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I

Our international econoamic 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 menacing to American security interests, as the finaun-
cial emergency which preceded the passage 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 prograon 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 free and stable ex-
changes and lowered trade barriers.

The countries of Europe will end the war in differing economic and
fi4ancial circumstances. 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 vill be in a desperate condition of
physical devastation and economic disorganization. Others may have suffered
relatively little war dramage, but will have to begin again with donoralized
industries and finances, and depleted reserves of foreign exchange. For each
country of Europe, oven including the relatively rich countries like the
Nothorlands and Bolgim, the transition years present serious problems of
physical reconstruction, and of economic and financial planning. Every coun-
try of Europe will need substantial financial assistance to ovorcome obstaclos
created by the war, before it can undertake to re-enter a world eonoshy based
on free exchanges and liberal principles of cornorc. The United States,
Canada and the other countries of this hemisphere have not suffered the
physical impact of the war. They alone will have surplus supplies to make
available at its conclusion. Assistance in supply and financos nust crie
to Europe prinarily frca the VWest.

Europe will need Aiorican supplies, if reconstruction is to be quick and
real, but no European country will be able for soveral years to export enough
goods, or to provide enough services, to pay for then currently, Y¥t we have
no credit arrangormnts for financing the export of supplies needed for the
oconmmic reconstruction of liberated areas. We have no policy beyond the 7ar-

time linits of our lond-loease progran for financing the reconstruction needs
of Britain and the Soviet Union. As a result of the absence of American
credits, liberation has proved to be an oconoaic shock to France, Italy and
Bilgium. For Britain and the ScvioA Union, the tapering off of our present
lend-lease war progrons at the end of the war with Goerany will be an oven
greater and fora dangerous shock. I'Y have not developed the policy or the
procedures ,hich can fill the gap.

"This paper is scheduled to appear, in a shortened fern, in the Thnuary issuo
of Fortune noagzino.
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A review of existing legal resources tolls the story. The Yohnson Act
blocks one possible form of reconstruction financing, the inadequate powers
of the Export-Inport Bonk another. Although fron the strictly legal point of
view the Lend-Lease Act offers much, the policy which has so far governed its
adninistration narkes it doubtful whether that powerful and flexible weapon
will be used with sufficient drive to neet the needs of the enorgoncy situa-
tion. UNRRA can deal only with the civilian relief requirements of Eastern
Europo, which have booeen very narrowly defined. It is expressly forbidden to
undortake reconstruction activities. The constructive nmeasures proposod at
the Brotton Woods Conference have not yet boon approved by the Congress, and
in any event they will not go into effect for a considerable period of time.
They aro not intended to rot the needs of the enorgency directly ahead, and
at best they can deal only with a sjall segaoat of the problen of reconstruc-
tion.

At the Brotton Woods Oonforonco last surmer, great proGress was manode
towards setting up arrmngoeonts to assure froodoa of exchanges and a consid-
erable flow of invostnont capital in the second phase of the post war adjustmenont.

But the International Monetary Fund proposed at Brotton Woods is not
intended to provide facilities for relief and reconstruction, or to deal with
international indebtedness arising out of the war. Its rosources cannot be
used to finance the unfroezing of currencies, The draft Agroono;nt for the
Fund contonplatos that in the countries nest directly affected by the war ox-
change restrictions fay well last at least threeoo years after the Fund begins
its operations, and prenits no action against such restrictions for at least
five youears after the Fund begins operations. The basic policies of the Fund
of course require the progressive relaxation of exchange restrictions, and
call for penalties against their unwarranted continuance. But the Fund does
not of itself provide the nachinory nor the resources to assure their liquida-
tion. That prclininary stop nust be acconplishod by other mrans.

The Bank for Reconstruction end Developnont, proposed at Brotton Woods,
is designed to assist in the restoration of economies destroyed or disrupted
by war, and in bringing about a snooth transition from a swartinm to a peace-
tine economy. A part of its $10 billion loaending authority can be used to
facilitate the financing of specific projects of reconstruction, at rates of
interest which will give special consideration to the needs of borrowers who
have suffered devastation. Such loans can be node, after the Bank is organized
and in operation (not bofore Hiay 1, 1945, at the earliest, and probably not
for nmany nonths after that date), only after each project has booeen fornally
reported on by a cornittoo, and if the Bonk is satisfied that the loan could
not othorwiso have boon obtained on conditions reasonablo to the borrower.
Tho Bank is an institution of groat praniso, greatly needed. But its lending
power is hedged about with linitations which nay well prove serious. Its
charter has overtones of excessive orthodoxy. ind it will be a year at least
before any reconstruction loans can be placed even within thO eligibility
limitations of the Bank's rules. In fact, a year is a nost optinistic ostinato
of the tino which nay be required before loans are placed. The UJRPRA proposal,
infinitely loss controversial and less complicatod than the Brotton Woods plans
for a Fund and a Bank, required nmore than six nonths to be apprved by the
Congross, onven after the URRA agreement was signed. The Bretton Woods pro-
posals will not be signed for several months. After that, tliy face a now
Congress, with the handicap of announced opposition by the crucial group of
cooperative and internationally nindod Republicans who haoe so far supported
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the Administration on overy important issue of foreign policy. And they face
also the announced and doteomincd opposition of sBao inportant nmrbars of the
banking coaunity. Yet the next year will be the critical and docisive tir.
during which now patterns and directions for Europoon l5fo will be established.
we cannot afford to be passive watchers of that process.

The dangers to security interests of the United States imnplicit in the
current crisis of international supply can only be compord to those of the
war itself. Our oconcnic policy during the next five years con cunmont the as-
sociation of the United Nations, or it coan destroy any real hope of security
or stability in their political and nilitary arrangomtrts. go can hoip power-
fully to strengthen the forces of progressive and dmaczatlc cotirrlont in
Europe, or we can lot popular govornnont in Europe go durn, iithout our oconoric
support, before oxtronia aud reaction. We have a good chiaeco to bring about
the roestablishnont of a system, gcnerally speaking, of frc. o cchangos and
multilatoral trado for the capitalist part of the world. That system would be
the best possible foundation for a world order in which our safety as a nation,
and as a democratic society, night be cheaply and colloctivoly secured. It
would constitute the boat and mutually the nest profitable taM s on which our
close and friendly relations with the Soviet Union can be naintainod and
developed. Indeed it is doubtful whether peaceful political relations can be
securely built on the foundation of on oconanic system using tho methods of
barter, cohtrolled exchanges, and bilateral trade. So far as we have known
such nothods only as ferns of oconcdc warfareo, or as instrtorDts of political
warfare.

The danger is that unless the United States establishes adequate emergency
credit facilities at once, and on an appropriate scale, the world will drift
into an occn0Cy of blocs and groups. Extronc ferns of protection, restriction
and bilateral trade arrangeoents exist. If they continue, they will split the
capitalist part of the world down the middlo. Such dovolopnonts would go far
to wreck the political and nilitary unity on which we depend to prevent a third
Gorman war. They would force us to establish oxaggoeratod state cotrols over
our own oconlic activities, and require an indefinite contiwancc of certain
wartime noas,'ros of mobilization. Manifostly, such trends wcuid have nest
unpleasant implications for our domestic way of life.

It takes no arguxont to provo the advantagos which accrno from the system
of triangular trade. Those advantages are both economic mnd political. On the
economic side multilateral trade meothods are ossontial if tho ;cluno of world
trade is t bocono largeo enough to play its part in the gvr strategy of
full enploynont. They are essential too if our potentialities for increased
economic welfare are not to be frittered away in subsidized, protected and
wasteful ferns of barter. As the largest oconoric unit in the world, we have
the nest to gain from a restoration of vworld trade on a nultilateral basis.
Our nonory is too fresh of the Gcrnns forcing the Turks to cxchlao chrono
for Genan harmonicas to confuse bilateral trade methods with oconomic progress.
The political adtamtagos of nultilatoral trade are even nore obvious, and more
urgent. Bilatoral trade methods require unmborsono domestic economic controls.
They make every oconiic transaction a direct political responsibility of
government. They increase the instability of ocoonoic life, and multiply the
opportunities for political friction and bickering among friendly peoples. It
would be hard to conceive a plan nore directly designed to divide the United
Nations than to tronslate all trade among then from the cornorciol to the
political end govornnontal plano.
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Our failure to act as the world's chief banker for the transition period
may well lead to a hopeless freezing of the postwar world, in oconoic patterns
which would nonac the possibilities of peance, by the time the Brotton Woods
plans are intended to go into full operation. morgeoncy meoasures have a way
of creating vested interests, which then prove difficult or impossiblo to
liquidate, If general oxchnngo controls, govorrnmont onopolies of foreign trade,
barter trade practices, quotas and other direct wartime ocanamic control prac-
tices survive the war for five years, the purposes of the Bretton Woods eon-
forces nay well provo impossible of roalization. The continunnco of such
controls for any extended period after the surrender of Germany will reduce our
chances of achieving full emonploymenont at honeo. They will inevitably load to
political friction mnong the A'lios, and to counter masures on a serious and
threatening scale.

The starting point in any program for the transition period is the future
of our economie relations with Great Britain. The course of our dealings with
Britain will largely dotormino how we trade with France, the other countries
of western and control Europe, Australia and Now Zealand, Africa and the Middle
East. For in differing degreeoo, they all suffer frc~ the sane prospect of a
trmporary but acute shortage of dollars which is plaguing the British. And
their political associations, in the absence of a positive Amerlcan policy,
will lead that to oconamic coolition.

At the prosent tire, Britain is operating in the world markets under a
far-roaching and effective systea of exchange control. Staerling is blocked,
and nest of the current dollar accruals of the entire sterling area are in
effect sold to the British Treasury for sterling, to be available for war pur-
poses. Thus if an Australian exporter sells sno zinc, for eoxnplo, to our
United States Cormorcial Corporation for dollars, he is finally paid in
Australian pounds, the Australian Treasury rocoivos British pounds, and the
British Treasury holds the purchase price in dollars. The British Treasury
nokes dollars available to the participants in this pool as the occasion nay
require. Its interest, of course, is to keep the dollar oxpondituros of the
sterling area to a nininun. This policy we have strongly supported, as a
necessary c )rollary of the lend-loease proGram. Faced with natoral shortages
at hone, and vwith the cost of financing lend-lease exports, it hts boon our
constant policy to keep lend-lease calls on the U.S. to a practi-ablo mininun,
and to require Britain to be supplied whore possible from a storLi:tz source.
The organization of a dollar pool for the storlin-r area was a hiKhly desirable
stop in nobilizing all possible British resources of foroicn oxa' uango.

The virtues of this system as a war mnasure have boon ;rat-Ly proved in
practice. Its nonace in peacetino is equally apparent, as we noto from a
period of short supplies, distributed by govornnorntal liconso -nd allocation,
to one of mplo supplies, distributed by the ordinary process of sale on the
narket. Picture an rnorican exporter after the war, freed of ITPB contel*,
trying to sell a car or a typowriter in Australia or the Bolian Congo. During
the war, of course, tihe rule has boon that rrican supplios would be sought
only if the minimal approved need could not be not from a sterling source.
Suppose the sate rule, or an adaptation of it, wore to apply in peace as a
anoaura for conserving dollars, the one connodity of which all Europoans will
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be short for some tineo ofter the war. The customer will toll the exporter
politely that he would of course nuch prefer the Eoricon car or typewriter,
but that his Treasury has unfortunately tuned down his application for a
license to pay dollars for it. Ho has therefore sadly placed his order for a
machine of British, French oi, Belgian nmnufacturo. The Aktrican exporter, in
a rage, will appeal to the snorican Consul, to the State Departnont, tho Treasury,
and finally to his Congrossvtn or to the ChicaCo Tribune. Long before the nys-
torics of foreign achango O:m be explained to the po1 lic at large, thorn will
be a hue and cry a3ainst the wicked and ungratoful Brttish, to will be accusoC
of outmarting our diplonmats gain, after we have won the war for then.

The prospects of international bickering, bitterness aid political reaction
inpJi.1it in the naintonance of those controls aro endless. Without their pronmpt
liquidation, eomerce in the irneodiato postwar period will be an affair of
political negotiation and divided markets, not of competition between private
intorosts. Exchange control is a far moro powerful weapon of protection than
tariffs, quotas, or barter deals. Unless we act to prevent it, however, we
shall see such controls used on a wide and dangerous scale, and we shall face
the consoquences of international nisundorstzudinc and disunity.

For the plain fact is that if the war ended tomorrow, Britain could not
afford to unblock storlin:, oven for current transactions, or to -ive up her
other controls of forsign exchange and inports, and no British politician could
today take responsibility for proposing to do so.

The course of the war has borne hoavily on British finances. While a part
of the wartimo disoquilibrium in the British balance of paymonts has boon not
by lend-lease in the U.S., and by govearnm ntal gifts in Canada, the British havo
beeoon incurring huge debts for war supplies and services in Egypt, India, the
Middle East generally and in certain other parts of the world. British holdings
of dollars have gone up, because we prefer to purchase the pounds we noeed for
the pay of our troops, and do not accept then as reverse lend-loase. But the
over-nil condition of British finances is now worse than it was in 1941, and
it is dotoriorating with ovury passing month. The British will enmerge from
the war the only one of the illies burdened with oxtarnal war debts, and their
indebtedness will be on a vory larCo scale. It will roach $12 billion at the
end of this year, without any reference to supplies received as lend-lease in
the U.S., or mutual aid in Canada, end the loevel is rising rapidly.* Those
figures do not toll the whole story. A largc part of British war expenditures
abroad have boon net by the sale of securities, a measure which has permanently
cut down what was fornrly an iportant source of inco on Britain's inter-
national account.

In face of their high level of short-torn international debt, their loss
of overseas invostenonts, and the uncertainties which confront British export
trade, shipping, aviation, bonking, and insurance in the postwar world, the
British ao naturally concerned, indeed alnost obsessed, with the future of
their balanco of international panonts. Smo students have concluded that
the British balance of paymenonts cannot balance for several years after tihe war.
Those studies undorestinmato the possibilities of British postwar trade with
Europe, and of British penetration into narkets fornerly hold by Gormany.

*Intorview with Lord Keoynos. Now York Tines, 3uly 7, 1944, p. 9, col. 1.
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And like all Guesses about the postwar world, they depend on wiat one assumes
will be the general rate of economic activity, particularly in the United States.
A careful oconciist ostinatos that if the United States naintains domenostic em-
ployment at a level corresponding to a national incono of $j150 billion a year,
Anerican imports will be fron. $4 to $5 billion nmoro per year than before the war.
The ultinnte effect on world trade of such a policy nay be on expansion of $15
to $20 billion, of which tho British share would inevitably be very largeo. Yet
the British tlhnsolvos are oraid, in the liGhlt of p'osont prospects, that at
the end of the war they will not be abloe to unfroozo oxisting sterling balomcos,
or to abandon oechange controls, and other nomasuros for controlling tile balance
of payments. It would be difficult to dispute tihe British position, however
one ostinatos the future possibilities of British trade, unless sons way is
found to deal with the blocked storling claims roprosonting war expenditures,
presently held in Egypt, India, the Argontine, and other countries.

On the other hand, the British are dotorminod to have full eonplynont,
social security, and oconoiic progress at hone after the war. Such a course
will require a high level of inports, both in food and in raw natorials, end
it will tend to rako British exports expensive, by keeping donostic price
levels high. The accunulated needs of domestic consumors who have boon without
supplies for five years already, and the necessities of repairing the devasta-
tion of air raids in Britain, will put further obstacles in the path of cheap
British production for export. Yet Britain nust nako groat efforts to royin
and enlarge her export trade, for the British know that only through an ox-
pension of their international conmorco can they nake up for the wartime loss
of their investments, and other overseas income, and thus pay in the future
for the imports of food and raw materials they need to restore and inprove
their domestic standard of living.

The British nay pursue those economic goals in one of two ways. The first
would be to undortako their progrmu of full omploynment and social dovolotofnt
within the framowork of a basic policy of free oxchangos, competition and
multilateral trade. The storling balances now held by India, Egypt and other
countries night be funded, in part, or rcloasoe for gradual liquidation. But
postwar transactions in storling would be free. The second would be to con-
tinue with exchange controls, and with bilateral and preferential trade arrango-
nonts. Either course, intelligently pursued, could assure full employnont at
hooe, and the other imperative social goals of the British people.

The debate on the broad lines of British foreign economic policy after
the war has given rise to violent controversy in Britain. On one side arc the
non who would prefer to keep wartime controls over oxtornal trade the shortest
possible tine, and return as soon as possible to on econonic system of free
exchanges and liborolizod rules of cornmorco. The chief advocates of this eiow
represent the dofinat groups in British public life today--the Prinmo lNinistor,
the Foreign Office and the Treasury. Their view will probably remain dominant
unless we lake such a program inpossiblo of realization, through our failure
to reduce our tariffs and to mako adequate credits available.

The other side of the debate views the extraordinary battery of British
wartimo controls over oxternal trade not as a nwCossary and toeporary evil,
but as a positive instrumenont of econohic policy for the indefinite future,
They are nomen both of the right and the loft, and their profroinco for a system
of highly developed state economic controls is both idoologicol and practical,
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Load Buavorbrook is one spkomeman of this group. The influential Econaist,
usually a voice of the purest Manchester liboralism, has lately become another.
Many mistlake this type of wartino economic controls for the legal nmachinery
required in a modern capitalist cmmunity to assure full employment and economic
progress. Acting in concert, using their combined power to increase the flow
of investment, at hom and abroad, and to make the organization of business more
competitive, Britain and the United States can togethor achieve a democratic
program of full employment and oconomic progress. For fullest success, such a
proGram requires common action in the international fiold to assure frooee and
stable exchanges, and lowered trade barriers, the foundation stones of the
largest possible volwuo of useful trade. But the anbiCuities of the term
"planning" have confused the real issues. The wartime nothods in the field of
inter-national economic rolations--eovorlmont purchasin[;, exchange controls,
and the like--are not the key techniques for a progran of full onp4oynont. In
nest forms, they do not represent ocononic progress, but only old autarchy,
norcantilisn and reaction, writ large in now and danzorous ferns. The present
tone of the debate indicates that tlhis series of problems nay well become one
of the Croeat rallying points for the controvorsios of the British party system.

A policy of stato-controllod trade, based on licensed exchange transactions,
bilateral commorce and extensive preferences, is one which Britain would be
well oequippeod to pursue. She will emerge fron the war relatively stronger in
Europe than she has boon in this century. Heor factories will be full of modern
equilmont, she will have a high level of productivity, and enhancod political
prestige and drive. Britain has groat economic stronGth, though her inter-
national finances are now shoky. She could manaGo a procGrmn of restricted and
directed trade, for sone time at least, with relative success. In such a policy
she night well gain tbo support and cooperation of other areas similarly sit-
uated financially, or politically affiliated with hor, like France, Bolgiun,
the Netherlands, Scandinavia, Italy, Spain, Portucal, Grece, Turkoy, and
Ufostorn Grnany, the wholo of Africa, most of the Middle East, the Doiniions,
end certain of the Latin Ancrican Republics. The world would be divided into
separate currency and trade areas, which nicht easily become rival, not com-
plenentary to oeach other.

Such a policy of restrictionism on the part of Britain would be a dis-
astor, both to our lon1-tomI interests and to her own. If current transactions
in sterling remain frozen for any period of tine after tho war, a fissure will
develop in the capitalist side of the world which will {roatly weaken the founda-
tions of its unity. It is not too much to say that our a3roenont with Britain
and the other western democracies on the broad lines of a liberal monetary and
cornorcial policy is the essential condition prcodent to roalizinr our larger
political postwar airs. The best hopo for the security end prosperity of both
countries requires a fulfillnot of theo conomic pledges of the Atlantic Charter,
and of Article VII of the Hastor Lond-Leaso Agroonont between the two countrios-
an undortakinC which we have now entorod into with nest of the countries re-
ceiving lond-loase aid.

Article VII of the Lond-Loase Agroononts calls for a lend-lease sottlomcnt
whoso tomerms and conditions will not burden commorc but actively pronoto an ex-
pension of production, omploynont and trade, the elimination of "all ferns of
diorimfinatory treatmenont in international cnmornox," and the reduction of tariffs
and other trade barriers. Of this Article the President has said: "If the
prcomiso of the peace is to be fulfilled, a large volunc of production and tradQ
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among nations must be restored and sustained. This trade rmust be solidly founded
on stable exchange relationships end liberal principles of cnomrco. The lend-
lease settlenent will rest on a specific and detailed progrra for achieving these
ends, which are, as Article VII of the aCromnonts with Groat Britain, China and
Russia point out, 'the material foundations of the liberty and welfare of all
pooples. '*

Clearly, the lend-lease agreements look to a liberal and multilateral, and
not a restrictionist approach to the solution of world economic problems. But
they are broad agromenonts of principle. They requiro mutual and reciprocal oc-
tion if they are to become realities. The action on our part neeoodod to carry
out the policy of those agreemeonts is on a much largor scale, and a much broader
front than has so far boon publicly indicated to be likely. There is a real
dancer that we shall fail to carry out the pledges of Article VII. Indeeood, saoe
stops so far taken or indicated, notably the proposod Oil Treaty with Groat
Britain and the kind of commodity agreemeoononts indicated as boinC under considera-
tion, are steps in the direction of nullifying its principles and purposes. A
continuance of the present crisis in our omorgoncy supply relations with Europe
moay so fortify the institutions of restriction as to prevent us over from reoch-
ina larger questions of comeorcial policy, such as the future of cartels, the
level of tariffs and other trade barriers, and the abolition of preferences and
quotas. Unless we devise a forn of oemeorgency financial aid which will make it
possible for wartinome cntrol practices to be given up pramptly at the end of the
war, they are going to continue, and to spread. The nnmontun and the cumulative
quality of rostrictionism, as we saw in the period between wars, is great, and
hard to ovoerccom. The end of hostilities will give us a Groat but flooeeting op-
portunity to start fresh. Later will be altogoether too late.

It cannot be repeaoted too often that our financial arrangomonts must not
be patchwork to conceal a basic lack of balance in our trade. We need to provide

emergency credits in order to tide over the acute period of readjustmenont imno-
diately after the war. But those omorgoency credits will be wasted unless we
undertake at the sanme time to correct the fundameontal error of our economic
foreign policy since 1921--that we have boon stubbornly, insistently, and
vehemently tryinG to sell without buying. The British have held their system
of imperial preferences in reserve, in all discussions of postwar economic policy,
from the time of the Atlantic Charter until the present. Imperial preferences,
it is perfectly clear, are to be the British quid pro quo in bargaining about
the future level of our tariffs. Such a bargain would be a fair one for us.
The conversion of our economy to poacetine purposes will be on extensive process,
requiring many adjustments. While we are aiking radical shifts in population
and resources, we night just as well include in the process the lonG delayed
adjustmenont of American business to a chanGced tariff environment. Indeed, the
reconveorsion period nay be our only opportunity to make a genuine cut in our
tariff levels without oausing serious disturbances to business.

The financial situation of Britain will be repeated, with modifications,
in most of the other countries of Western Europo. The United Nations conference
which established the United Nations Relief and Rehabilitation Adninistration
adopted policies wich, however wise in the context of the relief problem, will
complicate a genoral restoration of free exchanges. Under the rules of UNRRdA,
the liberated countries which have Gold and foreign exchange rosources am to

*Fifth Report of the President to the Congress on Lend-Lease Operations, June 11,
1942, p. 21, Chapter 3.



pay in cash for their relief supplies, and will not receivoe then through UNRRA.
Thus France, Bolgiun, the Nothorlands# and Norwy are payinr in gold for the
civilian supplios they arc receiving fron the llioed anmios, and for the sup-
plies they are procuring independently in the United States, Canada, and other
supplying nations. Relief needs, end the cost of prelininary restoration of
war damnages, will therefore require n iredodiate drawing down of foreign ox-
changeo reserves to levels which the French, Belgian, and Dutch Treasuries will
certainly regard as dangerous. They will almost necessarily apply oxchange
controls which will militate against a quick restoration of freedon of oxchanco.
Each country will face in addition budgetary difficulties, difficulties of in-
tornal econoic adjustnont, and problons of transferring resources which will
serve the advocates of autarchy and statism as additional orguennts for main-
taining and extending wartino controls.

III

The plight of Italy represents another class of cases altogether. The
economic situation of Italy is an object lesson in the inadequacy of our policy
for doealing with the oconoric problems of the transition period in countries
which have booeen pillaged and scorchod by the Germans, and fought over by the
armnios. Italy has suffered terrible war daageo, and her industrial plant is
gravely weakened. She has no reserves of fomreign exchange, and practically no
current sources of exchanoge. It will take time before Italian trade can be
reasumenod. Italian production cannot be restored without conaidorablo quantities
of imported supplies. For the best possible political reasons, we want to help
and support the Italian people and the democratic groups waong than tieh are
trying to create a popular and progressive Italian government.

Yet what we are doing is not enough, either in conception or in fact, to
noot the needs of the situation. We ore importing comparatively largoe amounts
of foodstuffs and other consumer goods into Italy as nilitary relief. By the
end of 1944, the civilian sapply proGrafl in Italy will have cost $200 nillion.
The principle on which the military relief pro'rgat is based has boon not to
pamper the oeney, i.e., to givo what is required to pro-event food rioting and
pestilence along; the lines of corrunications, and no nmor. Those proGrans do
far too little towards rostoring production and onployient in Italy. They are
so weak in agricultural nmachinery, industrial spamr parts, and supplies for
utilities and transport that no end is in sight for the present groat inports
of foodstuffs and consunors' goods. Under the present supply prograus it will
take years for Italy to bocoo solf-supporting and to cot off relief. The social
end political consequences of such a prtura of inportations are obvious, and
unhappy. They cannot provide a foundation for the rebirth of a busy, productive
and progressive cornunity life in Italy.

The Italians arc supposed to pay for what they receive from the acnies.
We can hardly give the Italians relief supplies for which we aro asking the
French, the Belgians, the Datch, and the N;nlogians to pay in dollars. So far
it is expected that the Italians will poay for the nilitary relief program with
funds credited to then a;ainst the local currency required for the pay of our
troops in Italy, together with accruals from ramittancos, oexorts, and shipping.
Those devices oro not proving sufficient even as a matter of bookkeeping.
There are not enough Awrican troops in Itly, nor enough Italian ships earning
dollars, to pay for the supplios being brought in. Our supplies are going into
Italy as a maotter of military necessity. In fact they are Going in on a credit
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whose toens rny not be discussed until a Treaty of Peace is negotiated. Yet we

have as yet no altornativeo way to support the programn of Italian reconstruction
we want and need, and will have none, unless we chanoe our lond-loaso policy,
until the Brotton Woods Bank is established, and Italy is allowed to bocoms a
nonbor.

Under its original rules, UMA funds could not be used in enemy territory.
This policy was modified at the recent UNERA neeting in }{ontreal, to allow $50
million to be spent in Italy for three specified purposes--the relief of children,
nursing mothers end displaced persons. But this stop will do notbinG to relieve
the crisis in Italy. Fifty millions for children, nursing mothers, and rofugoeos
does not begin to measure Italian needs. But even under broader policies URRA
could not do the job of reconstruction in Italy which needs doing. MRRA can
provide only relief supplies required by victins of war, and such industrial
supplies as are needed to facilitate the local production of relief supplies.
The scope of UNRRA's supply operations has beeoon narrowly limited as a matter of
policy, and UNRA could in no case do much moro than the armies are now doing in
Italy. Italy needs industrial supplies which UNTA is expressly forbidden to
provido. Without such supplies themr can be no end to the process of relief, no
beginning of normal employment, co¢norce, end growth. In the second place,
UNERA has enough funds in contemplation only to mooeet the estimated supply needs
of China, Greece, Poland, Czochoslovalia, and Yugoslavia, the only countries in
which substantial supply operations are planned. it iay be expected, therefore,
that putting any large part of the burden oven of Italian relief on UNTRA will
be strongly resisted.

The Italians amr ansking for lond-lease aid. So for we have hesitated to
embark on an ambitious lend-lease programn for Italy. Although sate lend-loeaso
funds might be used to advoantwo, during the period of hostilities, lend-loense
would not in any sense provide an adequate solution to the Italian problem under
its prosont limitations of policy. Lend-loase is now reoarded exclusively as a
war supply nochanim. The prevailing legislative and ad:iinistrativo devolopment
of policies under the Act would greatly limit the practical usefulness of any re-
course to lend-lease in the present situation in Italy or other liberated areas.
Lend-lease supplies arc, of course, being used in sace liberated territories--in
the Soviet Union, for oxnnplo--to facilitate local war production, and other
measures of economic mobilization for carrying on tlh war, and to maintain the
civilian economy on a wortimo basis. The tine hos passs~o however, when as a
practical matter one can say that the larger part of the conoemic needs of Italy
are required in order to win the war.

Nor are private funds available to take up the work of reconstruction.
Under the Johnson Act, no Italian gevorrnontal loans can be floated hero. And
Italian credit at this nmnont would not be very strong. Until the bank planned
and projected at the Brotton Woods Confeorenco is established, no inorican credits
for Italy can be expected, beyond3 the military supply pr)dyon now in process.
And there is a question as to vdiothor the policy of the Bank proposed at Bretton
Woods will not prove too orthodox, for the first unproductive work of restoring
war damuoos.

We have thus arrived in Italy at a point of utter bankruptcy of policy.
WO are sonding in a badly planned assortnnt of ninimal civilian relief supplies,
withfxut any clear and workable plan for financing their inportation or continuing
to do so when hostilities cease. Wo have no policy which would poiait us to
assist promptly in the reconstruction of Italy, or any other liberated territory,



and there is little or no chance of now legislation being drafted, considered,
or approved before the middle of 1945, at the very earliest. Unless we chance
our present lend-lease policy our only moans of financing the export of any sup-
plies after hostilities cease is provided by section 3(c) of the Lend-Lease Act,
which contemplates the cauplotion within three years of the undelivorod parts of
lend-lease programs pending at the tornination of other lend-lease powers. This
provision will permit a form of surplus disposal on credit torms, but it con be
of practical use only in the case of the Soviet Union and Britain, and perhaps
one or two other countries with when we have active lend-lease programs in
process. Eveon in those cases, it will be a clumsy, inadoquate, and unsatisfactory
approach to any problmon but that of surplus disposal.

IV

An enorgency policy is urgently needed, if the liberation of Europe, and
the tapering-off of present lend-loose war programs, are not to produce econonic
chaos. The situation of the seoveral countries of Europe will be different, but
each will require financial assistance before it will be capable of the kind of
liberal eeoncnic policy in which we have so groat and so selfish a stake. For
soma tire after the war there is bound to be a shortage of dollars on current
account. We shall have surpluses to export. No one will be able to buy thean.
Europo, with its needs for internal reconstruction, will not be oequipped to ex-
port goods or to provide services on anything like a scale which would pernit
current paynonts. Budgets and international accounts knocked into confusion by
five years or more of war dislocation will have to be adaptod to now circun-
stances. The continuing flow of needed reconstruction supplies rust be assured,
on credit terms, during the period of transition, if we want to achieve our es-
sential objectives in the field of international oconunic policy. The absonce
of Amrican aid during the early transition period will noan a strengthening of
autarchic tendencies. Each country will have to depend on its own resources,
on its reparations fran Genmany, and on its British credits. Under such circun-
stonces, the process of rebuilding will be slow and painful, accompanied by
unorploynont, and by the uncconomic and subsidized dovolopnont of sono local
industries. Such a course on our part would nultiply the obstacles in the path
of success for the Fvnd and Bank proposed at Bretton Woods, It would give rise
to political disillusion, and greatly strengthen the hads of extronists. ho
danger of fascia in Europe will not pass with the dofeat of Hitler.

Our national interests, strategic, political and ocononic, would be best
served by the recreation of a freer world ocacony. There is a great dangor of
our failing to achieve that goal. Tine is short, and bold noasures must be
considered. What con and should be done?

The first step to be takon, beyond the nest rapid possible acceptance of
the Bretton Woods Fund and Bank, is to inaugurate an entirely now progrru of
&lorgoncy Reconstruction Loan Agromanonts under the broad authority of the Act
to Pronoto the Defense of the United States, cornonly, but nisloadingly, called
the Lend-Lease Act. Those aGroownts could legally be undertaken without now
legislation, although full and advance consultation of the appropriate Cornitteos
t the House and Senate would be desirable and nornnl constitutional praetice,
An emergency progran on those foundations, while hardly an ideal solution, would
be as useful an approach to the problon as the state of our statutes will pornit.

-11-
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It would be altogothor possible locally to devise an appropriate nothod
under the Lend-Lease Act through which we could join with other United Nations
in Financing onorgoncy shirnonts to liberated areas for the transition period.
The Lend-Lease Act was passed before we wore at war, and lend-lease funds have
boon used in South Ž.orica, the Middlo East, and other areas of vital interest
for purposes of political stabilization, econohic warfare, and other urgont
defense purposes. The Lend-Lease Act itself provides for transfers to the
Cogvornunt of any country whose defonso the President deemns vital to the
defense of the United States, of defense articles, aervices and infera.tion,
when the President doeois such transfers to be "in the interest of national
defeonse." It does not require extended arx,unont to prove that vital defense
and security interests of the United States would be furthered by the rostora-
tion and maintenance in Europe of essential oeonoic activities, on a nulti-
lateral basis; by the prevention of oconanic chaos; and by the pronpt beginninigs
of economic reconstruction, durirng the lonorgoncy poriod before the Bretton Woods
plans can go into full effect. lie are now sondinE; supplies to the Italian
people on what are in fact indefinite credit torns, in ordeor to prevent their
misery from interfering with operations. Trade with a restored Italy, aed the
political cooperation of a democratic Italiaon ovornmont, are no loss inportant
to the security and prosperity of the United States, no loss directly "in the
interest of national defense." The statute is a sufficient local foundation for
a program of emergency reconstruction loans.

Programs of reconstruction should be camplotoly and sharply distinguishod
from existing lend-lease war proGrans. Tooy should not be handled under the
Lend-Lease Master Agroononts, but under now and special loan agreemeononts drafted
for the purpose. The onbiguitios of lend-looease finance arc dangorous, and should
be avoided in now situations. The President, the Foreign Affairs and ForoiGn
Relations Cmnmittoos of the ConGross, and various Afninistrction spokesmen have
in a long series of statnements honmarod out a tlolly sound line of policy about
obligations for war aid under the Lend-Lease Master A(;roenonts. Theose statorinonte
have finally clarified the nature of the lend-leaso relationship which has
developed with reference to supplies utilized for war purposes. As the unanimous
Senate Ccarittoo on ForeiGn Affairs has said: "The security of the United Staton
is benefited under our lend-lease program first and principally by the use of
lend-lease supplied in the war which te i~xis has undortakon to wage against us.
What we sent to our allies for their use in war is part of our own war effort,'

"The ?urpose of weapons, *nd the naterials from which they are made, is to
inflict harm upon the onony. Whon wo send those materials to our allies, as
when we send thou to our ovwn troops and factorios, the benefit we soeek and re-
coivo is their use against the enony. This is not a corraorcial transaction.
It is a mnilitary move.

"Thero is no adequate way to value such nilitary moves in dollars, pounds,
or rubles. Thorm is no way to ccparo the price of an Alnorican tank with the
life of its Russian, British, or xustralian crow. Our supplies which Co to the
war are paid for on the battlefield in the danago they do our cnoios.:'*

*Roport to accnmpany 5.813, 78th ConZ., slet Session, No. 99, liar. 10, 1943, p.9.
Sos also Report to acconpany H.R. 1501, 78th Cong., lst Session, No. 188, Feb. 26,
1943, pp. 11-15; ihiddon, Roaching a Lend-Lease Sottlorent, ForoiGn Policy Asso-
ciation Reports, April 15, 1944.
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It is thus clear that no one owes us any oneay for lend-loose supplies used
in the course of the war. Unless we want to apply the sioe rule to lend-lease
supplies used for reconstruction, it would sinply cause confusion to spend lond-
lease funds for such purposes under the present Hastor Aroonents. Weo should
instead mako new and distinct oroaamonts to cover the reconstruction prograns.
Actually a different rule seemns appropriate, and shoild bo spocifiod in advaonco,
through favorable but specified interest and ropoavot provisions. The recon-
struction of the European economny is on a *et productive activity, and should
justify the charge of low interest ratos--porliaps sliChtly above the averago
carrying charge on our national debt. After all, the fmous "War Debt' on
which the Finns so conspicuously paid their interest was not a war debt at all--
Finland was a Duchy of the Thission &Epiro during the last war-but a reconstruc-
tion loan. The use of lend-lease procuroement procedures, which are pocoduros
of United States government procurement, would give us every opportunity to be
sure that we wore supporting oconnically justifiable reconstruction prograns.
VTo could thus prevent the rebuilding of unceonomic or heavily subsidized indus-
trios, andossuro ourselves that our loans would oern their interest through their
contribution to productivity.

Such a procron of Emorgoncy Reconstruction Loans should be accompanied by
the repeal of the Johnson Act end a clarification and onlorcenont of the powers
of the Export-Inport Bank, or scno other appropriato lending agency. The Johnson
Act should be interred without cormoment or trace, and the war debts issue of the
First World II= decently forgotten. Unless this is done, we ore likely to find
that the Government will omrgo with exclusive local authority to lend monoy to
nest of our Allies. Such a dovolopoent would constitute an unnocossary and un-
desirable measure of financial monopoly. Private financin;, as well as govoruInt
financing, will be neeooded in the reconstruction period, and thorooftor. The loCegal
barriers to its function should be removed. Theo govormUont rnust, of course, hiavc
omplo power to act in cases which should be outside the scope of lend-lease prc-
coduro. Such power should be assurod by an enlargement of the authority, and of
the lending power, of the Export-Inport Bank, which now labors ulnder the looa'
handicaps of the Johnson ct.

Credits alone nay not be sufficient to facilitate the rosimjption of into:r
national oeoncnic life on the scale and with the nomoxve we wont to see. Tio
case of Britain represents a class of financial probleos which nay require sttll
another procedure. The British are reluctant to incur now debts, to add to those
which have piled up in the course of the war. The ossenco ,f tho British prtlon
is different from that of Italy, Greece, Poland, or perhaps Franco. The British
lack gold and availablo dollars sufficient to act as a nonotary reserve during
the period of readjustment while their imports end oexprts roach a now equilibrium
with British dmostic economic policy end with the chanGced position of Britain
in world trade. If the British had a larGor nonetary reserve, sterling could
be unfrozon innodiately at the end of the war, certainly as to current tronsoc-
tiens. The transfer of sterling funds int) dollars would probably not be uroat,
if stronCoger reserves fortified confidence in sterling as a currency. It is a
cnnion experience in banldni that the largor the reserve, the less the danger
of a run. ~nd even if the course of events loads to smo transfers into dollars,
the currency which will nest easily czrand goods in the first post war period,
a larger reserve could pomit sono drawinC down of gold holdings without requir-
ing a suspension of free oxchor;o dealings. The reserves could be r;radually
reconstituted over a period of years, as the British IntErnational account finds
its now balance.



-14-

Two typos of remedies suggest themselves. One is the precedent of the
Anglo-French financial agremient, which provides in effect for indefinite over-
drafts in either direction. For various reasons, this does not seem a practica-
ble approach, unless our Stabilization Fund could be used moro imaginatively
than it has been used in the past. The second would rest on the examnplo of our
lend-lease loans of silver during the war. We have nade certain specific loans
of silver to moot essential war needs, and to combat Inflation, under special
contracts calling for the return of the amount of sil-or loaned, in ounces, at
a given period aftor the war. Conparable loans of a few tons of Cold, calling
for the rot'n of the sno amount of gold after a period of perhaps thirty-five
years to fifty years, niGhit put our excessive gold reserves to work with
dramatic, oven nogical effect. With or without chanCes in our bankiin roula-
tions, we would haveo mple excess reserves in cold to undoztako such a procGrm
without restricting the quantity of monancy available in the Utnited States. Those
transactions in Gold would in effect be stabilization loans, without interest,
and their toeNs night bo broadly adapted to the particular financial circun-
stances of the countries involved. Stabilization arranjconxts alon; those lines
nay be the cheapest and nest practical way to secure =m innodiato frooing of
exchanges after the war, and a consequent beginning of the process of intornal
and international readjustment to chaood oconomic factors. They niht well be
handleod so as to initiate the trends on the basis of which the Brotton 'Joods
plans could Riakeo their naxinm contribution to order and progress.

This emerGcncy progran for the transition period has four asiocts: (1)
Reconstruction Loans to finance the flow of £noricon supplies required in the
first period after hostilities coese; (2) opening private dhannels of fi;nncc;
(3) enlarging the govrrmont's power to dako other loans that nay be noodod; mid
(4) Stabilization Loans of gold as a commodity, to pcrnit the irnodiato frooing
of oxchanges. Such a progrrn would give the United Stateos rosourcs with which
to secure the basic economic goals of its forcign policy. Roconstruction loTInL
would not burden the noricnm taxpayers, for they should and con bc used to
finance economically justifiable projects, on which repayment could be oxpectc¢.
Reconstruction is a matter of bmnkinG, not of philanthropy. and bankin(,, ofter
all, has always boon regarded as a profitable business. Such a pro;ron would
contribute to the onlar(ormcnt of onploynont at hone, and to the orderly rocon-
version of aiorican industry.

Its basic merit, howovor, is in the field of political and military
security. We spoeak of the caning nonths mad ycars as a transition period. It
is not at all certain, however, that we are going to move in tho direction ei
want. Our goals in the field of international oc0manic policy arc perfectly
clear, and altogather feasible. But they can be reached only by aggrossive
action. Wlithout flexible and resourceful economic diplomacy on our part, the
likelihood is that the transition ahoead will be one towards bilateral trade and
restriction, with all the menace thoy inply to peace and economic welfare. A
well-handled flow of *iorican creats are requirod to nako the next period in
world econcoic devoloepnt one of transition to liberalism, and not to autoarchy
and reaction. In tarns of our national interests, that Coal would be worth
pursuing even if it cost a good deal of nmoncy.


