ECONGHIC EIERGENCY MEASURES FOR THE TRANSITION PERIOD. *

by Eugene V. Rostow

I

Our international economic relations are in a state of deepening crisis
which threatens the peace. The emergency in our foreign economic policy is as
great in scale, and as menceing to American security interests, as the finan-
cial emergency which preceded the passuge of the Lend-lease Act, We now lack
an adequate program for achieving freedom of the exchanges, and for financing
the export of American supplies during the emergency period after German sur-
render., Without such a program we cannot realistically expect to reach one
of the first great goals of our national interest--the restoration of a large
volume of international trade, conducted on the basis of frce and stable ex-
changes and lowered trade barriers.

The countries of Europe will end the war in differing economic and
finaneial eircumstances. Some, like the Soviet Union, will face fifteen
years of rebuilding before the physical destruction of war can be replaced.
Greece, Italy, Poland and Yugoslavia will be in a desperate condition of
physical dovastation and cconomic disorganization. Others may have suffercd
relatively little war damage, but will have to begin again with demoralized
industrics and finances, and depleted roserves of foreign oxchange. For cach
country of Burope, oven including tho reclatively rich countries like the
Nethorlands and Bolgium, the transition yoars presoent sorious problems of
physical reconstruction, and of cconomic and financial planning. Evory coun-
try of Europc will nced substanticl finaneial assistance to overcomo obstacles
created by the war, boeforo it can undertako to ro-cnter a world ccononmy bascd
on froc cxchanges and liberal principlcs of commerce. The United Statos,
Canada and thc other countrics of this homisphore have not suffcred tho
physical impact of the war., They alono will have surplus supplics to make
availoble at its conclusion. Assistancc in supply and financos rust come
to Burope prinarily from the West.

Buropc will nocd American supplics, if reconstruction is to be quick and
real, but no Europcan country will be able for soveral ycars to cxport enough
goods, or to provide enough scrvices, to pay for them currentlys Yot we have
no credit arrangeronts for financing the cxport of supplics neccded for the
cconoriic reconstruction of liberated arcas, Wo have no policy beyond the var-
tinc linits of our lend-lcasc progran for finaneing tho roconstruction nceds
of Britain and the Soviet Union, As a result of tho abscnce of Anecrican
eredits, liberation has proved to bo an ccononic shock to France, Italy and
Belgiun., For Britain and the Soviot Union, the tapering off of our prescnt
lond-lcase war prograns at thc cnd of the war with Germany will be an even
greater and more dangerous shock. We have not doveloped thc policy or tho
proccdurcs which can £ill tho gap.

*This paper is scheduled to appear, in a shortoncd form, in the January issue
of Fortune riagazinc.
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A roview of oxisting logal resources tclls the atory. The Johnson Act
blocks onc possible form of reconstruction financing, the inadequatec powers
of tho Export-Inport Bank another. Although from the strictly legal point of
view tho Lond-Lease Act offers much, the poliey which has so far governed its
adninistration makes it doubtful whother that powerful and flexible weapon
will be used with sufficicnt drive to meet the nceds of the cnergoncy situa-
tion. UNRRA can deal only with the civilian relief requirements of Eastorn
Europe, which have been very narrowly defined., It is expressly forbidden to
undertake reconstruction activities. The constructive ncasurcs proposed at
the Brotton Woods Conforence have not yet beon approved by the Congress, and
in eny cvent they will not go into effecct for a considerable period of time.
They are not intended to meot the nceds of the enorgency dircctly ahecad, and
at best thoy can deal only with a snall segment of the problen of reconstruc-
tion.

At the Brotton Woods Confercnce last surmeor, great progross was rniade
towards sotting up arrangerionts to assure froedom of oxchanges and a consid-
orable flow of invostriont capital in the second phase of the post war ad justnent,.

But the Intornational Monetary Fund proposed at Bretton Woods is not
intended to provide facilitics for rclicf and roconstruction, or to deal with
intornational indobtedness arising out of tho war, Its rcsources cannot bo
used to financo the unfreozing of currcncics, Thoe draft Agroenent for tho
Fund contonplatos that in the countrics nost dircetly affocted by the war cox-
change rcstrictions may well last at lcast throc years aftor the Fund bogins
its operations, and pernits no action against such rostrictions for at lcast
five years aftcr the Fund begins operations. Thoe basic policics of the Fund
of coursc requirc the progressive relaxation of exchange restrictions, and
call for penalties against their unwarranted continuance. But tho Fund docs
not of itsclf provide the nachinery nor the resourccs to assurc their liquida-
tion. That prelininary step nust be acconplished by other mecansS.

Tho Bank for Rpconstruction and Developrient, proposed at Bretton Woods,
is deosignecd to assist in the rostoration of cconomies destroyced or disrupted
by war, and in bringing about a sriooth transition fron a wartine to a peaco-
$ine cconony. A part of its $10 billion lending authority can be used to
facilitate the finaneing of specific projects of reconstruction, at rates of
intorest which will givo spccial consideration to the nceds of borrowers who
have sufforcd dovastation. Such loans can be nade, after the Bank is organized
and in operation (not bofore liay 1, 1945, at tho carliost, and probably not
for nany nonths after that datc), only after cach project has been fornally
roported on by a committec, and if tho Bank is satisficd that the loan could
not othorwise have been obtained on conditions rcasonable to the borrowecr.
Tho Bank is an institution of groat pronisc, groatly nocded., But its lending
powor is hodged about with linitations which may well prove sorious. Its
chartor has overtonos of oxcessive orthodoxy. sAnd it will be a year at lcast
before any reconstruction loans can be placed cven within the eligibility
limitotions of tho Bank's rules, In fact, a yoar is a nost optinistic ostinate
of tho tinc which nay be required before loans arc placed. The UNRRA proposal,
infinitcly less controversial and loss complicated than the Bretton Woods plans
for a Fund and a Bank, required morc than six months to bo approved by tho
Congress, oven after the UNRRA agroement was signed. The Brotton Woods pro-
posals will not bo signed for sovoral nonths. Aftor that, thoy face 2 now
Congross, with tho handicap of announced opposition by the crucial group of
cooporative and intornationally nindod Republicans who have so far supportod
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the Administration on cvory important issuc of forcign policy. And they face
also tho announced and dctermined opposition of sore inportant members of the
banking community. Yet the noxt year will be the critical and decisive timo
during which new patterns and dircctions for Buropean life will be cstablished,
We cannot afford to be passive watchers of that procoss.

Tho dangers to sccurity intorosts of the United States implicit in the
current crisis of intornational supply can only be conpared to thosc of tho
war itself. Our ccononic policy during the next five ycars can ceonent the as-
sociation of the Unitod Nations, or it can destroy any rcal hope of sccurity
or stability in their political and nilitary arrangoncnts, Wo can holp powor-
fully to strengthen the forces of progressive and denoeratic govorrnent in
Burope, or we can lot popular govermmcnt in Burope go down, without our cconaonice
support, beforc cxtronmisnm and rcaction. Wo have a good chancc to bring about
tho reocstablishnont of a systen, gencrally speaking, of froe cxchanges and
multilatoral trado for the capitalist part of the world. Thet syston would be
the best possible foundation for a world order in which our safcty as a nation,
and as a denocratic socioty, night be choaply and collectively sccurcd. It
would constituto the best and rutually the nost profitable basis on which our
closc and fricndly relations with t he Sovict Union can bc naintainod and
doveloped, Indcod it is doubtful whothor peaceful political rclations can be
socurcly built on tho foundation of an cconomic systen using tuc ncthods of
bartor, controlled oxchanges, and bilateral trade. So far as we have known
such nethocs only as forms of cconomic warfarc, or as instrumonts of political
warfarc.

The danger is that unless tho Unitod States ostablishes adcquato cmorgency
ceredit facilitios at onec, and on an appropriate scale, tho world will drift
into an ccoacny of bloes and groups. Extronc forms of protocction, restriction
and bilatoral trade arrangencnts cxist. If they continue, thoy will split the
capitalist part of the world down the middle. Such developnents would go far
to wroek tho political and military unity on which we dopend to prevent a third
Gernman war. Thoy would force us to establish cxaggorated statc controls over
our own ceonanic activitics, and require an indefinite continuance of certain
wartine rnicasnres of mobilization. Manifestly, such trends would have nost
unpleasant inplications for our domestic way of life,

It takes no argunient to prove the advantages which accrue from the system
of triangular trade. Thosc advantages arce both ccononic and political. On the
ceononic sido multilatoral trade methods arce essontial if the velune of world
trade is to beconme large onough to play its part in tho goncral strategy of
full employment. They arc cssential too if our potentialitics for inercased
cconomic welfarc arc not to be frittored away in subsidized, protcoctod and
wastcful forms of barter. As the largest ccononie unit in the world, wo have
the most to gain from a rostoration of world tradc on a nultilatceral basis.

Our nemory is too fresh of the Germans foreing the Turks to cxchango chrome

for German hammonicas to confuse bil@teral trade methods with cconomic progross,
The politieal advintages of multilateral trade arc even morc obvious, and morc
urgont, Bilatoral trade methods require cumbersone donestic ccononic controls.
Thoy make overy cconamic transaction a direct political responsibility of
government, They inercasc the instability of cconomic 1lifsc, and rmultiply the
opportunitics for political friction and bickering among friondly pcoples. It
would be hard to conceive a plan norc dircctly designed to divide tho United
Nations than to translate all trade among them from the commercial to the
politiecal and govermmental plancs
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Our failurc to act as the world's chiof bankor for tho transition period
may well lead to a hopeless freozing of the postwar world, in oconomic patterns
which would menace tho possibilitics of peace, by the timo the Bretton Woods
plans aro intonded to go into full operation. Enmorgency ncasures have a way
of crecating vested interosts, which then prove difficult or impossible to
liquidate, If gonoral exchange controls, govermont monopolics of foreign trado,
bartor trade practices, quotas and other dircct wartime cconamic control prac-
tices survivoe the war for five yoars, the purposcs of the Bretton Woods con-
forcecs nay well provo impoessiblec of recalization. Tho continuance of such
controls for any cxtonded poriod after tho surrender of Gormany will reduce our
chances of achieving full cmployment at horiecs They will inevitably lcad to
political friction among the Allics, and to countor neasures on a scrious and
threatcning scale.

II

The starting point in any program for tho transition periocd is the futurc
of our cconomic rclations with Great Britain., The coursec of our dealings with
Britain will largely detormine how we trade with Francce, the other countrics
of western and central Europe, Australia and Now Zealand, Africa and tho Middle
East. For in differing degroc, thoy all suffer fran tho same prospoct of o
temporary but acute shortage of dollars which is plaguing the British, And
their political associations, in tho abscenecc of a positivo Amorican poliey,
will lcad than to cconamic coalition.

At the prosent time, Britain is operating in tho world markets under a
far-rcaching and offective system of exchange control., Storling is blocked,
and nost of the current dollar aceruals of the cntire sterling arca arc in
effect sold to the British Treasury for storling, to bo available for war pur=-
poscs., Thus if an Australian oxportor sclls some zine, for oxample, t0 our
Unitod States Cormmereial Corporation for dollars, ho is finally paid in
Australian pounds, thc Australian Troasury reccives British pounds, and the
British Troasury holds the purchasc price in dollars. Tho British Trcasury
nokes dollars available to the participants in this pool as the occasion nay
rocquirc, Its intorest, of coursc, is to keocp the dollar oxponditurcs of the
sterling arca to a nininunm. This poliey we have strongly supported, as a
necessary corollary of the lond-lcase prograri. Facced with material shortages
at hone, and with tho cost of financing lend-lcasc exports, it has been our
constant poliey to kocep lend-lcase calls on the U.S. to a practicable minimun,
and to roquirc Britain to be supplicd whore possible from a steriing source.
The organization of a dollar pool for the sterling arca was a hiphly desirabloe
stcp in nobilizing all possible British rosources of foreign oxchangc.

The virtucs of this system as a war measurc have beon groatly proved in
practico, Its nmonace in peoacotine is cqually apparent, as we move fron a
period of short supplics, distributcd by govermmental licenso and allocation,
to onc of mnplc supplics, distributcd by the ordinary process of sale on the
narket, Picturc an smerican oxporter after the war, freed of WPB contypols,
trying to scll a car or a typowritor in Australia or the Belgian Comngo. During
the war, of course, the rule has been that smerican supplics would be sought
only if the minimal approved nced could not be met from a storling sourcc.
Supposc the same rule, or an adaptation of it, were to apply in pcace as a
neasurg for consorving dollars, the onc cormodity of which all Europeans will
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be short for some time after the war. Tho customer will tell the cxporter
politecly that he would of coursc nuch prefer the anorican car or typowriter,

but that his Treasury has unfortunately turned down his application for a

license to pay dollars for it. Hc has thoroforc sadly placed his order for a
nachine of British, Fronch o» Belgian mamufacturce, The Anerican oxportor, in

a rage, will appoal to tho /merican Consul, to tho Statc Departnent, the Treasury,
and finally to his Congressunn or to the Chieapo Tribuno. Long before the nys-
torics of foreign exchange ¢an be oxplained to tho putlie at large, thore will

be a hue and ery against the wickod and ungrateful British, who will be accuscd
of outsnarting our diplomats again, after we have won the war for thom,

The prospe¢ts of international bickoring, bitterness and political reaction
inplicit in the naintonance of thosc controls arc cndless,  Without their prompt
liquidation, coarmorce in the irmodiate postwar period will be an affair of
political negotiation and divided markets, not of competition betwoon private
intorosts. BExchange control is a far morc poworful weapon of protcction than
tariffs, quotas, or barter doals, Unless we act to provent it, however, we
shall scc such controls used on a wide and dangerous scale, and we shall facc
tho conscquences of intornational misunderstanding and disunity.

For tho plain fact is that if the war onded tomorrow, Britain could not
afford to unblock storling, oven for curront transactions, or to give up her
other controls of foreign oxchange and inports, and no British politician could
today take responsibility for proposing to do so,.

The course of tho war has bormo heavily on British finances, While a part
of the wartine disequilibriun in the British balance of payments has beon not
by lend-lcase in the U.S., and by governmental gifts in Canada, the British have
been ineurring huge debts for war supplios and services in Egypt, India, the
Middle East generally and in cortain other parts of the world. British holdings
of dollars have gono up, bocausc we profer to purchase the pounds we nced for
the pay of our troops, and do not accept them as roverse lend=-lcasc.  But the
over-all condition of British finances is now worsc than it was in 1941, and
it is doteriorating with every passing month. The British will cmerge from
tho war tho only onc of the Allics burdencd with oxternal war debts, and their
indobtedness will be on a wery large scale. It will roach $12 billion at the
cnd of this yoar, without any roferonce to supplics roccived as lend-lcasc in
tho U.S., or rmtual aid in Canada, ond tho lovel is rising rapidly.* Theso
fisures do not tell tho whole story. A large part of British war oxpenditurcs
abroad have been net by the sale of socuritios, a measurc which has pormancntly
cut down what was formorly an important sourco of incanie on Britain's inter—
national account,

In faee of their high lovel of short-torm international dobt, their loss
of overscas investmonts, and tho unccertaintios which confront British oxport
trade, shipping, aviation, banking, and insurance in the postwar world, the
British arc naturally conccrnod, indced almost obsesscd, with the futurc of
their balance of intornational paynents,  Somo studonts have concluded that

ho British balanco of payments cannot balance for soveral ycars after tho war,
Thoso studies undercstinmato the possibilitics of British postwar trade with
Europe, and of British ponotration into markets formerly hold by Germany.

—_—

*Intorviow with Lord Koynes, Now York Timos, July 7, 1944, p. 9, col. 1.
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And likc all gucsscs about the postwar world, they depend on what onc assumes
will be tho goneral ratc of ceconcmic activity, particularly in the United Statos.
A carcful cconamist cstimatcs that if the United States maintains domestic om-
ployment at a level corresponding to a national income of $150 billion a ycar,
American imports will be from $4 to $5 billion more per ycar than beforc the war,
The ultimate offect on world trade of such a policy may be an expansion of 15
to $20 billion, of which tho British share would ineritably be very large. Yot
the British themsclves arc auraid, in the light of prescent prospects, that at

the end of the war thoey will not be able to unfreczc cxisting sterling balances,
or to abandon exchange controls, and other neasurcs for controlling the balancc
of paynents, It would be difficult to dispute the British position, howover

one cstinates the futurc possibilitics of British trade, unless sonc way is
found to deal with the blocked sterlins elains ropresenting war expenditurcs,
proscntly held in Egypt, India, tho Argentine, and othor countries.

On tho othor hand, the British aro detormined to have full onploymont,
social sceurity, and cconcnic progress at home after the war, Such a course
will require a high level of inports, both in food and in raw natorials, and
it will tend to nake British exports oxpensive, by keeping donestic price
lovels highe Tho accurmulated noeds of danestic consunors who have been without
supplies for five ycars alrcady, and the nceossitics of repairing the dovasta-
tion of air raids in Britain, will put furthor obstacles in the path of cheap
British production for export. Yot Britain nmust makc groat offorts to recgein
and cnlarge hor oxport trade, for the British know that only through an ox-
pansion of their intornational cormorce can thoy nake up for the wartimc loss
of thoir investments, and other overscas incomec, and thus pay in tho futurc
for the imports of food and raw matorials thoy nccd to restore and improve
theoir domestic standard of living.

The British nay pursuc thesc oconoanic goals in one of two ways. The first
would be to undertake their propranm of full cmployrmeont and social dovelopment
within the framowork of a basic policy of free exchanges, conpotition and
rmultilatoral trade. Tho storling balances now held by India, Egypt and other
countrios might bo funded, in part, or releascd for gradual liquidation. But
postwar transactions in sterling would be frec, The sceond would be to con-
tinuc with oxchange controls, and with bilatoral and preforential trade arrange-
nonts. Either course, intclligently pursued, could assurc full cmployment ab
hane, ond the other imperative social goals of the British poopleo,.

The debatc on the broad lines of British forcign cconomic policy aftor
the war has given risc to violent controversy in Britain. On one side arc the
nen who would profer to keep wartinmc controls ovor cxtornal trade tho shortost
possible time, and roturn as soon as possible to an cconcnic systom of freec
oxchangos and liboralizod rules of cormercc. The chicf advocates of this wicw
reprosont the dominant groups in British public lifc today--the Prine Minister,
the Foreign Office and the Treasury. Their view will probably renain doninant
unloss we mako such a program impossible of roalization, through our failurc
to reduce our tariffs and to make adequato eredits available,

The other side of the decbate views the oxtraordinary battery of British
wartine controls over oxtornal trade not as a necessary and temporary cvil,
but as a positive instrumont of cconomic policy for tho indefinite futurc,
Thoy arc men both of the right and the loft, and thoir profercnce for a syston
of highly developed statc cconomie controls is both ideological and practical,
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Lopd Buavorbrook is onc spokecsman of this group., The influential Econonist,
usually a voice of the purest Manchester liberalism, has lately become anothor.
Many mistake this type of wartime cconomic controls for thoe logal machinery
roquired in a modern capitalist community to assurc full amployment and cconomic
progross, Acting in concert, using their combined powor to inercasc the flow
of investment, at homo and abroad, and to make the organization of business morc
competitive, Britain and the United Statos can togethor achieve a damocratic
progran of full employmont and cconamic progress. For fullost success, such a
progranm roquires cammon action in the international fiold to assure frec and
stable oxchanges, and lowercd trade barriers, the foundation stonos of the
largost possible volurme of uscful trade. But the ambiguities of the torm
"5lanning” have confused the recal issues. Tho wartine nethods in the ficld of
intor-national cconomic relations--govermment purchasing, oxchange controls,

and tho like--arc not the key techniques for a progran of full cmployment. In
nost forms, they do not represent econamic progress, but only old autarchy,
nercantilisnm and reaction, writ large in now and dangerous forms. The prosent
tono of the debatc indicates that this sorics of problens nay well becomo one

of tho great rallying points for the controversics of the British party syston.

A policy of state-controlled trade, based on licensed cxchange transactions,
bilateral cormerce and extensive preferences, is onc which Britain would be
woll cquipped to pursuc. She will emerge fron the war rclatively stronger in
Burope than sho has boen in this contury. Her factories will bo full of modern
cquipment, she will have a high level of productivity, and cnhanced political
prostige and drive., Britain has great cconomic strength, though her inter-
national finances are now shaky. She ecould manage a program of restrieted and
dircctod trade, for some time at lcast, with rclative success. In such a policy
she night well gain tho support and cooperation of othor arcas ginilarly sit-
uatoed finaneially, or politically affiliated with hor, like France, Belgiun,
the Nethorlands, Scandinavia, Italy, Spain, Portugel, Grocec, Turkoy, and
Westorn Gormany, tho whole of Africa, most of tho Middle East, the Dominions,
and eertain of the Latin Amcrican Republies., Tho world would be divided into
soparcte currcney and tradc arcas, which night casily beeoric rival, not can-

plenentary t0 cach other.

Such a policy of rostrictionism on thc part of Britain would be a dis-
astor, both to our long-tern intorosts and to her own. If curront transactions
in sterling romain frozon for any poriod of tine after the war, a fissurc will
dovelop in tho eapitalist side of the world which will groatly weakoen tho founda-
tions of its unity. It is not too mueh to say that our agrccrnent with Britain
and tlie othor wostorn democracics on the broad lines of a liberal monctary and
comereial policy is tho essontial condition precodent %0 recalizing our largor
political postwar aims, The bost hope for tho scecurity and prospeority of both
countrics requircs a fulfillment of the cconomic pledges of the Atlantic Chartor,
and of Article VII of tho Master Lend-Lease Agrocmont between the two countrics—-
an undertaking whieh we have now cntered into with nost of thoe countrics re-
ceiving lend-leasc aid.

Article VIT of the Lend-Lcasc Agrecments calls for a lend-lcasc scttleonent
whoso torms and conditions will not burden commorcc but actively promotc an ox-
pansion of production, crmployment and trade, tho climination of "all forms of
diserininatory trcatment in intornational commerce," and the reduction of tariffs
and othor trado barricrs. Of this Article the Prosidont has said: "If tho
promise of the peace is to be fulfilled, a large volume of production and trado
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anong nations must be restored and sustained, This trade rust be solidly founded
on stable oxchange relationships and liboral principles of cormorce, The lende
lcasce scttlerent will rost on a specific and detailed program for achieving theso
ends, which are, as Article VII of the agrooments with Great Britain, China and
Russia point out, 'the material foundations of the liberty and welfarc of all
peoples, '"*

Clearly, the lond-leasc agrocnonts look to a liberal and multilatoral, and
not a restrictionist approach to the solution of world cconomic problems., But
they arc broad agreocmonts of principlo. They require rmtual and rociprocal ac=-
tion if thoy arce to becomoc recalitics. The action on our part nceded to carry
out the policy of those agroamonts is on a mueh larger sealo, and a ruch broador
front than has so far been publicly indicatod to bo likely. Therc is a real
dangor that we shall fail to carry out the pledges of Article VII. Indced, somo
steps so far takon or indicatod, notably tho proposed 0il Treaty with Groat
Britain and tho kind of commodity agrcoments indicated as boing under considera=-
tion, are steps in the direction of nullifying its prineipleos and purposcs. A
continuance of the present crisis in our omorgency supply rclations with Europe
may so fortify tho institutions of restriction as to provont us over from rcach-
ing larger questions of commercial poliey, such as the futurc of cartels, the
lovel of tariffs and othor trade barriors, and the abolition of prefercnces and
quotas, Unless we devisc a forn of cmergency financial aid which will make it
possible for wartimo eontrol practices to be given up promptly at the ond of the
war, they are going to contimue, and to sproad, The nomentun and the cumulative
quality of restrictionism, as wo saw in the period betwoon wars, is groat, and
hard t> overcome., The ond of hostilitiecs will give us a groat but flcoting op-
portunity to start fresh. Lator will be altogethor too lato.

It cannot bo ropecatod too ofton that our financial arrangements must not
be patchwork to conceal a basic lack of balancc in our trade. We need to provide
cmorgoney eredits in order to tide over tho acute period of rcadjustment immo-
diately aftor the war, But thosc cmergency credits will be wasted unlcss we
undertake at the same time to correet the fundamontal error of our cconomic
foroign policy sinece 1921--that we have been stubbornly, insistently, and
vohenontly trying to scll without buying. The British have hold their syston
of imperial proferences in roserve, in all discussions of postwar ccononic poliey,
fron the time of the Atlantic Charter until the present. Imperial proferences,
it is perfectly clear, arc to be the British quid pro quo in bargaining about
the future level of our tariffs. Such a bargain would be a fair onc for us,
The eonversion of our cconomy to peaceotime purposce will be an extensive proccss,
requiring many adjustmonts. Vhile wo are making radical shifts in population
and rosourcos, we night just as woll include in tho procoss the long dolayed
ad justnent of Amorican busincss to a changed tariff onviromment, Indeed, tho
roconversion poriod may bo our only opportunity to make a genuine cut in our
tariff levels without causing scrious disturbances to busincss.

Tho financial situation of Britain will be ropoated, with nodifications,
in most of tho othor countrics of Westorn Europo. The United Nations conforonce
which established tho Unitod Nations Relief and Rohabilitation Administration
adoptod policics which, howovor wiso in tho contoxt of tho rolief problam, will
complicate a goneral rostoration of froo oxchangos. Under tho rules of UNRRA,
the liberated countrios which have gold and foreign oxchango rosources arc to

*Fifth Report of the President to tho Congress on Lond-Loasc Operations, Junc 11,
1942, p. 21, Chapter 3.
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pay in cash for their rolief supplics, and will not recececive them through UNRRA.
Thus Franco, Bolgium, the Netherlands, and Norway arc paying in gold for the
civilian supplics thoey are receiving from the Allied armies, and for the sup=-
plics they arc procuring independently in the Unitcd States, Canada, and other
supplying nations., Rolief nceds, and the cost of preliminary restoration of
war damages, will thereforc require an irmediate drawing down of foreipgn ex-
change reserves to lovels which the Freneh, Belpian, and Dutch Treasurics will
certainly rogard as dangerous, They will almost nccessarily apply cexchange
controls which will militate against a quick rostoration of frecdom of cxchange.
Each country will face in addition budgetary difficultics, difficultics of in-
ternal economic adjustnment, and problems of transferring resources which will
sorve the advocates of autarchy and statism as additional arguments for nain-
taining and cxtending wartine controls.

v i

The plight of Italy represcnts another class of cases altogethor., The
cconomic- situation of Italy is an objoet lesson in the inadequacy of our policy
for dealing with the cconomic problems of the transition period in countries
which have boen pillaged and scorched by the Germans, and fought over by tho
armics. Italy has suffercd torrible war damage, and hor industrial plant is
gravely weakonod. She has no rescrves of foreign oxchange, and practically no
current sources of oxchango. It will take timo before Italian trade can be
rcsuncd, Italian production cannot be restored without considerable quantitios
of imported supplics. For the bost possible political rcasons, we want to holp
and support the Italian people and the democratic groups anong them which are
trying to crocatec a popular and progressive Italian governnent,

Yot what wo are doing is not cnough, either in conception or in faet, to
neet the nceds of the situation. We are importing comparatively large anounts
of foodstuffs and other consumor goods into Italy as military rolief. By the
cnd of 1944, the civilian supply program in Italy will have cost (200 million.
The principle on which the military relief progsran is based has been not to
panper the cneny, i.c., to give what is required to provent food rioting and
pestileneo along the lines of cormmnications, and no norc. Thesc prograns do
far too little towards restoring production and cmploynent in Italy. They are
so weak in agricultural nachinory, industrial spare parts, and supplics for
utilitios and transport that no ond is in sight for the present great inports
of foodstuffs and consuners' goods., Under the present supply prograns it will
take yoars for Italy to boeone self-supporting and to get off relief, The social
and political conscquences of such a progran of importations arc obvious, and
unhappy. They cannot provide a foundation for the rebirth of a busy, productive
and progrossive community life in Italy.

The Italians arc supposcd to pay for what they reccive from the ammics.
We can hardly give the Italians reliof supplies for which we arc asking tho
French, the Belgians, the Duteh, and the Norwogians to pay in dollars, So far
it is oxpocted that the Italians will pay for the military rolicf progranm with
funds creditod to thom against the local curroncy required for the pay of our
troops in Italy, togethor with aecruals from renittances, oxports, and shippinge
Thosc dovieos arc not proving sufficicnt cven as a natter of bookkeoping.
Thore arc not cnough American troops in Italy, nor cnough Italian ships earning
dollars, to pay for tho supplics being brought in., Our supplies arc going into
Italy os a mattor of military nccessity. In fact they arc going in on a credit




whose toms may not bo discusscd until a Troaty of Poace is negotiated. Yot we
have as yot no alternative way to support the program of Italian rcconstruction
we want and nced, and will have nono, unless wo change our lend-leasc policy,
until the Brotton Woods Bank is cstablished, and Italy is allowed to becone a
menbor.

Under its original rules, UNRRA funds could not be used in oneny territory.
This policy was nodifiod at tho recont UNRRA mooting in Montreal, to allow $50
nillion to be spont in Italy for three specified purposcs--the relief of children,
nursing mothers and displaced persons., But this step will do nothing to relicve
the erisis in Italy., Fifty nillions for childron, nursing mothers, and refugeos
docs not bogin to measurc Italian nceds, But oven under broader policics UNRRA
could not do the job of rcconstruction in Italy which nceds doing. UNRRA can
provide only rclicf supplios roquired by vietims of war, and such industrial
supplics as arc nocded to facilitate the local production of relief supplics.
The scope of UNRRA's supply operations has been narrowly linitecd as a natter of
policy, and UNRRA could in no case do much moro than the amies arc now doing in
Italy. Italy noeds industrial supplics which UNRRA is expressly forbidden to
provide, Without such supplics there can be no ond to the process of rclief, no
beginning of normal amployment, commerce, and growth., In the sccond place,
UNRRA has cnough funds in contcrniplation only to mcet the cstinated supply needs
of China, Groece, Poland, Czcchoslovalia, and Yugoslavia, the only countrics in
which substantial supply operations are planned. it may be oxpected, thorefore,
that putting any large part of the burden ecven of Italian rclicf on UNRRA will
be strongly resisted.

The Italians arc asking for lend-lecase aid, So far we have hesitated to
embark on an ambitious leond-lecase program for Italy. Although some lend-lecase
funds might bo used to advantage, during the period of hostilities, lond-lcase
would not in any scensc provide an adequate solution to the Italian problen under
its prosent limitations of poliey. Lond-lcasc is now rogarded cxelusively as a
war supply moechanism, The provailing legislative and adninistrative devolopmont
of policics under tho Act would greatly limit the practical uscfulness of any ro-
coursc to lond-lcasc in the prosent situation in Italy or other liborated arcas.
Lend-loaso suppliocs are, of course, being used in some liborated territories--in
tho Soviot Union, for cxample--to facilitate losal war production, and othor
ncasurcs of ccononic mobilization for carrying on $he war, and to maintain the
civilian cconomy on o wartime basis. The time hos passcd, however, whon as a
practical matter ono can say that the larger part of tho cecononie noeds of Italy
arc required in order to win tho war.

Nor are private funds availablo to take up the worlk of roconstruction.
Undor the Johnson Act, no Italian governmental loans can be floated hore. And
Ttalian ercdit at this momont would not be very strong. Until the bank planncd
and projected at the Brotton Woods Confeoronce is cstablished, no JAmerican credits
for Italy can be oxpeeted, beyond tho military supply program now in proccss.
And thoro is a quostion as to whether the policy of the Bank proposcd at Bretton
Woods will not prove too orthodox, for the first unproductive work of rostoring
wor damagsoS.

We have thus arrived in Italy at a point of utter bankruptey of policy.
Wo are sending in a badly plannod assortnent of ninimal eivilian relicf supplics,
without any elear and workable plan for finaneing their importation or continuing
to do so when hostilitics ceasce. We have no policy which would permit us to
assist promptly in the reconstruction of Italy, or any othor liberated territory,




and there is little or no chance of now logislation being drafted, considered,
or approved before the middle of 1945, at the very carlicst. Unloss we change
our prescent lend-lease policy our only means of financing the cxport of any sup-
plios after hostilitics ccasc is provided by scetion 3(c) of the lend-Leasc Act,
which contemplates the completion within three years of the undelivered parts of
lend=lcase programs pending at the tormmination of other lend-lcase powers. This
provision will permit a form of surplus disposal on credit terms, but it can be
of practical usc only in thc case of the Soviet Union and Britain, and perhaps
onc or two othor countrics with whom we have aetive leond-lecase programs in
process, Even in these casos, it will be a clumsy, inadequato, and unsatisfactory
approach to any problem but that of surplus disposal,

v

An ecnergency policy is urgently ncedod, if the liberation of Europo, and
the taporing-off of presont lend-lcasc war prograns, are not to produee ccononie
chaos. Tho situation of the soveral countrics of Europc will be diffcront, but
cach will requiroc finaneial assistance before it will be capable of the kind of
liberal econanic poliey in which we have so great and so sclfish a stake, For
sone tine aftor tho war thero is bound to be a shortage of dollars on currcnt
account, We shall have surpluses to cxport. No one will be able to buy thon.
Burope, with its nceds for intornal roconstruction, will not bec equipped to ox-
port @oods or to provide scrvices on anything like a scalc which would permit
curront payments. Budgets and international accounts knocked into confusion by
fivo ycars or nore of war dislocation will have to be adapted to now circum-
stanccs. The continuing flow of nceded rcconstruction supplics rust be assured,
on credit tcrms, during the period of transition, if we want to achieve our ecs-
scntial objectives in the ficld of intornational cconomic policy, The abscnce
of Amoriean aid during the carly transition period will mean a strengthening of
autaorchic tendencies, Each country will have to depond on its own rosources,
on its reparations from Germany, and on its British crcdits, Under such eircun-
stances, the process of rebuilding will be slow and painful, aceompanicd by
uncnployrient, and by the unccomonic and subsidized deovelopnent of sornie loeal
industrics. Such a course on our part would nultiply thc obstacles in the path
of sucecss for the Fund and Bank proposed at Brotton Woods, It would give rise
to political disillusion, and greatly strengthen the hards of extrenists. The
danger of fascism in Burope will not pass with the defcat of Hitloer.

Our national intorcsts, stratogic, political and ccononic, would be bost
served by the recrcation of a freor world cconony. There is a great danger of
our failing to achiove that goal, Tine is short, and bold ncasurcs rmst be
considereds, What con and should be done?

The first step to boe taken, boyond the nost rapid possible acceptance of
the Brotton Woods Fund and Bank, is to inauguratc an entirely now progran of
Incrgoncy Reconstruction Loan Agrooncents under the broad authority of the Act
to Pronote the Defense of the Unitod States, cormonly, but nisleadingly, called
the Lend-Leaso Act. These agrecments could legally be undertakon without now
logislation, although full and advanco consultation of the appropriate Cormittces
of the Housc and Senatc would be desirable and normal constitutional practicce.
An amergoney progran on these foundations, while hardly an ideal solution, would
be as usoful an approach to the problem as the stote of our statutes will pormit,




It would be altogether possible legally to dovisc an appropriate nethod
under the Lend-Lecase Act through which we could join with other United Nations
in Finaneing cmorgoncy shimments to liborated arcas for the transition period,
The Iend-Lecasc Act was passcd before wo wore at war, and lend=lcasc funds have
been usod in South Anorica, the Middle East, and other arcas of vital intcrest
for purposcs of political stabilization, ccononic warfarc, and other urgont
defonsce purposes., The Lend-Lecasce Act itself provides for transfers to the
gcovermment of any country whose defonse the President dooms vital to the
defonsc of the United Statos, of defense articles, services and information,
when the President doons such transfers to be "in the interest of national
defensc.” It does not require extonded arpunent to prove that vital defonsc
and sccurity intorests of the United Statcs would be furthored by the restora-
tion and maintenance in Burope of cssential cconomic activitics, on a rulti-
latoral basis; by the preveontion of cconomic chaos; ond by the prompt beginnings
of cconomic reconstruction, during thoe cmorgency poriocd before the Bretton Woods
plans can go into full coffoct. We arc now sending supplics to the Italian
poople on what arc in fact indefinito eredit torms, in order to proveont their
niscry from interforing with operations., Trade with a restored Italy, afd the
political cooporation of a demoeratic Italian govermnent, arc no less important
to the security and prosperity of the United States, no leoss directly "in the
intorest of national defense," The statute is a sufficioent legal foundation for
a progranm of cmergeney rcconstruction loans,

Prograns of roconstruction should be completely and sharply distinguished
fron cxisting lend-lcasc war prograns, Thoy should not be handled under tho
Lond-Lease Masteor Agrocnonts, but undor new and spocial loan agrecnents drafted
for the purposc, Tho ambipuitics of lond-leoasc finance arc dangerous, and should
be avoided in new situations. The President, the Foreign Affairs and Foreign
Relations Camittecs of the Congross, and various Administration spokesnen have
in a long scrics of statements harmered out a wholly sound line of policy about
obligations for war aid under the Lond-Loase Master Agreccoricnts. These statonente
have finally clarifiod the naturc of the lond-lcase rclationship which has
doveloped with roforonce to supplios utilizod for war purposcs, As the unanimous
Scnato Committoc on Foreipgn Affairs has said: ™Tho sceurity of the United States
is benefited under our lend-lecasc program first and prineipally by the use of
lend-leasc supplicd in the war which the Axis has undertaken to wage against un.
What we sont to our allics for thoir usc in war is part of our own war effort.”

"The purposc of weapons, and the naterials from which they arc nade, is to
inflict harm upon the cneny. When wo send thesc materials to our allios, as
when we scend them to our own troops and faetorics, the benefit we scck and re-
ceive is their usc against the enony. This is not a cormercial transaction,

It is a nilitary nove.

"Therce is no adequate way to value such military moves in deollars, pounds,
or rubles., Thore is no way to compare the price of an Ameorican tank with the
lifo of its Russian, British, or .sustralian erow. Our supplics which go to the
war arc paid for on the battleficld in the damage they do our cnomics.™*

*Report to accompany 5,813, 78th Cong., lst Session, No, 99, Mar, 10, 1943, p.%.
Scc also Report to accompany H.R, 1501, 78th Cong., 1lst Session, No. 188, Feb, 26,
1943, pp. 11-13; Vhidden, Reaching a Lond-Lcasc Sottloment, Forocign Policy Asso-
ciation Reports, April 15, 1944,




It is thus clecar that no onc owes us any noncy for lcnd-lcasc supplics usod
in the coursc of the war. Unless we want to apply the same rule to lend-lcaso
supplics uscd for rcconstruction, it would simply causc confusion to spond lcnd-
lecase funds for such purposes under tho prosent Master Agrooments, We should
instcad make new and distinet agroamonts to cover the reconstruction programs,
Actually a different rule scems appropriate, and should De spocifiod in advanco,
through favorable but specificd intorest and ropayrneat provisions. The recon=-
struction of the Buropcan cconomy is on & met productive activity, and should
justify the charge of low intorest ratos--perhaps slipghtly above the average
carrying charge on our national debt, Aftor all, tho farious "War Debt” on
which tho Finns so conspicuously paid thoir intcrcest was not a war debt at all--
Finland was a Duchy of tho Russian Empire during the last war--but a rocconstruc-
tion loan. The usc of lend-lecasc procurcnont proccdurcs, which are procedurcs
of Unitcd States govermmeont procurcment, would give us overy opportunity to be
surc that we werc supporting cconomieally justifiable reconstruction programs.
lc could thus provent the robuilding of unceonamic or heavily subsidized indus-
trics, andossurc ourselvos that our loans would carn their interost through their
contribution to productivity.

Such a progran of Encrgency Reconstruction Loans should be accompanicd by
the repeal of the Johnson Act and a clarification and cnlargement of the powers
of the Export-Inport Bank, or some other appropriatc lending agency. The Johnson
Act should be intorrod without cormont or tracc, and tho war debts issuc of the
First World War deccntly forgotten., Unloss this is done, we arce likoly to find
that the government will ocmerge with oxclusive lepal authority to lend nonoy to
nost of our Allies. Such a devclopnont would constitute an unnccessary and un-
desirable measurc of financial monopoly. Private finaneing, as well as govermont
finanecing, will be nccded in the roconstruction poriod, and thorcafter. The legal
barriers to its funetion should be reomoved., The govermcnt must, of coursc, havoe
cmple power to act in casos which should be outside the scope of lond-leasc pro-
codurc., Such powor should be assured by an cnlargoment of the authority, and of
the londing power, of the Export-Import Bank, which now labors under the legal
handicaps of thc Johnson fAct.

Crcdits alone nay not be sufficient to facilitabte the resunption of intor-
national cconcmice life on the scale and with the momentunt we want to sce. The
caso of Britain reprosents a class of financial problens which may require still
another procodurc. The British arc rcluctant to incur new debts, to add to thoso
whieh have piled up in tho coursc of the war. The csscnce of tho British problen
is diffcrent fron that of Italy, Grooco, Poland, or pcrhaps France, Tho British
lack gold and available dollars sufficicnt to act as a nonetary rescrve during
the period of rcadjustment whilc thoir imports and cxports rcach a now cquilibriun
with British danestic occonomic poliey and with the changed position of Britain
in world trade. If the British had a larger nmonctary resorve, sterling could
be unfrozoen immcdiately at the cnd of the war, cortainly as to currcnt transac-
tions., The transfor of sterling funds into dollars would probably not be proat,
if strongoer roserves fortifiod confidence in storling as a currconecy. It is a
connion oxpericence in banking that the larger the resorve, the less the danger
of a run. And oven if the course of cvents leads to sone transfers into dollars,
the currcncy which will most casily comand goods in the first post war poriod,

a larger rescrve could permit some drawing down of gold holdings without requir-
ing a susponsion of froc oxchange dealings. Tho roserves could be pradually
reconstitutod over a period of yoars, as the British Intcrnational account finds
its necw balanecc.
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Two types of remedies suggest themselves., One is the precedent of the
Anglo-French finanecial agreement, whiech provides in cffeoet for indefinite ovor-
drafts in oither direetion. For various reasons, this does not scem a practica-
ble approach, unloss our Stabilization Fund could bo usod morc imaginatively
than it hae been uscd in the past. The sccond would rest on the example of our
lend=-lcase loans of silver during the war., We have mad2 cortain specific loans
of silver to necot ossential war nceds, and to eombat inflation, under special
contracts calling for the return of thc amount of silver loaned, in ounces, at
a given poriod after the war, Comparable loans of a fow tons of gold, calling
for tho roturn of the samo amount of gold after a period of perhaps thirty-five
years to fifty yoars, night put our oxcessive gold reserves to work with
dranatie, ovon magieal offcet, With or without changes in our banking repgula-
tions, we would have amplec oxccss reserves in gold te undeirtake such a progran
without restrieting the quantity of money availoble in the United States. These
transactions in gold would in cffect be stabilization lcans, without intorest,
and their torms night be broadly adapted to the particular financial circun-
stanccs of tho countrics involved, Stabilization arrangements along theese lines
nay be tho cheapest and most proctical way to sccure an immcdiate froeing of
oxchanges after the war, and a consoquent beginning of the process of intornal
and intornational rcadjustment to changoed cconomic factors. Thoy might well be
handled so as to initiatoc the tronds on the basis of which the Brotton Voods
plans could make their naxirmunm contribution to ordor and progress.

This cmorgeney program for the transition period has four aspects: (1)
Roconstruction Toans to finanee the flow of .morican supplics required in the
first poriod after hostilitics ccase; (2) oponing privatoe channcls of finaoneco;
(3) onlarging the govermmcnt's powor to make other loans that may be ncoded; and
(4) Stabilization Loans of gold as a commodity, to pormit tho immediate freoing
of exchangas. Such a progran would give the United States rosources with which
to sceurc tho basic ccononie poals of its foreign policy. Rcconstruetion loang
would not burden the .Jmerican taxpayers, for they should and can bc used to
finance ocononically justifiable projects, on whieh ropayment could be oxpected.
Recconstruction is a matter of banking, not of philanthropy., and banking, after
all, has always been rogarded as a profitable business. Such a progran would
contribute to the enlargerent of cmployment at home, and $0 the orderly recon-
version of Anerican industry,

Its basic merit, however, is in the fiocld of political and military
sccurity. We speok of the coming months and yoars as a transition period. It
is not at all ccrtain, however, that we arc going to move in the dircetion wo
want. Our goals in the ficld of intcrnational ceonomie poliey are perfectly
clcar, and altogether feasible, But they can be reached only by aggressive
action, Without flexible and resourceful cconomic diplomaey on our part, tho
likelihood is that the transition ahcad will be onc towards bilateral trade and
restriction, with all the monace they imply to peacc and ceconamic welfarc., A
well-handled flow of smorican ercdits arc roquired to maoke the next period in
world cconomie developnent one of transition to liberalism, and not to autarchy
ond rcaction, In terms of our national intorests, that goal would be worth
pursuing cven if it cost a good decal of moncye.




