which will be assumed by the Netherlends Government. When all
these items arc inclvded, the total notioncl debt rcaches a megnitude of
some 24 billion guilders, close to threce timos the national incomc. Should
it bc nccessary to consolidate & substantial pert of these cloims agcinst
the Government by issuing intcrcst-beoring obligations, the problem of
servicing the notional debt would become cxcccdingly burdensomc.

Tt is evident that re-finencing the debt at lower rates will e
heclpful, but not o complcte solution. Cleerly, meons will be sought for
cchicving & drastic rcduction of the dcbt. The first weapons arc intended
to be thc capitel incrcasc tex and the capitel levy, which together orc
cxpected to yicld cbout 5-6 billion guilders, paycble over a perioc of ycors.
This amount could casily be swallowed up by current deficits, however, ond
in any cosc would not suffice to wipe out the cxtroordinary claims. The
most intercsting suggestion thus far was put, forwerd in Mey of last yecar by
a group of six Dutch cconomists. Their proposcl wos that the debt should
be rcduccd to a level not much greater thon twice the pre-wer cebt (in con-
formity with an eosproximate doubling of thc price level). Everything in
cxcess of this ficure--including current budget deficits-——should be booked
sn o separate, non-interest-becring account. The capital increcse tox should
be applied immedintely ond would serve pertly to offset the current deficits.
The capitel levy, however, should bc postponed until a balancing of thc budget
was achicved, ond should then be applicd with sufficicntly stiff rates to
yicld the full amount of the debt marked for liguidation. It wes estimoted
that this would amount to more thon 10 billion guilders {depending on the
size of current deficits), & figure which is roughly equal to the total
amount of the cxtraordinary claims cgeinst the Government.

A capital levy which would yicld 10 billion guilders would involve
much higher rotes thon thesc contemploted in the bill prescnted to the parlia~
ment last October (10 per cent on all capitel up to 100,000 guilders, in-
creasing graduclly to 25 per cent on all copital in excess of 1,000,000
guilders). The Govermment is apparcntly persucced, Nowever, thot sn drastic
o levy would not be politically feosible, end has gonc achead with its plans
for opplying the morc meoderate schcme. This lceoves in doubt the ultimete
size of the debt which will have to be scrviced, but scarccly lcaves dHubt
thot further cfforts will be made to reduce the chorges end to oxtend the
redemption perionds.
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The 1948 3udget for International Lffairs li. J. Roberts

Tn the President's budget 1essege, $§Dcnditures by the Government

for international cffairs and finance in 1948=/erc cstimcted a2t 3,510 million
dollars, or elmost 10 per cent of totol cxoenditures for a1l purposcs. This
figure represcats o neorease of 45 ncr cent from cxpenditures for the Govern-—
ment's international progrem in 1947. The sharp ccelinc nay be accounted for
by the discppoarcnce by 1048 of such itcms &8 initial subscriptions to the
Tnternotionsl Benk end Monctery Fund, by a substential reduction in cstinated
advences on the Treasury loon to the United wingdom cnd in loan disburscicnts
of the Export-Inport Bank, cnd 2y whe noor cxheustion of the United Stotes
contribubion to UNRRA's foreign relicf anc rchabilitotion program, The
following toble shows cotunl or cstinated poverrment cxpenditures in the

yeors 1946 through 1948 ior internotional affoirs end fintncee and estimoted
aosproprictions for the 1648 program,

Budgeted ZExzponditurces ond Lpproprictions of the United Statcs
cowernment for Intcrnationol Lficirs end Finmce
(In millions of collurs; fiscol years)

Program or Agency Expcnditures Appropriationsi/
Actual Dstimete Estimate

1946 1947 1948 1948

Reconstruction cnd stabilizations

Trcasury Loon to United Kingcom - 1,500 1,200 -
Txport-Import Xnlk loens 4,64 1,025 730 -
Reconstruction Finance Gorporation
1lozcn to Unitcd Lingdom -39 -39 -40 -
Subscriptions to Fund ond Bank 159 1,426 - -
Ai¢ to Chinc 120 - - -
U. 8. Commerciel. Company -118 20 - -
Total : 580 3,932 1,890 -

Foreign relicfs
UNRRA M43 1,515 305 -
flar Depzrinent - 556 645 725
Cther 4 3 =

Total T47 2,074 950 725

Philippinc-aid Drogram 28 105 137 144,
wenbership in internctlonal ;
sreanizations 2 15 18 18
Forcign reletions 101 152 1886 206
Proposed legislotion - 116 326 __6
Grend botel 1,464 6,394 3,510 1,169

g/ Lopropriations arc not rcquircd for cortoin cstimcted expenditures in
94% either previously authorized by specific legislation or covered by
appropriations made in carlicr ycars.

1/ .11 yeers roferred to in this article arc fisccl years.
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Of total estimated expenditures in 1948 more than half will be
disbursements on the Treasury loan to the United Kingdom and net advances
to the Export-Import 3ank to finence reconstruction and development abroad.
The largest single disbursement of 1,200 million collers will be macde on the
3ritish loan. This amount, plus the 1,500 million dollars of estimated ad-
vances in the current fiscal year, will leave a balance of 1,050 million
dollars available to the British after June 194€.

Tnring the current fiscal year and in 1948, the Treasury will make
net advances to the Export-Import Bank of 1,025 million dollars and 730
nillion dollars, respectively. The 1947 advances will represent the purchase
by the Trecasury of the balence of the Banl:'s esuthorized capital stock and
net withdrewals by the Bank from its account with the Trezsurys in 1948, ad-
vances will take the latter form exclusively. Total disbursements by the
Bank on losn commitments will exceed Trcasury advances; in 1947 they will
reach a peal:r of about 1,200 million dollers and in 1948 about 900 million
dollers. The evcess of loan ¢isbursemcnts over Treasury advances will be
met principally by rcpeyments on prior loens end by advances made by commer-
ciel banks out of thcir own funds under the Export-Import Bank's gueranty.
Of the Benk's total disburscments, by far the grester share will bc under
existing loan authorizations. In view of the fact that the International
3ank is now about to assume the major responsibility for meking reconstruction
and development loans, the Export-import Bank's future commitments will proba-
bly be restricted to credits to fin:nce United Stetes trede, to deveclopment
loans in which the United States has a specilal intercst, and to a limited
number of rcconstruction loans to countries not now membcrs of the Inter-
national Bank.

Ageinst these cstimated cxpenditurcs in 1948 for loan disbursements
there is onc smell offsctting item of 40 million dollars, the estimated re-
paymente of principal on the Reconstruction Finance Corporation loan to the
United Kingdom auvthorized in 1941. This loan commitment of 425 million
dollzrs (which was utilizcd to the cxtent of 390 million dollars) was €x-—
tended to finance purchascs of supplics in the United Statcs prior to lend-
lecase. 4 is being repaid out of the carnings of securitics which wecre
pledged as collateral.

During 1947, thc United Stetes will complcte its subscriptions to
the Internationsl ilonctary Fund and the International Bonk by thc peyment
of 1,426 million dollars., Of this sum 476 million dollcrs is the balance
of the United States 20 per cent paid-in cepital gubscription to the Bank.
The remeining 950 million dollers is part of the United States 2,750 million
dollar quote in the Fund, 21l of which must be subscribed by March 1, 1947;
the balance of the quota is to be paid ifrom cxtra-budgetery sources,; 1.C.,
from gold now held by the Exchange Stabilization Fund. The payment of the
total subscriptions to the Bank and Fund wes suthorized by Congress in the
Bretton ioods Agrcements Act.

The last two itcms in the rcconstruction end stabilizetion group
arc oid to Chinc and the United States Commerciel Company. Finenecial aid to
China up to the amount of 500 million dollars was authorized by Congress in
1942 principally. for the purpose of assisting in the stabilization of the
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Chincsc monctory system. In 1946 final advanccs of 120 million dollars were
medo under this progrem.  No terms of repayment were soceificd in the origl
nel cuthorization cnd the bosis for settloment is still undetermined.,

a-

1

The United Stotes Commerci.ndl Company, winlch showed & surplus in
1946 c.3 o result of the winding up of its wor-time operations, roquired &
emell cmount of funds in 1947, moinly in conncction with spccial'cmmnodity
tronscetions with occunicd creos. The prescent expiration dote for the
United States Sommerciol Compeny is Junce 30, 1947, but the President in his
budget message ursed that Congress cuthorisze the Compony to continuc opcr-—
ctions bovond that dote. The continuance of the Compeny would probably not
cnteil lorge net cxoenditurcs of public funcs (if cny) sincc its opcrotions
crc lorgely sclf-supporting.

In the intermationsl effairs and finonce hudget, cstim:ted crpendli-
turcs for foreign relicf in 1948 &re sccond only to those for forcign rccon-—
struction cnd stohilizoticn. Foreign relicf in 1945 witl be provided princi-
pelly through UNVRRL @nd the Wor Depcrtment. Estincted cxpenditures in 1948
by the United Stetcs for the UNRRA program will be 305 miliion dollars, or
chout 20 per cent of expenciturcs in 1947. This sum roprescents the unex-
nended balonce of the 2,700 million dollor cuthorized United States contri-
bution to UNRRA, o1l of which hod hcen oparopricted by Junc 30, 1946, The
apvoropriction for UNRi will expirc at the cnd of +this fisccl yoor. After
that dote no furthor obligations mey be incurred for the UNRRA progrem,
thercby preventing United Stotes covernment procurcment sgencies from con-
trocting for goods for shipment to UNRRL-recipicnt countrics. However,
cxperditurcs vncer obligations cssumed prior to Junc 30, 1947, may be nade
subscquently. The forcign rclicf progrom of the Viar Devertment outlincd by
the budget colls for cxpenditures of 645 million dollars in 1948. Thesc funds
will be uscc mainly to provide food and other supplics nccessary to prevent
discose, mnger and unrcst in occupicd arces, <nd to maintain the worlking
' efficiency of thc populctions, Another obicctive of the progrom is to
stimulate production in order that the ceononics of the occupicd creas will
craduelly be re-cstevilshed on o self-supporting Hasis, theredy reducing the
amount of fincncial assistonce which the cccupying powers must provide.

Tn cddition to these outluys for foreign relict, thce budget includes
provision ior oxpenditurcs of 350 million dollcrs in the current and suc—
cecding fiscol y;ars; to provide o modest rclicf progront for o fow countrics
in decsocrate cconomic straits, including, perhops, 1taly, Greecce, and Lustria.
Aporopriations for this progrim will he sought in 1947. The mejor share of
the malance of 76 million ¢ollars for 1948 epncaring undcr the final iteom
in the oreceding tooble is belicved to represent the United States contri-
bution to “hc Intcrnetionsl Refugee Organization now in process of formction
under the United Nations.

For the rchobilitetion of the Phitippines, cstimated cxpenditurces
in 1948 crc 137 million dollcrs. About 110 nillion dollars of these expendi-
tures will be mode through the Philippinc War Lemege Cornmission sct up by
the 2hilippinc Rehobilitetion Act of 1946, For 1947, cstimatid ecxpenditurcs

l/ In the toble cstimoted cxpenditurcs of 100 miliion dollzrs in 1947 and
250 million dollars in 1948 zre included undcr thc hcading "proposed
legislation.n
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of 105 million dollars include the full 75 willion dollors of credits which
the Roconstruction Finance Corporction is -uthorizced to cxtend to holp the
Philippinc Government mect its current oblirctions,

Wor United Stotes membership in intermotional orgenizations, the
vudget provides 18 million doll.rs to be uscd primarily for the peyment of
the United States sharc in the acministretive budgets of the United Netions
and its affilicted specialized orgenizotions. In this item erc included
cstinates of the amounts reouircd for United States perticipation in the
World Heclth Crzenizction and the provosed Intcrnational Trede Organization.

ations are to bc made

The budgeted expenditurcs for forcign rele
riety of costs incident

oY 3
principally by the State Lepartnent to defrey o ve
4o the conduct of furcign relations.

Yigher Intercst Rotes and the Crodit Shortoge in France 4. 0. Hirschman

On Jonuary 9, the Benk of Frence split the discount rate which,
sincc Jenuery 1945, had stood at 1-5/8 per cent. Whilc raising it only
slightly to 1-3/4 per cent for Treasury boncs onc short-tcrm commercial
bills financing genuine sales, the ratc wes increased to 2-1/4 per cent
for 211 other commercial bills, such a8, C.ge; Hills mobilizing bonking
overdrafts. The ratcs for advances were ralscd concurrcntly. . Furthcrmorc,
the National Crodit Council, en orgen gilven large powers of supcrvision and
dircction of banking and investment by the Benking Netionolizetion and Re-
orgenizotion Law of Docember 2, 1945, has reinforced its qualitative credit
control. The main innovotion consists in requiring conclusive proof for
ercdit need from the avplicent when the amount of credit requested cxcceds &
given limit (reported to be 30 nmillion francs). Besides submitting canplcte
information as Lo nis post end present financiol position, the applicant
must also furnish o prospective budget and ¢zplain in particular why the
amount scught could not be procurcd by 2 rcduction of inventorics.

These meagurcs, which were foreshadowed Dy the rccommendations of
the "'Financicl Inventory" issued in Jccember by the Ministry of Financc under
the dircetion of Robert Schumen, arc the logicel monctary complement to the
ettompt to provoke, by the rceent officially cccreed 5 per cent price cut-
vack, & liquidetion of inventories and thercby a cumulative downward novement
of prices. Officials werc, howover, et paineg to point out that no massive
credit deflation is intended; the intention is rather to provide for dis-
crinincation between credit requests for Wproductive and "speculative?
purposcs. Appercently the Bank has profited from its expericnce during July
1946 when a sclective credit policy wes first recommended and was coupled
with on olmost total cessation of open merket purchases by the Bank of France.
This sudden reversal greatly disturbed the bill norket by reising doubts as
to the liquidity of Treasury bond investments ond contributed to an cxcess
of redemptions over subscriptions in the following months. That the Bank of
France is not acting with similer rashness this time is indicated by the
increase of its open market portfolio from 37.7 to 39.2 billion francs
during the first weck in Januory.
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‘The now measures hove served to drametize a development with
which obscrvers of the Paris noney market howve been femilier for sone time,
The high state of licuidity which was cha ccteristic of the market throughout
the Gormen occupation was, it is truc, further strengthencd during the first
yoor of liberation, moinly os o result of the currcney cxchonge which brought
about considerable nreventive conversions of currency holdings into bank ond
savings deposits, On Jenuary 20, 1945, the discount rate was lowcred from
1-3/4 per coent to 1-5/% per cent, the lowest rate in the history of the Benk
nf Frence. Howcver, thc first signs of change werc scen 28 carly as o fow
weeks efter the oxchonge of currency. The cxceptional factors which had lcd

o o repid increcsc of benk ceposits at the cxpense of the note circuletion
ccesed to opercte. At the seme time, oxpanding ccononlc activity and wage
increascs reduced the liguid resources of incustrial and comnercial enter-
oriscs which were often forced to redeem their Trecsury bond holdings and
to have more froguent rccoursc to banking credits in the forms of discounts
cnd overdrafts. An important foctor in this situction is the slownmess with
which the French Treasury setiles its obligotions. Not only orc cash pay-
ments often considerably deleyed, but in many cascs the Stete days its con-
tractors in bills with ¢ moturity of onc yecr which the contrectors must
discount with the banks in order to obtain cash. Credit recquests for the
purposc of holding stocks in anbicipction of price increascs placcd further
burdens on thce banking systen.

Under these conditions the Bank »f Fronce saw its rcdiscount port-
falio risc repidly ond, in additisn, was compelled to intcrvene on the open
morket by consistent purchascs in orcer to moke the narket ot 21l reccptive to
short-tcrm Troosury issues. The £93lcwing toble shows those two items ond the
nyte eircul-tion as they adpecr ot diffcerent dotes i the Bank's helonce
shcet (in millions of frencs):

Upen merkct Rcaiscount Note
Dote crtfolio portiolio circulation
dugust 2, 1945 11,059 11,897 Lld A6
December 27, 1945 17,979 25,852 570,006
Junc 27, 1946 24,982 46,4204 629,181
Decenber 26, 19046 37,618 9,3£9 721,565

Further ovidence of tightening crcdit supply concitions wos ofrered by the
poor rceeption of a reeomstruction lozn issvc by the Credit Netionol in July
1946 onc by the slow but steady risc of long-vern intercst rates. As is

scen from the tablc, recourse to the credit fccilitics of the Bank »f Fronce
cxponded considerahly in the scemd half of 1946. This period wes highlignted
by the cvcess of rocenptions ~f Treesury boncs over suoscriptions, by consc-
quent, dircet edvences of the Benk to the State, and¢ by o particuler'y ropid
rise 2f prices.

The simultencity of price inflatisn, currcncy cxpension, and
credit shortoge hes siven rise to rother confuscd comments, the most charac—
teristic snc boing o rclease oi the Winistry of Finonce in August 1946 which
stoted that Min contrest o an opinisn widely spread, Fronce is not at aresent
in & period of monctery inflation . . . . in rodotion to the pre-war perind
the rate of increosc of the note circulation is indeed clearly below that of
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the cost »f living . . . . it does not scem thot therc is o plethera, dut
rother o controction of the means of peyment . . . . the volume of neans of
payuent is inadecuate in reletion tn the rceguircaents of the country.t (lionde,
August 29, 1946)

One connot holp remembering, in this conncetion, the thesis of
mony Germon ceonomists (Helfferich in particuler) thet there rcaily wes no
snflation in Germerny in 1920-23 since ell cipericnec testificd to the
scereity of the circuloting medium znd since, rclative to the risc in price
of gold or of coucstic goods, the volume of the Gorman currency in circu-
Jation hed cetunlly contrected.  There 1s no nced to re-expose this sophism
ofter the masterful joh donc Dy Brecsciani~Turroni in his well-knovm work on
the German inflotion.=/ It is intcresting to note herce, however, thot ce-
cording to Srescioni-Turroni & shortege of working copitcl wos first fclt in
Gormeny in the late stages of 1922, thot the risc in prices stortcd to cut-
distance the risc in currcncy circulction (in rclation to 1913) in Necenmber
1920 while in countrics with moderate post-World War I inflations such as
Frenee ond Itoly prices never caught up with the incrcasc in money supply.ﬂ/

The similerity between the prescent French situction and the later
stages of the Germen inflotion shovld not load to too dark a view of French
prospccts. It must be rcealled that French production had. to recover from
an cxtreacly low level after liberation and thot shortoges of working capited
and scarcity priccs were thercfore bownd to occur. Sceondly, there cxist
cven today lerge-scalc hoardings of cash on the part of French farmers welting
for thc opportunity to buy machinery anc cottle and of consuaers hoping for
sriccs to come down agedin, ond the shortege of busincss cosh 1s thercfore
due morc to impcrfection in the wonetery flow than to enticipatory price
morkups couscd by & universal scronble for real asscts.

Finolly, the mcasurcs uscc ore cvidenee thet the French Government
hes reviscd its fomcr complacent position (sorticulorly choracteristic of
1. Pleven's tern as iinister of Financc) that monctary ond benking nolicy
can hordly meke ony contribution to the solution of the inflationesry problcm
ond thet o1l thoet can be donc is to wait for incrcosced procduction to bring
orices dovm. It hos recently been pointed cut that private borrowing excrited
o by no ncens negligible influcnce on the vovious inflotionary drocesscs
after the first orld Ver. The ncw French Dolicy of intercst rate dis—
eriminetion ond of cualitetive credit control proscnts cn intores ing attoapt
to roconcile tic aims of cxponding production, of preventing the usc of bank
crciit for comuodity hoording end spcculation, cnc of actually speeding up
the turnover of inventorics.

1/ C. 3rescieni-Turroni, The dcononics of Inflation, London, 1937, »D.
155-162. ‘

2/ 0p. cit., pp. 162, 165, and 366.

2/ Lezguc of Nations, The Coursc anc Control of Infiation, 1946, pp. 28-32.
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The Chinese Infletion and China's Foreign
E.chenge Position Lrthur B. lersey

Effective particivation by China in world economic and financial
organizetions sweits & solution of China's monetery inflation problem. The
0-1/2 years that neve elepsed since the outbreak of war in 1937 have seen &
continuous spiraling oi prices, covernment ceficits, and the money supply.
Spices have doubled o tripled year zfter year. Wholesale prices in Shanghal
now average ahout 6,000 times pre-war, in Cmmgking about 2,500 times pre-war.
(The present gap Hetieen these indezes for the leading port and for the former
capital of Frec China has devcloned in the past elcven or twelve months. 1In
January an? February 1946 thce Shenghel incox wes 200-1800, the Chungking in-
cex 1400.1/) :

After VJ-Day, resumption of trading contacts with the outer world
cheng:d the fom and nature of China's inflation problen, Imports of com-
mocitics and oi golc now provide a weapon cgeinst infiation which was locking
before, but the continuation of inflotion mekes it greatly importent thot
forcign exchonge tronsections he menoged in such & way that China's forcign
cxchangc rescrves may be conscrved., 4 year ago tho reported Chincse short-
e asscts (oriveve and official, wut - cxciusive of gold holdings) in the
United Stotes were 756 million Sollers.2/ it the ond of last Scptembder they
stood ot 525 miliion dollers and it 1s wilikels thet thev much cxcced 400
million dollcrs at prescnt. This deciinc hns occurrcd during e vear when
UNARL has been supolying oart of China's imports and disburscments have been
made on 2 number of smell locns from the United Stotes and Conada. A numder
of fectors would cnter into ¢ full cxplonation of this loss of forcign cx-
change holdings, Dut the major onc is Chino's passive balonce of merenandisc
trodc on commcreln]. account in 1046. The United Stotes dollar volue {(c.i.f.)
of Chincsc imvorts, cxcluding UNRRA, is tentotivoly cstimated to have noen
at loost three timcs o8 great os the veluc of cuports.

Zfforts to stimulate cxports cnd industrizl production have not
seen very successful.  In ncdition to the meny difficultics wiich stem
dircctly from civil wor, Govermnment policics designed to curb inflation
heve olso dloved o port in limiting the growtn of trade. For cxomple, in
order to minimize currency inflotion the coverrment has discourcged private
credit exmension. Partly for this rooson, o curious situction existed in
Shanghei in the three or four wecks before Jonuery 22, Hew Yeor's Lay in the
Chinosce luncr colender. This is o time ot which it is customzry to scttle
a1l outstonding occounts. Comuodity orices wore conparctively stcbhle, thouw
hicher thon cvoer ciorc. Totc). money in circulotion in Chine vies doubtless
continuing to risc cna thoere was cortoinly no cxpectation of o permencent holt
in the inflotioncry spiral. Yct moncy was cxitremely tight in Shonghod.
Tntorest rotes for privete conmcrceial DOrrowicIs, ordincrily oround 15 per
cent o month, stood for o day or o ot o peek of 30 per cent. leny smell
susincsscs were foiling, caught botween high intcrcst rates and stognent
Tocel nierkets for vheir goods. Withdrawols of deposits from native bonks
causcd o number of foilurcs cmong thesc cOncerns. Intercst rotes of 10 to
15 pcr cent o month arc of coursc entircly noturcl when the pricc lcvel is

n

g

'

l/'Indcxos Toundece, off from thosc given by the Centra Bonk of Chino in its
lcckly Report on Fincncial and ricc Stotistics. Januory 1947 cstimates
oro bosed on Movemoer indexcs and reports on currcent developments.

2/ is of Jonuery 31, 1946, Sce Federcl Roscrve Bullctin,
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doubling or quadrupling in a year, but the still higher rates during this
interlude of price "stability" must be explained by the element of un-
certainty affecting lenders' attitudes and by the shriniage which has
occurrec——at least in real terms and perhaps also in money terms--in the
lending powers of the native banks during the past year. The Central Bank
of China for the most part has followed a policy of refusing to rec¢iscount
comnercial loans, except loans by governnent-ovned vanks to government-owned
enterpriscs. This policy, however; was temporarily rclaxed just before the
New Year holicey. '

£ sccond perticular--and a most important onc--in which the Chinese
Coverrment fincs it difficult to curb inflation without hindering trade is
in fixing en approoriate forcign exchangze rete for the yuan, or Chinesc
National dollar. The Government hes evoided cither giving the cxchange
merkct a frec rein or pegging the ratc at a 1lcvel corrcsponding to the full
ccprcciation in the currcncy's domestic purchesing power. The G wernment has
apparcntly felt thot to adoot cither coursc would wmercly crcatc morc pressurc
for tho unwerd nricc movement. Acecleration of the pricc mowement would feed
on itsclf, sincc it would mcan (1) & faster risc in government moncy outlays
for militery end othcr cxpenditurcs and (2) increascd inadcquecy in the
purchasing powcr of govermment revenucs, which can be spent only with a lag
ofter the time thor arc levied. The Govermment hos sought instead to stabilize
both the cxchange rate and cdomestic priccs in such a rcletionship that imports
would be cheap but cxports not impossiblc, ‘

Lre cipensive imports and high profits in the cxport trede (the
conscquence of en undervalucd yuan, assuring it possible for the yuon to
stey undcrveliued) preferable to chcap imports and low profits (or no trade
at all) for cxporters? This is & real dilemme. OChina's nced for imports
is grcat, end so is her nced for cxponsion of cxport activity. The Govern-
ment hos made two scparate docisions with regera to the cxchange rete, first
in Merch 1946 ond <coin in August, both of which were intended to aim between
the two horns of tiis dilcmme. But stebilization of domcstic priccs proved
impossiblc cven with cheap imports. 3oth decisions turncd out, aftcr & fow
months of furthcr orice inflation, to fovor imnorts strongly and to rcstrict
cxports. The time scoms to he aporoaching when o third decision on the cx-
chonge rete will heve to be medc.

Meonwhile, the nccessity of scfcguarding cxchenge resources hos
dictated an cloboration of the cxchenge controls first imposed in Februery
1946 ond the institution of quota restrictions and cllocotions with respect
to imports of koy rew matericls. New regulotions oromulgoted on Novemscr 19
crc sbill in the coursc of being implemented. For the moment cdministrative
gcleys arc interforing sericusly with the import trede. . This development,
which comcs on the liccls of last autumn's shipping tic-up on thec United
States west coost, temporarily rclicves the pressurc on foreign cxchonge
resotrecs hut constitutes still cnother rcstriction on the cxponsion of
industricl activity in China.
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On August 2, 1945, Marshal Stclin, President Truman, md Princ
Minister Attlce rclecasced the text of an agrecment on the principles that would
guide the ollicd policies toword Gemeny. This agreement, which became known
as the Potsdom Declaration, provided for destruction of Germany's war poten—
tiel, climination of the concentration of cconomic powers in the hands of
cartcls and similcr monopolistic arrangements, and reorgonization of the Germman
cconomy with cmphasis on thc development of ogriculturc and peaccful domestic
industrics, Sufficicnt goods should be produced to meet the nceds of the oc-
cupying forces ond displaced persons, and to maintain in Gemmany Yavercge liv-
ing stendards not cxcceding the average of the standards of living of Europeon
countries," Essentldl commoditics should be distributed equitably between
the several zones of occupation M"so as to produce & balanced cconomy through—
out Gemany and to reduce the neced for imports," leasurcs should be tcken to
cxpand coal production and agricultural output. Payments of reparations should
leave enough rescurces to pemit the Gemmen pcople to subsist without extcrnal
assistance, Allicd controls should be imposcd only to the extent nccessary to
carry out that program, and Gemany should be treated as a singlc econonic unit.

Today, the economic provisions of this declaration scem remote from
reality. In thc west, and cspecially in the American zone, cortels arc being
dissolved, but in the cast the entire econumy is ruled by ten Soviet—controlled
combines. The agrorianization of Gemmany has been made impesesiblc in consc—
quence of the virtucl annexation by Poland of Gemany cast of the Oder-Ncissc
line, Peaceful industries arc working at o small fraction of their pre-war
level. At least in the American and British zones, the occupying forces and
‘displaced persons must rely entirely upon the contributions of the occupying
powers. Average living stendards of the Geman people, far from tending to
excecd those of other European nctions, hoave been prevented from falling below
a minimun subsistence level only by rclief imports from the United Stetes and
the United Kingdom, llany essentiel commoditics arc distributed among the
severzl zones of occupation neither equitably nor inequitably, but not at 2ll.
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The nced for imports has been increascd rather than rcduced. Cozl pro-
ducti~n and zgricultural cutput hove dropocd rather thon riscn., The Germans
arc in dire nced of cxternal assistonce although, at lcast in the Amcrican
and Sritish zoncs, scorccly cny reparctions arce “eing peid, Alliced controls
porvade the cntire cconomy without making it possible to carry out the Potsaom
progrom.  iorcover, the zoncs of occupation have been separated from cach
other more rigidly then Gemeny wes cver isolated from the outslde world
under the Nozi rogime.

The ‘agrcement f£or cconomic fusion of United States ond United
Kingdom zongs in Cermeny," of December 2, 1946, is thc first indicction of
a partial rcturn to the principles of the Potsdam declarction. In itsclf,
the merger of the zoncs can contribute but 1little to the rehebilitatien of
Centrsl Burope, but it mey .beecome highly importent and successful in pre-
waring the woy for & more fundementel revision of cllied policics in Germony.

Eccnomic Character of the Zones

The merged zonces form neithoer o geographic nor an cconomic unit.
They cre shoped somewhot like cn hourgloss.  The northern glass (British
zone) includes the stotes >f North Rhine-~Westphaliz, Lower Scxony, and
Schleswig-Holstein os well os the Hanscotic citics of Hemburg and Bromen.
The neck, barcly 75 miles wide at its norrowest point, and the southern
gloss (4mericen zone) includes the statcs of Grecter Hesse, Wucrttenberg—
Boden, znd Betaria.  The mein lines of communicotion botween north and south
arc intersceted by other z-ncs:  the railroad lincs from Munich, Stuttgert,
ond Fronkfurt to Cologne end the Ruhr district run through the French zonc,
the mein line from Hunich to Hemburg through Russioen-controlled territory,
The border- foilows ncither gengrephiecl donarcations nor historice traditions,
bisceting the fomoer Corman states »f 3aden, Vuerttemberg, ond Hesse, and the
frrmer Prussion provinces of Hesse-Nassau ond Rhincland, and oftcn seporcting
from coeh other vorts ~f the samc district or tovmship. This inconvenicnce
wos unimoortont os long as the zones were delieved to be purcly military
rother then cestonic divisions, but has proved verv emborressing since the
zoncs hove become oloost wotertight comportncnts.

In Moy 1939, the territory »f the merged zones hed o populction of
34 willion, represcnting 4 per cent of the population of the Reich (arco of
1037). Sincc thot tinc, the neturcl incrcasc through the cxcess of births
over cCooths has been overnclenced by the Losscs in manpower suffered as the
result of the wor. After the aristice, however, rcfugecs from the east
came in, including meny of the 9 million Germans cxpelled by £iland from
the Reich territory cost of the Cder-Neisse linc, and of the 2.9 million
expellcd by Cazcchrslovekic from the Sudetenlond, as well as smaller numbers
cxpelled by other Central Burcpeen countrics. Ls @ result, the census
>f Getober 29, 1945, showed e populction of 16,7 million in the Amcerican,
ond of 22,8 miildion in the British zonc, noking a total of 39.5 million,
or absut 60 per cent of the present pooulition of the Reich (czclusive
of the territorv cast of the Oder-Neicse line).  In addition, more then
700,000 ‘displeced persons,' meinly of Polish, Daltic, ond Jewish origin,
ere living in toaporary cemps within the zoncs, The advent of the Yex-
pclleasi would have toxed the cconmmic facilitics of the arca in times of
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prosperity. Lctually it ceme in o perioc of unpreccdented discster, when
from 75 to 90 ncr cent of all houscs in large citics were cestroycd or
comagced, when feod, clothing, ond heiting vwierc locking ¢en for the original
nooulction, end vhen cconomic activity vies Artuclly ot @ stendstill., In
the futurs, the nowemmers my well contribute eubstenticily bo the rehobili-
tetion of the orel: nconvhile thuir orgscnee aggravates its problems, ¢s-
pecielly boeouse of the small proportion of men of working ege among their
number.

The cconomic importoncc of the merged zoncs is shown by their
contribution to the pre-war nctionzl income of Cermeny. In 1934 (latest
dnta aveiloble), the present mmericon zonc accounted for 19,6 pcer cent of
the total: the prescnt British zonc for 29.3 per conts the present French
zonc (crcluding the Scar) for 7.3 per centy Serlin for 9.8 pcr cent; the
nresent Sovict zonc {cexcluding the Russicn zone oi Zost Prussiz) for 22.5
oer cent; ond the creo c.st of the Oder-Neisse line for 11.06 per cent. The
contribution of thc mcrged zoncs wos thus 48.9 per cent, or soproximetely the
cmount corrcsodoncing to their shorc in the totel populction. The percentege
remeinced virtuolly unchonged in the inter-woer perioc, ond thus may 2lso e
applicd to Loter years, such os 1936 (the basc yeer for the "level of industry?
Slen), when totcl notional income wes obout 05 billion rcichsmarks {26 billion
dollars at the officicl cxchenge rote of thot ycar).l?

The nerged zoncs include 43 per cent of the agrieultural lond and
42 per cent of the forest of the pre-wor Reicih, The tcrritory produccd
(1939-43) 38 ocr cent of the country's brecc grains, 40 per cent of its fced
groins, ond 33 per cent of its Dotatocs, Yut 53 per cent of its vegetables
(mainly cobvage) -nd 54 por cent of its fruit (moinly opples). The Amcricen
zone slso procduccs lorge guentitics of hops; some winc, ond some tohecco.
The merged. zones orc poor in sugor bocts, and almost lacking in oil sceds
and vogeteble fibers. (n the other hond, just before the fincl asszult on
Cormony (Junc 1944) the oreo had 53 per cent of the countrv'!s coivtle, 48
per cent of 1te hogs, ond 4R oer cent of its sheep.

Altogether, before the wor the territory producced from indigcnous
resources foodstuifs representing eooroximotcly 1,€00 colorics doily oer neced
of the nopulaticn, ©8 comaarcd to on wveraze of 2,450 culorlss for the entirc
LKeich.®/ In vicw of the incicosc in populoation end the lock of menpower,
mechinery, fom enimels, and fertilizers, orocuction orobably has ceclined

to no -ore than 1,430 calories cailv per person. The decline would have heen
far greater if odrocuction had not been shifted to a consicer=hle extent from

A

feed to cirect frod crops.

In contrast to its minor role in agriculture, the area of the merged
zones was nrecominent in Germany's pre-wer wining anc manufiacturing incustries.

1/ lir. 2. Eermoer; has calculated Germen neticnal income for 1936 at 62.6
billion reichsmerks, ecual to 17.0 billion dollars &t & iWpurchasing power
Darity" rete, based upon chenges in the cost of living in Cermany anc the
United States in the perioc 1929-1636 (scc Review of Jorcisn Develomments,
September 10, 1945, p. 8).

g/ Miss .. Bacon anc lir. N. Jasny, of the Department cf Agriculture, kindly
supplied information on “emmen agriculture and nutrition. They arc not
recsoonsible, however, for the eauthor's cstimetcs end conclusions,
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The British zone alone has morc than &0 per cent of Germany's known hard
coall/and one-third of her brown cozl deposits, as well as substantial
deposits of iron orc, potash, salt, and oil. The Americen zonc includes
some coal, iron orc, potesh, salt, and copper dcposits. At prescnt, however,
production of cozl end mincrals is far below the pre-war level, Until
recently, hard coel production in the British zone averaged less than 4,7
million tons per month, &s comparcd to 11l.4 million in 193&. As the result
of improvemcnts in wages and rations, output increascd in November and Oc-
ccmber, and has rcachcd a monthly level of 5.2 million tons, Tord coal
preduction in the Amcricin zonc (0.1 million tons pcr month) «nd brown coal
oroduction (totaling appro.dmately 4.8 million tons per .onth in both zoncs)
are closcr to ore-var levels, hut far less important for the cconomy. Iron
orc output (around 370,000 tons per month in both zones) is less than half
of pre-war, and fer below the nceds of manufacturing industries., 01l pro-
duction (around 55,000 tons per month) also covers only a frection of minimum
reguircments.,

The British zone includes the Ruhr cistrict, one of the most
importent incustricl crces of the world, thc steel mills of which reccihed
an cnrual output of 1(.5 million tons during the wer. In November 1946
procuction was at ¢n ennuel rate of 2.7 million tons. In the Amcrican zonc,
stcel production was closcr to the pre-wer level, but insignificant in abso-
lute figures (annual rate of 0.2 million sons!. Bcfore the war, the territory
of the merged zones produced 74 per cent of Gormany's sueel, 80 per cent of
ver iron maenuiacturcs, 57 per cent of her chemicals, 56 per eent of he
trznsport cuipment, 56 per cent of hor lcathor orocucts, 50 pcr cent of
her toxtilces, 49 ner cont of hor machincs, 41 ocr cent of her opticzl in-
struments, 36 per cent of her paper, 35 pcr cent of her machine tools and
cleetrical cauipment, cnd 34 per cent of her clothing. Altogcther, the arca
acc~unted for 51 per cent of the country's output of menufacturing industries,
w-ich in 1936 wes volued at morc than 34 Hbillion rcichsmerks {(13.6 million
collars ot the officicl exchenge rate). In Hovember 1946, the level of in-
dustricl production in the Amcrican zonc averaeed 44 per cent of pre-war, hut
this figurc was hoo ily influcncecd Iy rclesively high production in seversld
incustrics (iron poocs, fertilizers, gless, Tumber procucts. form cquipment,
ceremics), which werc cssential for rchailitetion purposcs, but cdded little
to the immcdicte supniy of consumcrs' goocs. In most srenches of industry,
the level was oelow onc-third of pre-wer. Similar compcrisons arc nov
av-iloble for the British zonc, but cxisting date incicete that the situction
is not vecry differcent from that in the Amcrican zZonc.

In spitc of the low level of »rocuction, unemployacnt is moderatc.
In Scptember 1946 (ictest date cveilable), the american zonc had adout 479,000
uncmployed, out of & labor force of 6,541,000, The uncmployed, 10rgoveT, in-
cluded 16¢,000 pcrsons clessified as 'mot fully employable." About half the
wnamployed were cither clerks anc scmi-profcssionnl cmployces, Or Dersons
‘twithout pecrmencnt occupation.t In scveral imvortent occupctions (con-
struction, unskillcd menual work, cComestic scrvicc,; foresury, mining) the
nunber of unfilled fobs was substentially lerger than cxisting uvncmployment.

1/ This tom is uscd as the equivalent of the Comen "Steinkohle!, and in-
cludcs anthracite, bituminous, end scmi-bituminous coal. '
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Relatively high cmployment in spite of the low level of output is due to the
low cfficicney of lebor, which according to Iritish sources h.s deereascd to
one-third of the pre-war standard. To somc cutent, this dccrcasc is duc to
conditions beyond the control of thc occupying poviers. In many entcerprisces,
gsome work still must be devotcd to the removsl of rubble and similer tasks
waich arc not reflceted in actual outdut. Lovcorcr, the war hes depleted
the ranks of young workers. Part of this loss is tomporary in view of tho
oxpceted return of prisoncrs of wor from continentsl Turoncen countrics and
cspceially the Sowict Union, where on cstimcted 4 million Germons arc being
held., The rclease of thesc orisoncrs, however, will not immediztely relicve
the situntion sinee about {7 per cent of the »srisoncrs so for returncd from
Russic hove proved to be permenently or temporarily unfit for wiork, meinly
on cccount of hunger cdema and tuberculosis. The lack of malc workers iLs
rcflected in the high proportion oi fecmale workcrs (37 pcr cent of the labor
forcc, as compored to 34 per cent in pre-wor Germany) .

The greater pert of the drop in lohor citiciency, however, is duc
to cccnomic and nolitical couses thot arce susceptible to corrcctlon. Plent
utilization is hampcred by lack of fucl cond row moterials. Workers ore
physically weaxened by insuificient food, inadecuate clothing, cnd poor
housing. Thcy heve no incentive to strive for higher moncy wages becausc
they can buy nothing for moncy cxcept thelr ucager rations. In order to
reise these rotions to the mercst subsistencc level, they herc to spend
considerahlc timc in scarch of food or in black market cctivitics. Finally,
workcrs ond monagers arc looth to cxert themsclves beecusc they are convinced
thot they arc working for forcign conquerors rother thon for their own bencfit.
This is porticulerly importent in the cosc of the Ruhr mincrs, who rcmember
the "passive rcsistence® which they stajed in 1923 cgzinst thc French and
Belgicn occupation.

Intcrnotional Economic Zosition

Tn 1936, Ccrmany imported commoditics velued ot 4,218 million
reichsmarks {1,607 million c¢ollars), of which 1,499 million werc foodstuffs
and fced, 1,571 million raw msterials, 750 million somi-finished goods, 220
million finishcd producers' goods, end 178 million finished consumcrs' goods.
The erca of the merged zones had zbout onc-half of the populetion, notioneld
income, and industricl production of the Reich, and thercfore it mcy be
assumcd that anproximotely one-helf of ¢ll imports was destined to that
territery. In the samc yoar, German cxports werc valucd at 4,766 million
rcichsmerks (1,907 nillion dollars), of vhich only 66 million were foodstuffs
and food, 419 million row nmcterials (mainly coal), 459 million semi-iinished
products, and 3,802 million finichcd goods. The erca of the present American
zonc contributed 16 per cent, that of the oresent British zonc 42 per cent
of tho total. The territory of the merged zeoncs thus had 2 somewhot lerger
cxport surplus then the Reich as o whole. In comestic trade, thc territory
cxported among othcr geods coal and mctelliurglcal products tc, end imoorted
foodstuffs and raw noterials (especially iron orc) as wcll as tcextiles from,
other parts of thce country.
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The prepondcrence of the merged zoncs in Germeny's cxport trade
wes duc to the foet that the heavy industrics (including nining), vhich erc
concentroted in the Ruhr district, contritutced uorc valuc to exports thon
211 other ecconomic zroups together. Of the thirtecn incustrics that in 1936
exportcd nroducts wclucd at more then 100 nillion reichsmarks each, only the
textile end paper industries ¢id not belong to thot group.

As cowarcd to pre-war figurcs, present cxports from the merged
zoncs orc insignificont. Export comitments from the lmerican zonc totolced
20.5 nillion dollers in the perioc from Jenuary  through Scotcmber 1946.
Letual shipacnts, however, amounted to only onc-third of that total and
reoresented alnost cxelusively the salc »f the currcnt hops horvest,  The
bulk of the undelivered commitment cons:sted of Jumber, the scercity of
which delaycd ectucl shipnents for o consiceradle time.

Exports from the British zonc would show o similar pilcture if it
werce not for cocl cxports. Altheugh cocl production is hordly sufficicnt for
the minimum nceds of the zone itself, oxports were foreed as part of the allied
progrem of assistence for libereted countrics, In the first ninc months of
1946, the British zonc cxported & monthly avcrage of 1.1 million tons, wolucd
at coproximately 11 wmillion dollaors, of which 0.2 nillion tons went to Austria,
0.2 million to Frencc, 0.4 million to the Low Countrics, 0.2 million to the
Scandinavrian countries, and 0,1 nillion to Italy. 3Beginning with October
1946, however, depletion of stocks cnd growing scarcity within the zonc
forced o curtailment of the cxpert drogrom to 0.6 million tons per month.

This figurc rcpresents less thon one-third of the olumc of pre-waor coal
cxports iron the arca,

Import figurcs for both the fnericen ond the British zones at
prcsent crce cominated by relicf shipments of foodstuffs, which anount o an
cstinated 200 aillion dollars per yeor for the Amcrican, ond on cven larger
sun f£or the British zonc. The only other imports of importance te the fmericen
zome are cobton (moinly under a special progrem; sce below), vehicles, and oil
procucts. In the period from August 1945 through Sentenber 1946, totel imoports
into that zonc other thon foodstuffs were 62 million dollers, of which 36
nmillicn dollers represented cotton. tcteiled figures for dmports into thc
British zonc arc not aveiloblc, but it is known thot the only transictions
of zny imwortencce (other than shipments of foodstuffs) conccrned a wool
progr.m, siniler to the cotton progrom cewiscd by the Ancrican authoritics.

In the fa2i of 1946, the militery government of the Amcrican zone
(CMQUS) made crrangomcnts with the United Stotes Commercicl Compeny, & sub-
sidiary of the Reconstruction Finenece Corporation, for credits to financc
the importction of row moteriols and to e reocid out of rcecipts from the
cxport »f products menufcctured with the aid of thosc mcterials, A similer
crrangement had heen node some months carlicr with resoect to cotton. The
new agrecraent covered imports volucd ot only 7.75 nillion collars, to be uscc
for thc manufecturce of ceranics, opliecl instruments, building mavericls;
chenicaels, and toys. It is cxpected thet the cxportation »f these articlces
will vield eooroximately 32 million dellavs.

Germeny's intcrzonal trade is somewhot lorger thon its intcineational
trade in absolute figures, but cquaily low in comparison to pro-wer comcsvlc
tradc. In the perioc from Januery through susust 1946, "restricted! goods
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(which include virtuelly all impertent commecitics) moving from the smerican
zonc¢ to the rencinder of Germany werce estimated at 112 million dollirs, and
those mowing into the Americen zonc ot 72 nilliion dollars.l7 More thon 6O
per cent of the total trade wes with the British, and less than 10 per cent
with the Soviet zonc. In August 1946 {lztest dote aveiloole), interzona
Nexports? totoled 26 nillisn dollars, of which cround 50 per cent went to
the British, 30 per cent to the French, ond 20 per cent to the Soviot zone,
and interzonal Wimports!" 17 million <ellors, oi which around 75 per cont
came from the 3ritish, 25 ner cent from the French, and 5 per cent from the
Soviet zone, Important Yeipworth orticles were pit »rops, c¢lectric power,
iron ore, rubocr tires, and conveyor belts; HimportsW included coal, pe-
trolcun products, clectiric power, gos, iron, synthctic rubber, and cocl tar.
Siniler cdate for the Rritish zonc crc not avoilevlc, execpt for cocl shipments:
in the perinsd from July through Scpteaber 1946, the British zonc czported a
monthly cverage of 766,000 tons to thc Amcricoen, 173,000 tons t> the French,
and 265,000 tons t: the Sevict zonce (including &1l of Berlin); in October,
the shipments wore ocut to 660,000 cnd 151,000 tons for the Amcricon ond
Freneh zonc, respectively, but roiscd to 291,000 tons for the Soviet zone
and Berlin.,

The "Level-of-Incdustry" Plen end the Balence of Paymonts

The A1llied Control Council in Berlin rclecsed »n March 28, 1946,
its plon for reparctions cnd the level of the post-wor Germany cconony.
Under this plan, Germeny was forbidden to wedintein certain industrices deemcd
to reprcsent its wor potential (synthetic oil, synthetic rubber, synthetic
ammonia, roller bearings, heavy mochine tools, heovs tractors, aluminun,
negnesium, boryilium, venadium, rodio-active mitericls, hydrogen perozide,
war chemicals, and radio tronsmitters). Steel production was limited to 5.8
millimn tons pecr year, subjcct to roview by the Council, and the consunption
of non-ferrous nctols confined to fixed quentitics. The copacity of the
chemiczl industry wos to be reduced to 40-80 per cent of the 1936 lewel, that
of th¢ machinc tool industry to 11.4 »der cent, end thoet of other cngincering
industrics to 30-50 per cent., ?Production limits in absolutc figurcs were
sct for automobiles (40,000 passenger cors, 40,000 trucks, and 4,000 light
rocd tractors per year), reilrocd cars (30,000 freight cars end 1,350 passen-
ger coaches; the nunber of locomotives will be determined in 1949), cgri-
culturel ncchinery (10,000 light fam tractors), and precision instruments.
The nining of coal and povash, howcwer, wos to be meximized, anc the quotes
sct for the peper end textiles industrics mode all:wences for substontiol
cxports. A number of light industrics (furniturc cnd woodwork, gloss,
cerenics, bicycles and light motorcycles) runcined frec from restrictions.
It was cstimeted thot manufacturing industry zs o wholc would be reduced to
50 or 55 pcr cent of the immedicte pre-wor level. Imports ond cxdorts were
expected to Do balanced at 3 billion reichsmorks (ot 1936 purchasing power,
asproximately 1.6 billion dollars at prescent durchasing power) with not more
than half of the imports being comarked for fordstulffs ond fecd.

1/ The origincd rcichsmerk figurcs were converted into dollars ot the pre-
wer cxchonge rote of 40 conts por ncrk bccausc they werce obviously dascd
upon legal (i.c., pre-wer) priccs,
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There arce scvere doubts as to the oroacticepility of thot progron
in thc long run. For the moment, however, the low levels of the plan arc
so tuch higher then thosc cctuelly reached thet the achicvement of the

tandard of production set by the plan would represent a fundemental
uuprovoncnt in the cconomic life of the merged zoncs.

The plen was bascd upon the assumption that the post-war popu-
lation of Germeny woulc nuader 66.5 million. The recent census has shown 2
population of 65. 9 millien, but rcturning prisoncrs of war precbanly will
raise the figurc osove the cstim.ted nunber, The differcnce, however,
orobably will not he large cnough to worrent substantial chenges in the
orogrem on thet account. The cuthors of the plen also assumed that the
program woulc make possible a stancderc of living of the German pcoplc only
ehout 25 per cent bolow the bose year, 1936, The velidity of this cssumdtion
is very doubtful

The following enclysis attempts to estimate the import requircments
and cxport capocities of the merged zones in a typical post-rcconstruction
year {say, 1949). It is zssumed that cconomic activity will romain within
the limits oreseribed by the Council, and thet procductivity in industry will
have regeined its pre-war lewel.,

The merged zoncs cre expected to produce foodstuffs sufficicnt for
approimately 1, 650 calorices deily per heed. The decline from the pre-wer
lovel will be due to the increase in population resulting from the scttloment
of refugces from the cast. Totel production will be larger than before the
war (in tcrms of cclories) bectusc the shift from fced to food production is
assumcd to be made permanent. Assuming & simple ciet of 2,800 calorics daily
to be sufficient, import rcquircments would be pbout 1,150 calorics dally per
head, or about 17 triilion celeries annually. 1/ These requiremcnts could be
met by importing 4 million tons of bread grains, 360 thousand tons of fots
(inclvding larc end vegeteble oils), and 2 million tons of fced greins. At
mid-1946 prices, these imports would cost around 725 million dollers. To
this figure is to be added the valuc of 30 per cent of Germeny's pre-wor
inports of coffec and tobacco (around 50 per cent of pre-war consumption per
head for 60 per cent of the pre-war populction), or around 45 million dollars
at present prices. Total imports cf foodstufis would thus amount to 770
nillion dollars.

- Importotion of textile fibors will have to continue et 72 per cent
of the pre-war lcvel if consumption and exports of textiles cre to reach the
figures prescribed in the level-of-industry plen. Imports for the merged
zones would thus have to reach asproximotely 144,000 metric tons of cotton,
and the scme anount of wonl and herd fibers, with a total value of 240 million
dollars (at mld 1946 »rices). The figure coes not make any provision for the
importation of yarn and cloth s» that the estimcte is very conservative.

Raw neterials end semi-finished geoods for the metallurgicel and
chemical industrics mcy be estimated at uround 25 per cent of the pre-wer
volume, and would cost around 150 million dollars. Rew materials and scmi-
finished goods for other industrics may be cstimeted at 45 per cent of the

1/ Such a dict would provide almost 100 per cent of pre-war in terms of
celories, but would be much inferior in cuelity.
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pre-wer volume, Assuming @ price level 150 ocr cent of pre-war {in terms
of dollars), thesc imports would cost arcunc 162 nillion dollars. Imports
of finished goods may be estimated et 12 per coent of the 1936 imports, or
around 26 million dollors. In view of the limitation of the cxpension of
domestic industrics implicd in the level-of-incustry plan, this cstimetc is
certainly conscervative. Totel non-frodstuff imports would thus rcouire at
lcast 560 million cdollars.

On thc basis of thesc estimates, the sum of all necced imperts
would thus be at leest 1,350 million dollars, This sua is higher then the
quota which would be computed for the merged zones on the hbosis of the

lovel-of-industry, jorogrem (60 per cent of 3 billion rcichsmariks, ot 1936
purchasing powcr),i/ The difference is duc primarily to the progrem's under-
cstimation of required foocdstuff imports, which in turn oresumably resulted
fron not taking into cccount the full effect of the loss of the arca cast of
the Oder~Neissc linc.

Export vossibilitics will depend not cnly on the rchabilitation
5f the German cconony but also on denand conditions thrughout the world,
The following cstimaitcs are bascd on the assumption that Germany will be
able to scll 2ll cxportable goods she can produece, €02l cxports will be
larger than before the war sincc the restrictec Germen hcavy industrics will
requirce less fucl, If domcstic industriul procuction increascs to about twice
the present level, domestic requircments con he sctisficd with cround twice
the present hard cocl ellecction, that is, with around &4 nillion tons for
the nerged zones and 12 million tons for the rest of Germany, This would
lecve on exportablc surplus of 42 million tons os compored with pre-wo
cxoortation of 34 million tons from thc Ruhr. 4Lt nic-1946 prices, thesc
cxports would be volued at around 420 million dollars.

Exports of other roew motcrigls or foodstuffs {(hops, potash) arc
csbinated at 20 million dollars. Exoorts of menufacturcd products are
(perhops optimistically) cstimated at that proportion of prec-war exports
furnished by the merged zoncs that corrcsponds to the chonges in totel pro-
duction of cach industry contempleted under the level-of-industry plan,
Prices of finished goods arc assumed to be 150 per cent of pre-wor (in tcrms
nf dellars), On this basis, cxports from the merged zoncs would be approxi-
nctely as follows: chemicels 143 million dollars, iron goods 139 nillion,
machinery 21 million, cther metcllurgieccl and mechenicel industrics 81 million,
toztiles 147 nillion, poper procucts 34 nillion, leathcr products 29 million,
end 21l other finished products 168 million, mcking & swm of approximately
760 million dollers, Added to the cxports of coal and ~ther raw matcrials,
the total would thus be 1,200 million, lecoving o deficit in the balance of
trade of approxinctely 150 million collars,

Part of that deficit could be covered by the cxpeeted surplus on
non-trade aceccunts, cspecially by revenue from transit traffic and tourist
trade. These revenuecs were around 250 million rcichsmarks or 100 million
collars annually in the pre-war period, end were estimeted at 50 million

;/ The sua of 1,8 billion rcichsmarks ot 1936 purchosing power would corrc-
spond to cporoximctely 1,080 million dollers at nid-1946 purebasing power
if rcichsmerks werc converted into dollers ot the officicl cxchonge ratc
of 1936, If lir, Hocmberg's convcrsion formula werc uscd, the present
doller valuc would bc about 30 per cent less, ’
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dollars cnnually for the merged zoncs in the post-war ycers. The figures
cxelude revenues from Gemany's pre-wor merchont maring, and on the other
hand disrcgard poyments on pre-war or pest-wer debts or on reparations.

The current nct deficit would thus bc cround 100 million dollars per yeor.

During the peried of reconstruction, the defiecit in the balance of
payments will be much lorger then this. In view of the lower productivity
of agriculture, foodstuff imports cennot be curteiled much even if rctions
for the average urbon consumer arc sct ot only 2,000 calorics deily for the
first, ond 2,400 cclorics daily for the sceond year of rchebilitation. De=-
mand for seome row naterials will be rcduced since industrial production will
be far below nomel, Hut on the sther hand thorc will be on ebnormelly large
derand for foctory couipment, for roplenishing inventorics, anc for somc
import goods thet ordinerily would be produced domesticolly. On balance,
import nceds were cstimated at approximately 1,060 million dollars for 1947,
and 1,205 million dollars for 1948. In contrast, cxports cannct be cxnected
t5 be morc thon onc-third of "normal® in the first, and two-thirds of 'normall
in the sceond year of reconstruction, or around 400 million dollers and 800
nillinn dollers, respectively. This would lcave o deficit in the tre.ce
balance of around 660 million d-1llers and 405 nillion dollars, which nct
rcecipts on non-trade account would reducc to aoproximetcly 630 nillion
Gollars and 365 nillion dollars., Thus the total deficit for the first three
yesrs after the stert of rchebilitetion might be cstimeted 2t around 1,100
million aollers.

In later yeers, the deficit may become smaller or ¢isoppeer com-
plctely if the tems of trode, which at nid-1946 prices were heavily in fevor
of row material precucing countries and thorcfore unfavorable to Germany
(excent in relation to cozl exports), should move in favor of industricl
ecountries. A reletive choenge in raw materizcl and industrial nrices of about
10 per cent would bring the belancc of poyments into cquilibrium. Even in
that case, nowever, it would hercly be possible to repay the cost of occu-
pation or cven the advences to be mode for rchobilitation purposes in the
neriod of trensition, If an cxport surplus sufficient to makc such repoyments
is to be reached, it will bc nccessary cither to recduce the standard of living
of the Germon neople below the level contamnlated in the Potsden declaration,
or to pemit the production of Germen heovy industries to cxcced thot proposed
in the level-of-industry plan.

A11 the forcign trade figurcs discussed above cxclude shipments
fror end to the other zones of Germany, It is not cxpected thet the arca
of thc merged zoncs will rcceive substenticl food imports from the rost of
the country. The great bulk of such surpluscs as the Russizn zonce con produce
will be nceded for the city of Berlin, Neither will the arcc receive large
quentitics of textile fibers from the other zoncs. The cxchonge of other
inductricl comroditics will not affcct the cstimates madc in this report
sincc the corrcsponding pre—wer figurcs were not included in the statistics
nf forcign trade, on which the present estinates were bascd.
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The lerger Agreement and its Effects

The merger agreement, which is to go into efiect on January 1,
1947, provides that the two zones will be treated as a single area for all
economic purposes, with the aim of achieving a self-susteining economy by
the end of 1949. Indigenous resources and imports will be pooled, and the
governments of the United States anc the United Kingdom "will become re-
sponsible on an equal basis for costs of approved imports brought into
account after December 31, 1946 (including stocks on hand financed by the
respective governments)." The present ration standard of 1,550 calories
daily per 'mormal! (i.e., non-workin adult) consumer will be raised to
1,800 calories as soon as possible.l 4 Joint Export-Import Agency of the
occupying powers, and joint Germen administrative agencies will be set up,
in addition to the existing Bi-Partite Finance Committee, and in Washington
a joint comaittee will be established to aicd the Export-Import Agency in
procuring commodities in short supply. Berriers to trade with Gemmany will
be removed, financiel reform in Germany cffected, and the exchange value of
the German mark established.2

The agreement deals in somc detail with the problem of Geman
foreign trade. Imports arc divided into two categories: those rccuired
"to prevent discasc and unrcst! (category 4), and thosc rcquircd for purposcs
of cconomic rccovery (catczory B). Imports of catcgory A will be paid for
by the governments of the occupying powers in cqual sharcs until such a time
as they can be covercd from cxport rcceints. Imports of category 3 will be
financed initially by a sum of 29.3 million dollars contributcd out of past
procceds of coal ciports from the British zono,g 14.5 million dollars rcpre-
senting accumulated cxports from the Unitcd Statcs zonc, & contribution by
the United Lingdom (matching the sum of thc two emounts just mentioned) of
43.8 million dollars, cnd an cstimeted 34 million dollars, representing the
share of the United Kingdom and the United States in the wvalue of German
assets in Sweden made availablc to the United Nations. Further imports of
category B goods will bc covered primcrily by rcecipts from futurc czports,
and aay balence will be financed by the occupying powers on én cqual basis
Min such manncr s they may agrec.! Whenever Goeman exports yicld recvenucs
sufficicnt to cover &ll imports of categorics 3 and A, the surplus shall be
used to dofray the costs incurred by the occupying powers for their zoncs
prior to January 1, 1947. Exports shall be peid for, according to the
dircetives of the Joint Export-Import Ageney, in dollars or sterling, or in
othcr currcncics that arc convertihlc on demenc into collars or sterling.

1/ Thc ration for thc mommal® consumer is smellcr then the averege con-
sumption of thc urban consumer, on which the import cstimctes of this
report arc bescd, since the latter includes non-rationcd foodstuffs
(¢c.g., home-grown vegcetebles) cs well as bleck-market supplics,

g/ Sce Review of Forcign Dovclopments, Januvory 14, 1947, p. 1l4.

3/ Tris sum was counted as an Americen contribution bceausc of an agreement
of Scptember 1945 in which the British promiscd to lot thc Americen zonc
nerticipate in the receipts from cxports from the British zonec. :
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For the time being, thc main effect of the agreement will be a
risc in interzonal and in foreign trade. The increasc in forcign trade will
have to preccde eny growth in interzonal trade; as long &s incustry hes not
becen rovived by inereesed imports, interzonal trade will lag bccausc of the
absenee of commoditics to be traded. Only for & very few commoditics have
supplizs surnlus to local necds been accumulated. The most important of
these are construction materiels; it has been cstimated that the merged zones
togcther can produce building materials sufficicnt for rcconstruction purposes
while the 3ritish zonc alone would hove an cxcess and the Americen zone alone
a deficit. In most other cascs, the best that can be accomplished will be
the satisfaction of an urgent demend in onc zone at thc cxpensc of a less
urgent, although still important, demend in the other. Such a rcdistribution
may lcad to a limited risc in overzll production and in thc gencral standerd
of living.

The amount of trade betwocn the imcrican and British zones is
cxpected to be around 200 million dollars per year in each dircction during
the pcriod of transition.t/ If this cstimetec is mecant to include coal ship-
ments, it would represent an incrcase over the present ratc by only onc-third.
Trade between the merged arca and the Russion zonc has been sct by an agree-
ment of January 10, 1947, at 64 million dollars in each dircction for the
celendar year 1947.%/ The merged zones will deliver iron, steel, wnd rubber
products, the Russian zone some foodstuffs, orown cosl, chcomicals, synthetic
rubber, and wood procucts. Shipments in cach direction will be approximately
belanced in cech month. In addition to these goods, the British zone will
continue to deliver cocl velued ot 28 million dollars annually; the method
of peying for the coal dcliverics was not disclosed. The rcpresentative of
the Russian zonc declercd that the trede figures would soon bc revised up-
ward, ond predicted thet trade between the Russian zonc and the West would
reach o rate of 320 million dollers annually ot a later date. Past per-
formaence on the part of the Russion zonc mekes fulfillment of that prediction
rather doubtful, clthough even that figurc would represcnt only a small
fraction of pre-war commerce between castern end western Germany.

The corc of the progrmm is the contemplated incrcase in imports
sbove the Munrest and discasc! level., On the basis of the estimatcs cx-
plained above, the merged zoncs will nccd imports of goods othcr than food-
stuffs to the cxtont of cround 465 million dollars in 1947. The amount
initially awvailable for such imports will be 120 million dollars, cqual to
requirements for cbout threc months. - Since substential exports cannot start
until scveral months oftcr the inception of the progrem, the occupying powers
will heve to make further sdvances approximctcly os lirge os the initicl con-
tribution, but these may be expected to be covered by cxports in later months,

;/ The official cstimctc speeks only of row meterials end semi-finished goods
to be shipped from the British to the Amcricen zone. Since the British
zonc spcciclizes in the production of raw materials and nroduccrs' goods
and the amcricen in consumers' goods industrics, thc flow of consumcrs'
goods from thc 3ritish to the Amcrican zonc probebly will be ncgligible.
Post cxpericnce indicates that the British shipments to the Americon zone
will be approximatcly balenced by celiverics from the Amcricen to the
British zonc.

g/ The original mark figurc has been convertced into dolilors ot the pre—-war
cxchange rate of 40 cents per mark beczusc the value of tredcd comnocities
is expressed at legel, i.c., pre-war, prices. '
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In addition, the occupying powers will have to finance the entire cost of
tcategory A" imports. In the second year, exports should pay for all
"category B" imports, and for about half the foodstuff imports. The over-
all advances of the occupying powers, equal to the estimated three-year
deficit of 1,100 million dollars minus the initial contribution would be
zround one billion dollars, or 500 million dollars for each of them. It
should be emphesized, however, that these estimates are not only extremely
tentative but also based on somewhat optimistic assumptions, especially as
to the progress inthe reorganization of the German economy._/

Fulfillment of the program will be possible only if the produc-
tivity of Gemman labor again approaches the pre-war standards. A slight
decline in efficiency, such as hes been observed in most Western European
countries, could be offset by the increase in the labor force, duc to the
inflow of refugees from the east, The return to more nomal levels of
nutrition, clothinz, and housing, and the incrcesed availability of other
consumer goods probably will solve thc problem of procductivity in the manu-
facturing industrics, but an increase in the output in coal mining may well
require further incentives. At present, the main effort is belng dirccted
toward increasing the number of persons aveilable for mining, by recruitment
among the unemploved of both zoncs, an appcal to France and the Low Countrics
to release Gemmen orisoncrs of war, and an improvement in working conditions.
The first measurc can have only limitcd success since mining is an occupa tion
requiring a high degree of skill. The second is hampcred by the fact that
German miners arc urgently nceded in the countrics now retaining them to
compensate for rcduction in mumbers of native miners end of workers from
Zastern Burope who beforc the war constituted a large proportion of the
labor force in thc mincs of Western Burope., The third measure is having
some cfiect, as cvidenced by the increase in output in November and Decomber
1946, but in itsclf it will hardly be sufficient to raisc the output per
worker to about 250 per cent of the oresent level--the improvement ncceessary
to rcach pre-war production. In view of the strong convictions of the Ruhr
mincrs, political as well as cconomic inducements may have to be uscd. The
British Government scems to hope that the prospect of socialization of the
Ruhr industrics will appcal to the workcrs. Greater success probably will
be achieved by the contemplated rclaxation of controls, and the transfer of
authority from allicd to German agencics. Until the psychological prerequi-
sitcs for nomal conditions in thc Ruhr can be achiceved, howcver, the succcss
of the rcecovery orogram will rcmain very much in doubt.

The cxtension of adwances totaling onc billion dollars will affcct
the cconomics of thc occupying powers in diffcrent ways. After the first
half year, virtually cll the advinces will be in the form of food shipments
(mainly grains). Sincc world trade in ovcrscas grains is cxpected to de-
crcasc sharply from 1947 on, as the result of the rchabilitation of duropcan
agriculturc, thc cxports from the United Stetces will benefit American agri-
culture by prcventing as severe a fall in demend for its produce s might
othorwise be inevitoble. Insofar as the Government buys groins for cimort
to Germany which it would otherwisc have bought for no immedicte usc under
the agricultural stebiliz.tion progrem, the credits will not constitute a
hcavy rcal burden on the American cconomy or cven on the federal budget.

1/ The Tondon Economist (November 30, 1946) asscrts thot advances of two
bvillion cdollcrs will be necded for the rchabilitation of Western Gemany.
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It will be differcnt in the casc of the United Kingdom, which has no ox-
portablc food surplus and will have to purchasc ebroad virtually all
Neategory A goods that represent her contribution to Germen imports. It
is understandable, therefore, that the 3British Government has been criti-
cized for agrecing to share on cqual terms the deficit of the merged zoncs,
especially since in 1945-46 exports from the British zone were much lorger
than from the Amcrican. The agreed distribution of the deficit can be
justified, however. Thc British zone,with its lorger population and greater
industrializetion, will need far heavier rcconstruction imports than the
American. Morcover, the British cconomy is so closely connected with the
fate cf Centr.l and Vestern Europc that it hes more to gain from the re-
covery, and more to losc from the prolonged stagnation, of Western Germany
than the United Stotes.

Criticism and Approisal

The rehebilitation of Germeny is not primarily en cnd in itself.
The Urited States end the United Kingdom are willing to contribute to that
rehabilitation mainly in order to 2id in thc recovery of their Europeon
2llics, whose cconomic systems depend upyon a certain degrec of prosperity
in Germeny, and to prevent the Germen pcople from becoming again, hceausc
of sheer misery and cesoair, a willing helpcr to any disturher of world veacc,

On the other hand, the rchabititation of Germany also has its
dangers. After the first World War, Germany rcccived large crcedits from
her former cnemics, and used them for rcbuilding her industry on a scalc
that cnabled her to surpass meny of her former cnemics in economic develop-
ment and to overrun them in wer. Gormeny's noighbors fcer that the advences
to be mede by the United States and the United Kingdom under the merger aszrec-—
ment might be usced for similar purposcs. This fear cxplains in part the mixcd
reception which the cgreement received in Continental Europe.

The French response to the agreement was a move to initiate cco-
nomic--and possibly also political--union of thc Saar crea with France. it
is true that the coal mines of the Saar arc closely connected with the iron
industry of Frecnch Lorraine, but coal exvorts from the Saar into Frence could
be safeguarded without detaching the Saar from Germany. For the time being,
the prospects of becoming part of the French cconomy--which in spite of its
many shortcomings looks like paradisc to the Germans of today--certainly
appeals to mony inhobitants of the Saar. This eppeal may fade, however, as
soon o8 morc ncarly nommal conditions are rcstored in Gemany, and the Sear
may become agein, as in 1920-35, o sorc on the political body of Western
BEurope.

The Russicn answer to the merger egreement wes at first a vehement
denunciation ovér the Sovict-controlled Germon radio stations. The agrcement
was described as the cttempt of Western monopolistic capitalists to control
German industry and foreign trade, thc incorporation of Germany into the
Anglo-Amcricon system of trusts, the "colonizetion! of Rhine and Ruhr, and
the sprcading of sufferings from onc zonc (prcsumably the British) ovcr both
zones. In this connection, the financiel, rcform progrem contempleted by the
Westcrn nowers also was denounced o8 thregtcning German enterpreneurs with
ruin an¢ forcing them to apply for credits from "Americean and British capi-
talists" and to surrender their cconomic position M"into the hands of foreign
owners. "
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On January 15, 1947, however, the Soviet-sponsored German Socialist
Unity Party ennounced over all Soviet radio stations an agreement between
that party and the Soviet occupation authorities, which obviously represented
s Russian effort to counteract the effects of the merger agreement on German
public opinion. The Soviet authorities promised to relax their demands for
reparations end occupation costs, especially in respect to the dismantling
of factories snd the deliveries of foodstuffs, consumers' goods, and potash
fertilizers out of current production. They also promised to permit pro-
duction in the Russien zone to be raised to two or three times the limits
set in the level-of-industry plan. The first part of this agreement was a
return to the nrinciples of the, Potsdam declaration, which had sought to
avoid the payment of reparations out of current nroduction and the dis-
mantling of enterpriscs nceded for Germeny's ncace-time cconomy. It is,
therefore, in line with the volicy of the United States and the United
Kingdom, as cxpressed by the merger agreement, The second part was later
repudiated by the Soviet authoritics. Unofficial British reports indicate,
however, that British militery government cxperts, who havce opposed the limits
included in the level-of-industry plen from the very beginning, are preparcd
to advocate raising thcsc limits by 50 or 100 per cent for the Western zoncs.
If these reports arc correct, the repudiated oromisc of the Sovict authoritics
may also hevc becen in harmony with the intontions of the administration of
the merged arca.

Czcchoslovekia complainced tiet the agrecment would cnable Gocrmany
agein to compcte with Czechoslovak industry. Those European nations whose
political end cconomic outlook is most similar to that of the United Statcs
also exprosscd somc misgivings. Representatives of the Netherlends were
most outspoken as to their fear, on the onc hand, of the continuation of the
present stegnetion of the German economy and, on the other hand, of the possi-
bility that rchabilitation measures might be uscd by Germeny for preparations
for renewod agsression. They wented the allied authorities to give greatcr
sttention to the protcction of Nectherlands investments in Germany, end to
the production of sparc parts for Netherlands industry. Finally, they pro-
oosed that the Netherlonds Trust Company, which was cuthorized by the Nether-
lands Governmment to zct &8s trustee for all Neutherlands interests in their
rclations with Germany, be grented the handling of part of thc crecdits
destined to revive Germany's forcign trade so 2s to enable the Netherlends
to share in that rcvivel.

The Unitcd States can view the merger agrecment with more equa-
nimity then the nations of Jontincntal REurope. To cnd the present pauperi-
zation of Germeny is on aim justificd oy humeniterienism os well as by the
intercst of the Americen taxpeyer. The question arises, however, whether
the merger agreement shall be the limit of imericen ossistance to, or merely
the first step towerd e complctc restoration of, thc German cconomy. This
problem can bc solved only through weighing cgeinst cach other the cconomic
advartages and political dengers resulting from thc rchabilitation of Germeny.

The advantages ere largest, and the dangers smallest, in the most
immediate futurc; unfortunctely the rotio will beeome less favorable with
the paessagec of time. &t present, on increasc in coal production and exports
would hasten rccovery in Francc, the Low Countrics, Austric, and Italy. In
a few ycaers, when cocl production in other countries (Great Britain, Silcsia)
has been morc ncarly rcstored to pre-war levels, Ruhr coel mey become as
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difficult to secll abroad as it was in the carly tthirties. IExports may bc~
come even less importont if the cxpcctations of scientists come true that
new sources of cnergy will soon start to recplace coal. At present, re-
sumption of production in the Germen metallurgicel industrics would provide
mechincry and sparc parts essential for the restoration of the industrial
countrics of Western Europc and for the development of the agriculturcl
countrics of Eastcrn Europe, which cannot be supplicd from eny othcr sourcc.
In 2 fow years, Lmcrican and British cnteroriscs, ond possibly clso the cx-
panding Russion plants, will probzbly be able to sctisfy the entire world
demand for motallurgical products, ond Gormen industry will become agoin a
dreaded compctitor rather than & nceded supolicr. The situation will e
similor in the cose of the German chemicel and textile industrics.

Tt is truc thaet Gormeny will always rcmein an important merkct for
her ncighbors, Thc countrics of Central ond Zestern Burope, however, which
used to scll a lorge part of their sgriculturzl produce to Germany in return
for irdustrizl commoditics, have fellen into the Russien spherc of influence,
cnd will resumc “heir dealings with Gormony only insofar os such cevclopment
coincides with the political progrem of thc Sovict Union. Outside of thc
Russicn spherc of inilucnec, only the Low Countrics arc so closely connccted
with the Germen cconomy that recovery of the latter cen contribute sub-
stantiolly to their well-being. There might sc, however, morc dircct ana
less expensive weys of assisting the Low Countrics thcn by rcbuilding German
industry.

It is olso truc that all treding notions will benefit to some ex-
tent from on incrcose in Germeny's foreign trode, cnd therefore from & rise
in the Germen level of production end consumption. A similer conscguence
would result, howcver, from o risc in the level of production cnd consumption
of any other country. In the long run, such riscs might be accomplished by
large-scele assistence from the United 3totes cnd the United Kingdom in mony
parts of Buropc, cnd in the very long run clso in Latin America, the Neor
East, and thc For Eost, perheps &t no greater cxpense than in Germeny.

On thc othcr hend, cny donger from & renewal of Germiny's war 0O-
tential would beeome ccute only aftcr the occupying powers rclinguish thcir
hold upon Germony, withdrew thelr troops, sné rclex their controls, In the
immcdiate futurc, vwhon the revival of Gemman incustry would bc most esscential
to the devesteted end the undeveloped countrics of Europe, thcrc would be
neither incentive nor opportunity for Germony to usc her regained cconomic
strength for aggressive purposcs. At 2 morc distent timc, when the peace-
time importonce of Cecrmen industry will bc somcwhot smallor, both politicel
and cconomic possibilitics of militcry uscs will bc greatcer.

Thus the ideal solution of thc Germon cconomic problem would be to
rebuild Germen industry immedictcly beyond the limits sct by the Potsdom
declaration, and to imposc such limits only when occupction armics and
control agencics cre withdrawn. Unfortunctely, such & coursc 1s impossible.
Germen industry cennot be put into full production immediatecly, first,bccausc
of the incviteblc time leg botween the start of rcconstruction and the achicve-
ment of full production, ond sccondly, becousc of the fact that most matericls
neccssary for the rceonstruction of German industry are nccded just as urgently
for the rcconstruction of the liberated notions, The occupying powers nay
be compclled, thcrefore, cither to forego thc rchobilitation of German industry
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beyond the suosistence level sot ot Potsdom in spite of the possible eco-
nomic diszdvonteszes of such a policy, or to risk the danger thot the re-
hohilizotion will comc too latc to be of greot importance to the libereated
n.tions, but carly cnough to provide Germony with o ncw wer potential.

Tf the sccond alternctive is chosen, the world, for the sccond
time in o goneration, might witness the parcdoxical--although probably in-
cvitable-—-spectacle of the Western powers, for from rcceiving rcparation
puyments, pouring funds- into Germeny in order to rcbuild the industricl
sycton which they hod just cestroyed.

APPENDIX

Basis of Estimctes

Pre-war populction, national income, and natural rcesources of the
arce ~f the nerged zones werc computed on the bosis -f dote from the
Statisticches Jahruch fllr das Deutsche eich (193%). Since national in-
come data werc not given for territericl units smaller thon provinces, the
incmc of provinces overlapping different zones vies clvided onong the re-
spective zoncs according to the distribution »f the population.

The shore of the verious zoncs in Gemmeny's pre-wer production Wwas
taken from figurcs precsentced by the Stuttgorter Rundschou (queted in the
Neue Jllrcher Zeitung, October 12, 1946), cnd the sharc in Germeny's pre-wer
GX’ZgﬁS from the Stuttgert Wirtschafts scitung (Scptomber 27, and Nowvenber 1,
1940). .

Tmport Tstinctes for 1949. Food import requircments were esti-
mated on the hasis of the fallowing schedule »f consumption:

Tstinoted Frod Consumption in the Merged Lones, 1949

Quoantity : Caloric Value
Per Total Per average consumer Imports
average (thousands Per Per year Per (thousands
consuncr  of netric Eron (thousands dey >f metric
Iten (kg.) tons) (cel ries) of calories) (czlories) tons) ,
Bread groins 180 6,400 3 1/ 480 1,320 4,000
Potctocs 200 8,000 W7 140 385 -
Pulscs 6 240 3 18 50 - 2/
Fets 17 680 9 153 425 360
icatd/ 30 1,200 2 60 165 4/
Wilk 20 3,600 b 54 150 4f
Suger 5/ 18 720 4 : 72 200 -
Other food: - - - 36 100 -
Total - - - 1,022 2,795 -
;/ g5 per coent cxiroction. g/ Ineluding ¢il seeds cnd cakes for feeca.
3/ Including mcat equiwlont of fish. é/ Feed groin imports (50 kg. per

avercge consumer, 2 millisn tons totel) equel about cne-third ~f celoric
v.lue of meat and milk consumptlon, 2/ Lioinly vegetables cnd eggs.
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Prices {per metric ton) werc assumed to be 85 dollars for bread
graing, C00 dollors for fats, and 50 collers for feed grains. While prices
arc cppreciebly higher at the mmment, it is expected that they will soon
rcturr. to their wid-1946 level.

The cstimnte of textile imperts was based upon the level-of-in-
cdustry progrem of 480,000 tons for 2ll of Gemany, at prices (per metric ton)
of approximetely 670 dollers for cotton and 1,000 dollars for wool and hard
fibers. Imports of row matericls and semi-finishcd geoods for the metalluryi-
cal cnd chemical industrics were cstimated on the basis of 1936 imports of
aonroximately 1 billion rcichsmerks. It was estimated that the area of the
ncrged zones includes abcut 70 per cent of cll German industrics in thesc
ficlds, and thot they will be peraitted to overate ot an averege level of
oroduction of 35 per cent. Import reguircncnts thus will be cround 25 per
cent of 1936, or 250 million rcichsmorks ot 1936 purchasing power, corrc-
sponding to approximotely 150 million dollors ot present prices. Imports of
row nctorials ond semi~finished goods for all other industrics were estimcted
m the basis of 1936 imports ~f cpproximately 600 million rcichsmarks. It
was cstimoted thot thc arca of the merged zones will account for 60 per cent
~f the light industrizl copoeity of post-wer Gemany, end that the total
capacity will be reduced to an average of 75 per cent of 1936, Import rc-
quircncnts thus will be cpproximately 45 per cent of 1936 or 270 nillion
rcichomarks at 1936 purchasing power, corrcsponding to armund 162 million
drllors at present prices. Imports of finished gends werc cstimated on the
he.sis of 1936 imports of around 400 wmillion rcichsmerks., It wos cstimoted
that the arce of the merged zoncs will acchunt for 60 per cent of the »opu-
lation of post-wor Germony, and thot the post-war standord of living will
permis n» more thon 20 per cent of pre-wor imports of finished gnods per head
of the population, Import rcguircnents thus will be cround 12 per cent of
1936 or 48 nillion reichsmarks at 1936 nurchasing power, corrcsponcing to
cr-und 26 nillion dollcrs ot prescent prices.

Export Estinctes for 1949. Exports of industrial products were
cstimoted os follows: pre-war cxports from the ares of the merged zones
were ocleulated by nuliinlying the value of totol cxports of cach industry
groun by the percentoge in which the arce shered in totel production of cach
group. The procuct was nultiplicd by the percentage of speretion pemitted
uncer the level-of-incustry plen, and the result adjusted for the cstimoted
inercase in prices. lhere the lcvel-of-industry plen provides for o ronge
of 1linnits, the unweighted aritlmctic average »f the vorious linits wes teken,

This cstincte is hasced »n the cssumption thot the restricted in-
custrics will devote to cxports as lorge o froctisn of their procuction as
before the wor. This assumption uight e attaclicd as cither pessimistic or
optimistic. The chorge »f pessinisn night be bascd upen the foet thot before
the war the output of sonc »f these industrics wos used lergely for militery
purposes sn thet cxports werc = grecter fraction of cdomestic civilicn con-
suotion thon would eppecer from trede statistics. Turthermorc, part of thet
output went to the arca cast >f the Oder-Neisse linc, aond this pert also
shruld be cdded to the past-wer cxoort potential. In opposition to the first
crguacnt, it cen “c stated, however, thot procduction of stecl--the comodity
nost intensively affected by nilitory consumption--is limited to the cmount
oroducced in Gemany in 1932, in which ycar recrmement was in its infency

ond civilion stecl consumption below nost-war domestic rcouirements, assuning
o peraitted level of civilicn consumadtion cpdrexdmetely 75 por cent of 1936.
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The sceond argunent con be countercd by the foct thot mony consuners' g0oCs
shippcd from the est to the territory caost of the Ocer-Neissc linc will in
he future be nceded by the populztion »f thoat lerritory expellod into the

orescr.t crea of the Reich, cnd nust thereforce be considercd s donestic
requirements rother than os cxport potenticl. Sincc the "expelleesh were

not pemitted to toke clong their copitel, it is truc that, in the period of
transition, produccrs' goods formerly sent to that territory will be ~wveilable
for cxports; that amsunt is probably ncgligible, however, since incdustricl
enterprises in that territory werc depencdent upon the procucts »f Upper
Silesic and Scxony rether thon on those of the VWest. Morcover, within the
ncxt fow yeers the cxpellees will be integroted in the economy cf the West
ond their cnterprisces will nced additioncl produccrs' goods.

The churge of optimisn might be bascd on doubts whether incustries
will be oble te sparc as large a fraction of their production cos before the
war for cxports cftcr hoving sotisficd cdomestic minimua requirements out of
their restricted output. In responsc, it coca be argued, however, that et
the bYottom of the depression (1932) totel Germon cxports werc higher by 10
per cent thon in 1936 although industrial caployment was only 60 per cent of
1936. This indicotes thot at the contempleted Host-war level of incustricl
procduction (55 pcr cent of 1936), exports eporoaching the 1936 figurc could
be recched if the stondard of living wes reduced to 1932 levels. Since thoe
contenplated Dost-wor standerd »f living (75 per cent of 1¢36) will be addroxi-
notely 110 ser cent of 1932, the oxporteblce surplus probably will be cround
10 per ccat Helow 1936 or crocund 4,3 billisn marks (at 1936 durchosing Dower)
for all of Goermcny. This would corrcspond to erports from the mnerged zones of
ar-und 2.6 billion narks or cround 1.55 Hillion dollars at present prices.
This figurc should he rcduced somewhot in order to cceount for the foet thet
the level-of-incustry nlan restricts thosc incustrics that contributed nost
to pro-wer cxporits. 4 reductisn by apdroximotcly 20 per cent should be
sufficicnt ior this adjustment, and such o rcduction would yicld the cxport
estimote proposcd in this report,

If the estimate, however, proves optimistic, it would merely mean
that the limits set by the level-of-industry plan will have to be raised in
order to reach an ecuilibrium in the balance of payments. For a considerable
period, German hecvy industries would have little cifficulty in exporting a
great deal more than the volume estimated in this report, in order to satisfy
the raconstruction needs of cevastated countries and the industrialization
needs of undeveloved nations. On the other hand, exports of products of
unrestricted incustries hardly could expand sufficiently to pay for the
imports necessary for maintenance of the standard of living contemdleted
by ths level-of-industry plen.

In particular, the export estimetes were based on the following
figures of 1936 ciports, adjusted for the arca of the merged zones, the
limits imposed by the level-of-industry plan, conversion into dollars, and
change in thc price level:
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Estimated Exports of Manufacturcs from the licrged soncs, 1949

1936 Contribution Limits of 4djusted exports
exports of arca of level-of-in- Millions of dollars
(million merged zones dustry plan Million  Purchasing power:
Ttcm Ri) {pcr cent)  (per cent) RV 1936 Prescnt
Chemicals 697 57 60 238 95 143
Iron goods 725 g0 40 232 93 139
lfachincry 606 49 11.4 34 14 21
Othcr mctallurgi-
cal products 766 by 40 135 54 81
Textilcs 457 50 - 100 244, 98 147
Paper products 150 38 100 57 23 34
Leather products £6 56 100 4L 19 29
Other products Tl 50 75 279 112 1.68
Total 44,261 - - 1,267 508 762

EStimates of rcceipts from non-trade itcms (mainly transit troffic)
wcre hased upon the assumption that the arce of the mecrged zoncs will rcceive
about half of the total incomc from thet source, and thot the rceduction in
volumc from pre-war years will be aporoximatcly compensated by en incrcasc
in traffic rates. Since rcecipts from tronsit traffic to and from Czccho~
slovakie, which forms tac bulk of thc commcrec in question, amountcd to almost
30 million dollers in 1946, it appccrs reosonchle to cxpect rcecipts of 50
million collors in & "'normel? post-war yecr, oncd of 30 and 40 million dollars
in 1947 and 1948, respcctively.

Import Istimetes for 1947-1948. Imports of foodstuffs for the two
years of rchobilitotion were cstimatcd on the basis of a schedule of con-
sumption, which for the aversge urban consumcr was cqual for 1947 to five-
scvenths of the mormmal® of 2800 calorics coily per person, and for 1948 to
six-scvenths of the "normol." The latter cstimcte contemplates o coloric con-
tent approxdmotely 10 per cent higher thon the estimcte from military government
sources, It recprescnts, howcvor, the minimum rcquircments at which o stcady
incrcasc in the cfficicncy of Germen labor can be cxoected., Any curtailment
of the diet would rcsult in lowering procduction and exports below the cstimpted
level to such an extent that the losses wouwld overbalance the savings in imports.
In view of the foct thot the sclf-suoporting agriculturcl consumer usually is
able to maintain his dict at the customary level (cround 2,£00 cclories) rc-
gardless of thc curteilment in rotions for urben consumcrs, the avcerage for 2ll
consumers for 1947 and 1948 would cmount to copproximotely 2,160 and 2,460
calorics per doy, rcspcctively. Domestic production available for thesc years
is cstimated ot 1,400 and 1,525 calorics, ond the deficit at 760 cnd 955 colo-
rics, respectively. In tcrms of calorics, import nceds for thesc years would
thus bec only cround two-thirds and five-sixths, respectively, of the estimoted
import rcquircment of 1,150 cclorics for 1949. In terms of valuc, howcver,
thc imports would be relotively lerger. During the period of rchobilitation,
Germany will nced to import grecater quantitics of morc cxpensive foodstuffs,
cspecielly meat, pending the roplenishment of livestock., Thesc additional
imports were cstimated at the cquivelcent of around 2.5 kilograms of meot per
avcrege consumer, meking & total of around 100,000 mctric tons (at cbout 900
dollers pcr ton) in 19473 approximotely half thet amount will be required in
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1948, 4s a result, the valuc »f imports in 1947 would bc absut two-thirds
of the "normelM of 770 wmillion dollars plus 90 million dellors, or o totel
5f 600 million dollors, cnd, in 1948, about fivce-sixths of the "nomald plus
45 million dollers, or a total of 685 willion dellers,

Inperts of industrial matcricls for the period »f rchabilitation
were cstimoted on the assumption thet their volume would suffice, in cach
six-month period, for sustaining the projcected level of production in the
following six-menth perind. This leowel wos estinatcd to risc evenly frow
the nresent rote (cround helf the cssuncd Inormeli) to cnproximately the
oro-wor level for the unrcstricted industrics and the linits cstablished by
the level-nf-industry nlan for the restricted industrics, the gnol t> e
rcached in the sceend holf »f 1949. This would cerrespond te import nceds
of 65 per cent of frormelW for 1947, end &5 oer cent for 1948, To this
figurc was cdéed an amount for non-reewrring imports nccded for the recon-
struction of cepital cquipment ond the replenishment of stocks, cstinated ot
20 per cent of 'moracli dmports of industricl noterials.  Threc-fourths of
thet odditiomnal crount was included in the 1947 cstimctes, and the rcst in
the 1948 cstimotes. Thus total imports »f industricl meteriels would be, in
1947, anprozincicly 80 per cent »f the iinomalid of 580 million dullors, or
cbout 460 million dollars, and in 1948, epproximctely 90 per cent of the
"normel, " or about 520 million dollars.

Comparison with Other Estimates

Militery Govermment Estimete. According to unofficial reperts
from nilitary govermment sourccs,l/the expsrt and import progrim for the
merged z-ncs for the ycors 1947 threugh 1949 contemplotes approximately the
£511mving developments:

1947 1948 1949
(In millions of dollers)
Imports 1,042 1,000 900
Exports 350 675 900
Inport surplus 692 325 0

Sincc nc cxplenation of thesc figurcs hos been published, it is
difficult to discuss their plausibility.g The figurcs feor 1947 cnd the
inport surplus figure for 1948 arc very similor o the (independent) esti-
mates proposed in this report. As to pust-1947 imports and cxports, the
estimates proposcd in this report arc increcsingly higher than thosc from
military govermment scurccs, the differcnce heing around 20 per cent for the
1948 figurcs, 50 per ccnt for 1949 imports, and 40 per cent for 1949 exports.

Assuning the 1947 cstinmstes to be justified, the nilitary govern-—
ment estimztcs of imports for the following ycors scem tc be too low. Experi-
cnce in the libercoted countries of Western Zurope shows thet & steady rccovery

1/ New York Times, Jenuery 1, 1947.

2/ Tkc London Econimist (November 30, 1946, pp. €73 f.) mentins & filve-year
olan for Gemmany worked out by the Allicd Control Council. This plen has
nct been available to the author, .
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is possible ~nly if imports increasc ot lcasct up t> the pre-wor level. In
Gemony, such on increasc must cccur in foodstuffs os well as industrial
netericls since the level of nutrition contomplated for 1947 is very low,

and the possibilitics of ¢ risc in domcstic fuod production arc very limited.
It secms optimistic, therciorc, to cxpeet o foll in total imports below the
1947 level whilc assuming & risc in cxports (implying a corresponding risc

in totel industriel production) to almost twe ond threc times the 1947 figure.

he militory government forceasts of exports for 1948-1949 differ
from the figurcs proposcd in this reprrt dresunebly beczuse the military
grvernnent authorities wished to keen cxports of products of heavy industrics
at the l1owest level compatible with an equilibrium in the balance of peyments,
rather thon beecuse of divergent cstimstes concerning the export conacity of
these incdustrics. If this interdretetion is eorrect, the military govern-
nent forecasts will hove to be adjusted upwerc when it eppears thot necessary
imports are higher than the nilitery government sources hed assuned,

Germen Zstincte. A more detailed forcign trade program (for 1947
nly) was preparcd by lir. Rudolf Mucller, wntid rceently the cheimen of the
German Ecnmic Council f£-r the merged zgncs.l/ This plon cdiscusses two
alternatives, bascd upon a diet (epparently referring to rations for inormell
consuners) ~f 1,550 and 2,000 calsrics per dey, respectively. In the first
case, imports would amount to around 550 million d-llars for fnodg/and 410
millin dollars for industrial naterials; thesc imports would meke nossible
exports of around 425 million dnllars, thus rcsulting in o trede deficit of
arounc: 535 nillion dollars. In the sceond casc, imdorts would be increased
to 730 million for food end 520 million dollers for raw meterials; they would
cnable the areca tec cxport 760 million dollors cnd thus reduce the tracde
ceficit to 490 million cdollars. E:ports (under the sceond alternative) would
include mainly coal (150 million dollers), ncchincry (160 millisn dollars),
other metellurgiccl products (105 nillisn éohllars), textiles (105 nillion
collars), chenmicols (60 million dollars), clectriccl adplicnces (40 million
dollars), and opticzl instruments {25 nillion cdollars). Under the first
alternative, cxnorts (cxcent cocl) would cooroxinste half these amounts.

The import program (sceond alternctive) confoms closely to the
estimctes proposcd in this report. The export orogrom of the second clterna-
tive! scems to be ontinistic in its apolication to 1947. It night be inter-
sreted, however, as a program for 1948, and o general indicator of the post-
war pattern of Geman cxports. Confoming to the Gernmon policy of ninimizing
coal cxports enc expanding the role of heavy incustrics, coel exports under
this progran would be cnly one-half the anount cstimated for 1948 in this
redort, while cxports of mochinery would be 10 tines as large. The exdort
progren for other nctallurgicel products ond textiles confoms to the esti-
nates of this report, while thet for chenicols is surprisingly low., The
progrem does not state whether it tekes intc comsiderction the linitations
of the level-of-industry »lan or, if it does so, how the domes®ic ceconomy could
be satisficd with the insignificant cutput of the machinery industry that would
remeir. after decducting such large exports. For this reason, the pattcrn dis-
closec. by the program cannot be taken as the bosis of estimates supnosed to
remain within the limits of the level-of-industry plan. It might be accepted,
however, if the Alliecs agrcc on an upwerd revision of that plen.

1/ Wirtschafts scitung, Jenuary 10, 1947.
g/ The origineal reichsmerk date werce comverted inte dellars at the Hre-wor
rate of 40 cents per mark.






