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i FOR INTERNATIONAL SETTLEMENTS 10th July 1947.
Monelary and Ecoromic Department
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n.8. 193

TiE MARSHALL PROPOSAL
OF ASOLSTANCE TO EUROPE

The osed of 1. 1In his speech of Sth June 1947, Secretary of State Marshall
additional A ;

monhures, of anid that "before the Uniked States Jovernment can provesd munh
AL FECHp- further i ite efforte b0 alleriate the sitostion and help
tignal and

.":E"-"‘!';...'.'!'.EJ' atart the Burnpean world on its way to recovery, thars must be
sharacker, ssme agreement mmong the countriea of Eurapes am tn the reguira-
io fezomr mentn of the situation and the pert bheoe countries of Burepe

of Eurppe.
thempalves will tike in order to glve proper effact to whateaver

natlon might be undortaken by thia Govarnment®. The rdls of the United
Akmtan would conmiat of frisndly aid in the drafting of a European pro—
pramre and of laker soppert of such & programms so far e 1t may be
pranktisal for tha United States to do o,

At the tims when hoatilities ceased; the following progresse

nf_bumsnitorian sid and now foreign lending was alrsady in fores or
povisnged in support of oountrien io need:

Firstly, varluas forms of humsnitarian assistanse for war-
atrickan ~ountriss, auppliss baing provided primarily by tha
militery govarmmantsa and UNREA but almo by the Red Crosa and by a
raw counktries individually. The total aid was probably the
oquivalant of aroand $5,000 millisn, the banefita an far as Zurops
war gxnearned belng, in fast, reserved for the centre and the
snnkern part of the seonbinant, none golng to the peoples on bhe
dElankic noaboard.® The British Empire as & whole comtribubed
nbant one.qoarter of the funde, while the Uaited Stotes furnished
ahoak 77 par cent.

denondly, & sariea of governmental long snd short-tarm Leans
mol aradiks doeigned to cops wlih some pronsunced post-war
WifFricattine, amounting in the aggregate to about $17 500 million
(nuthorised) up to the end of 1946. OF this total, over §500

—— i d

* While Feonen, lolland, Belgium, Danmark and Norway made no conkbribu-
tinna bo UNHEA's opermting funde, they declaresd that thay 414 nat
ernact rAy beneflts for themselverm from such funda,
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million was granted by means of payment agresmsnts betwesn
Buropean conntries; 83,200 million was for settlessnt of lenmd-
lense pipeline goods and the disposal of U.S3. surplus proparty;
the largest items weras the two losns to Great Britain of $3,750
million from the Unlted States and Can.$1,250 aillicn froam Canada,
Thesa wvarious loans and credits were regarded as a preliminary
for the dolng of useful work by the Bretton Woods institutions
with, later on, a revival of privats lending, it baing found; in
particular, that a reconstruction of the world's "key currencies®
wag ane of the flrat steps on the romd to recavery.”

Thirdly, long-term loans for reconstructlion purposas to be
arranged throngh ths Internaticnal Bank for Eeconstruction and
Developaant. In April 1347 the dollar funds held by thias Bank
amounted to $727 million, from which im May & loan of 3250 millionm
wan grantsd to Francej in July dobentures to a total of $250 mil-
iisn are to ba imsoued by the Bank, on the U.5. market. Thie total
is to be made up of $100 millien 2}% 10-year bonds and §150 millica
5% 25-year bonda.

Floally, the ssintensnce of a stable monetacy system to be
aopinted by the International Meometary Fund, the alm of which
would not be to grant reconstructicn credits but progresaively to
abolish monetary restrictlions, at least for carrent transactlons. 3

Mr Marshall pointed out that "the rehabllitation of the

soonomic structurs of EBurope quite evidently will require a much longer
tims and greoater effort than had been foreseen”. Tho task oon-
fronting the Buropean countriss is thus to agrae upon & jolnt programms
satting sut ths measurss which they themselyes can snd should take and
the assistanse required from mbroad to secure a retura of thelr "normal
soonomie health®. In other wonds, it mighkt be mald that the pre-
limlnary stage, btefore more persanent methods of financing will suffice,
has oot yet been concluded, extracrdipnary messures being atill
requicred, On the other hand, 1t 1a obvious that the extraocrdinary
assintance which the United States may agree to extend to Europe will
not be unlimited as to time and must, morsover, be clearly defined sz
to ita purpese. It is, in other worda, essential that the efforta
which the Europesn countrigs themsslves will make as woll as tha

* Another itam of finansing (not inecluded in the above flgurs of
£12,500 million) haa beoen the cother ansrpected cost of togelher
more than £1,5%00 milllon a yea~ f3lllng on Oreat Britaln end the
United States a8 cocupylng powers of Cermany, Japan and othar ooum-
triea [part of the cost balng for the rollefl of the local populatiom).

http://www.trumanlibrary.org/whistlestop/study_collection...d=19& documentdate=1947-07-10& studycollectionid=mp& nav=ok 10/28/2008 10:08:45 AM



Truman Library: The Marshall Proposal of Assistance to Europe, July 10, 194... Program; Secretary of the Treasury, Alphabetical File; John Snyder Papers.

e

manfatanas which will be granted by the United Statesa should ba so

planned and adapted mm teo producu tlie most declsive results with as
1ittle delay and as moderate cust as posaibla.

Meanures Lo i1l. One appron~h te the problem is to ssleoulate the sxoep-
S¥areans

e R —
—_—

nroeptional tional nasdn Eur ta tio commoditien,
shortages of such as food, fusl, manures, machinery, otec., and in that
partioulnr

ey o e eonneet lon to indlconte:

R (i) tha practicnl mesmsures which can be Laken by the
Eurgpran countries with ma view to incressing, om
promptly ms possible, tha oukput of products in
short supply: and

{41) the additional quantities which the United States

may be in a pepition to furnish for certain apecifio
periods and on terme whioh will have to be laid
dommn.

The approach to the probleam in terms of partloulsr commodities
would peem to have been the manner primarily envisaged by the British
and Franchk Governments. In their note of invitation, ther proposed
the formation of warious sub-committeem to the Committes of Co-
oparation, whieh will deal with this 8o lmportant aspect of the
problem.

The present esmormndum is not intended to enter into the
Alfferoant gueatiena to which the work thus aseb on foot will glve riasm,
bukt it wants to draw attantion to some other sspects and, in partinu-
Iar, %o maks some obaarvations refsrring to thet part of the note of
invitatlon Iin which it is otated that "examinaticn of the balanoe of
payments problems shall be undertaken by the Committese of Co—operation

itoelf".
deacrnl cauan  III, 1t a8, indeed, impoosiblo to separate questionn of

dinleeatios,  Phoriagea in terms of commodities (food, fuel, ste,) from the

et financial and monetary espects, one reason being that the l:z;
ehertnges lead tn heavy imports and ineufficlent exports and thus to
a inequilibrivm in the balance of payments, which in its Eurn reducas :]1‘
the haldings of forelgn curcencies, nokably of dollars.
In aoma respeckn, howeyer, the sxcaptional shertage of a fow
angonl in? commod | Elen mpy e of daclelve importance independently of
the monetary mituntion. Thus, a dll-i'luiq-nu;r in the coxl supply and in
=
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the mupply of poms iondieppepmahle fordatulls pay well arceat a popsible
incraeas fn productisn [ heoavsn of the lack of ensrgy)] or lead ko a
dipaskrons atales of nutrition, and kthat would ba the cAne swen if theras
were fo budgetmry diffienlties or iack of foreign ezchange. In some
eountriass {(as, for inptance, Franes and Italy) the rats of imsremss in
produatienr hap for scma Elee beep monpiderably slowsd down by the
inposalbility of obtaining saffisient imperts of coml. In fact, ona
of the most eflic~polous means of improving the finanoial and monstary
eltuatisn Le then clearly to find m solution of thia particular supply
problem.

Bukt this §s not the whola skory: a0 o rale, & part of Lthe
shortagnn of goods and ssrvices, and the consaguent shortags of
dollarn; from which po many European countries ares suffering mumk
clearly be regarded as & direct result of the financial and monetary
inatability which the countriesa in gquestion bave not yot basn able to
aBYEFaOms,

Mr Marshall himself smphasised strongly in his statsment at
BEnrvard that the phyasieal destructicn in Burnps, great as it was, is
"probably less sarinus than the dislocation of the entire fabris of
Suropean economy®, mnd in this dislocation finanoial and moneta=y
disorder plays an esmsentisl part. An Mr Marshall went on Eo obmerve,
cgnfidence im the local currency has been seversly shaken in many
European ¢ounfriea, The peasant is little inclined %o mall his farm
Froduce for menesy with which hs oannet purchases the goods bhe noads,
The normal division of labour batween the townp and the countryaide
han broken deown and the towns susk oftan be auppli;d by imports which
are ot of propartion o the availlable forelgn resourcea.

He investigation of the problem of shortages will pronsed
far before it is found that the extent to whioh supplies ocan be made
avai'able within Zurops iteelf will largaly depsnd on the progreas in
nttaining monetary etability, It im, indesd, sssential thal, in the
vords af Mr Marashall, "the sapufacturor snd the [armer throughout
wide arens wust be able sand willing %o exchange theic producte for
currencies, the gontinuing valus of which is not open to quastion®,

The problem to be solvwed is thus not simply one of making up,
by maans of deliveries §n kind from nbroad, the serioua shortagss wikh
which the muthorities are faged, Tor it cannct be left out of sccount
that the shorkages are greatly mcesntusted hy tha exiating staka of
mennbary Insecurily. An nlwiayn, monstarcy insecarity puts a brake

on the volume of produce coming nn to the market, soccurages

ﬁ r""'* ' T E e A
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parasitical activities end wastefunl consumption mand; morsover, sakes
it impossibda to mttain the beat diatribution of labour and other
ranpurass or to sscure Alither a suffisient wolume or a constructive
uan nf current savings. fuch monatary insecurity thus militates
againet nn increass In produntlom, on which Furope®s walfatve doponds,
heth dirsotly and indireckly, through the sxchange of goode and
arrvines with other erntinentn.

The effect 1V, Tha fipanoial and monetary insecurity atill so charas-
sxacked on Be oo ygbi0 of conditions in many Suropean counkries is

balance of

paymants by ssgantially the resuvlt of remaining infleticnary tendencies,
the_inflation-

ary tendenziss Those tendencies are often guite plainly the aign of a sericus
prevelent in dirrguilibrium in the public finances but there are sometimes
ﬁ%ﬁﬂ““ lasn ob¥inus,; but sgually important, instances whers the dis-

agullibrium relates not spascifically to the budget but to the

whola aconomy in that the pational incoma in real terms, 1.e. the total
outpat af goods and services, dosa not suffise for the aggregate naads
of current consumption, military and social charges, peRcetima Tacon-
skruction and other Investmente. Tha resalt ia then an excessive
ragort to bhe banking nyatem with an artiflcial azpansion of monay
inoomss unmstehed by any corresponding incresss in the supplies of
conaumara® goode and with m oonsequent tendency to & rise in prices,
which can, me & rule, be cnly imperfeactly combated by a series of
adminintrative mersuren, such se conbrel and rationing. gxpariance
shown that a dinequilibrium in the national economy, If it is mok kept
within vory narroe limits and especially If it is mllowed to continua
far n conmaiderable tlme, has disastrous consequences for the oupply
position and the balance of payments. In & nomber of different ways,
coabiovwed inflgtion leads direetly end indirectly to an exhbaustion ef
forelgn reserves:

i. It Iln eoemon knowledge that in meveral countries of Sureps

"hidden gtoukn®™ exist of foodstuffs and of sanufmotured artioles.

Thesa atocks may not be large if taken individually but they

woiuld maks & considerable addition if they could ba brought to

Eha markate, Zxperlence shows, however, that very little affeat

may be axpactad frem eonfiscations or other mandatory measures

and that it f3 of mo usn to blame the manufacturers or the farmers
wa long aa the money glven in payment does not sommand confidence.
Thare sre cases on record when wheat was shipped to Burcpean
rountriss although farmere in theas countriess wers suspecied of
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havipg fairly large supplies, whioh, however, were ipaccensible.
Whensver the peopls in general ars short of food and fusl, “the
governmenta are forced ko uwee thelr foreige mcoey aod aredits to
progure these necapsitias abroad® - & process which, of sourse;
azhauate funde uwrgently neadad for reconstruction.

2. An inflatiupary expansion of purchesiog power at home
{whather resulting from current budget deficits, too large a
volums of public sr private inveataente, or suddsn sharp increases
in wagas and salaries unmatohed by sufficient goods) acts as an
attraction for lmports and a brake on exports, the inevitable
renolt being a ocontinuous deterioration in the balance of paymentas,
#ith the malnkensnce of flxed exchaoge rates - as has been the
rule A{ter tha second world war - the inflationary expansion,
moTanver, tends to make the homs currency pveryalued and this inm
itoelf; an ezperience shows, is & most potent ceuss of excesn
imporks and also of & flight of capital,; which is unlikely to be
wholly arresated by aven the strictest control,

5. & distrust In ths currancy Lntensifisd by dwindling mnooatary
ragerves 1s than almoat always acoompanied by ¥idespraad hoarding
of gold mnd forelgn exchangs and, gensrally, a disinclination to

hold the natieonal currency in any form and least of all aas
savings daposits.

4. Tha Aintroat natorally spreads abroad, with the remult that

ag _support worth manticning will be obtained from forsign commsr-
zinl credite or direcl foreign inveatmanks,

5. The procees of ‘mﬂu..utmmﬂg.‘&u_fmzﬂz of gold and
“hard aurcanoles™ ganpol for long be offaet by new forsign loans

and credits for the sieple reason that the oxhaostion of reservan,

impairs the oredit position of the wounld.be borrower. Governmsnta
age Fhepn driven to cul dewn lmports and to stimmlate exports. Bub
meanures of such & kind can only be regorded as temporary expadlients,
glnee they have the effeot of aggravsting inetesd of relisving
exinting scarcitien. Indeed, thay tend to widen the gap betwsan

a radupdant amount af purshasing powar and an insufficisnt aupply

of nopmumers® goods and sAay oven make It hardar to Tegain m

ha lnnoad popitlon,

1k tn anly falr to omy that the Antisste ralatlion betwsan thae

mebhoda of Inlernal firpncing mnd the outooms of the balanve of payments

im being more and mors underotood. One European country after another

- SR
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has found that shile even mild inflation sontinues, the shortage of
doliars resulting from tha present exceptionsl needs of food, coal and
nthar satarials is h!!,.l;s artificinlly inereassd by the persistence of
finsnoinl deficits, with the consequent monetary inatability. When,

an the sthee hand, a eountry has been able te restors monetary stability
and in that way alss its sredi* position, there ham been in several
inatanses in the past & cusulative dmprovement, with the reappearance
of praviousaly hidden commodities on the market, a return of hoarded
£214 nnd exchange,; an influx of foreign commeroial credits, as well as
n remimphinn of direct investmenta by foreign firms and, as reconsbruc-
tion gathers momentum, an inoreased flow of internal savings available
for gonstrunkive use, While forslign assistance is gensrally needed teo
bhring about A reversal of the inflationary tendensy, the reconstitution
of monatary reserves, once confidence has begun to be reatored, may
thus be helpad by a diversity of relatively small though numeroos
tranracbions.  Since 4t lo isportent that the mid obtained should be
used in the mesk effieacious manmer, & finanalal reconetruction designed
to restors confidence in the currency ie an indispensable step in order
ta enable the European sountries to derive the greatesf possible use
from their own resources and thus to kKeep their dollar requirements
within reassoable 1imitas,

Comprehen— ¥. Oneé of the most urgent tasks is thus to work out (Lf nesd
;;;!!Efg;u: ha with the help of independent experts) in each country whers
_U,E.ulﬁ" tbe inflnticnary tendencles persist & comprehensive prograace

ol on, for finwoial end monetery recemstrusticn conteining the
""" following main festures (well known from the stabilisation

effnrta after the firet world war and agein of importance at ths present
tiae):

1. Th? mos* important tmek is to eetablish suffioient budgebary
equilibrlum bo exeluds the necessity for direct and continucus
rapart by the Traanuriee to central banke; as oover for sither
ardinary and extracrdinary expenditure or deficite arising from
publia sarvises and nationnlised industries,.

Sipee whnt L{s apenk by public bodies reduceés the rescurces
available far ather rorponan, the lavel st whioh the budget ia
balanced is aless of importence mnd, therefore; the opportunity
afforded by roconstruction nhould be used for & renewad and
poncriiing sorntiny of all forme of govermmont outlay (military
erpendikiure heipg o heavy item as long as no real peace has been

rent-r2l}, Tn tha atabilisatinn programme a port of the foreign
PN i1
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resourpes may be appropriated for the express purpose of covering
8 budget deflcit until the measures by which budgetary balange say n
be achieved become effective so that recourse bo the central bank

¥ ba at d for ad & all.

2+ Dutlay for investment {either by the government itself or
throogh private channels) should be kept within the limita of

doseatic savinge plus the amounts obtained for investeents from

the foreign mamistance. For the tims being, aven wvery ussful out-

lay may heve to be postponed but this must be done in realipatinn

of the fact that budgetary balanca is ths beat meana to bring abont |
a reversal of the parnicious tendencies which impeds regonstruction. i
It i, indeed, fukils to try to restors orderly markebe or to achieva |
induaktrial progress by m plan for invesimente without having sacared
monatary atability, for the monetary unreat is likely to defeat

evary construotive effart, |

3. Hesidea deficlt financing and an overdoase of public and private
investment, an incresse in money wages, unwerranted by inmcreased '
supplies of goods and services, may be asn additional cause of infla-

tion and; indesd, a cause whioch it is difficult %o mastar whilas
excoptional shortages remain. In so far as the differant countrias i
will be sble to obtaln fresh importe in application of the Marshall i
proposals, an epportunity may be provided to break the vicloua
apiral of rising wages and prices without anybody benafiting.

4. A cleaning-up of the position of central banks, including a |

atrengthening of their monetary ressrves. This involwea, inter |
alin, that
(i) scma repayment be made whenever a central bank ia im |
possesaion of wery large holdinga of government honds §
or has other important claims on the government (e.g.
arising from enforcad paymsnts to Germany during the war);
(i1) an smount of gold or foreign exchange should be set maide
ouat of the forelgn smselstanca for the purpose of strengthaalng
more bery ressrves - thia to be done withouk the creation of
n correspanllpg amount of purchaeing powar, L,8., wlthouk kthe
government account at the bank being aredited., The cantral
bank may euitably recelve the resourcea in gquestion as part
rapayment of Lte earlier advances to the governmant or
other claims (mes (1) abova).
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Other commer= ¥1. If inflation is arrested, there should be a lnse acute
= ﬁ::ﬁl current strain im the balances of payaente. Forelgn msalstanca
magsures. would then be used easentislly for capital investmont an a
mipplemank Eo domantic eavings. There are; howaver; olher
difficulties affecting the balances of payssnte; which must not be
ovarlooked:

(i) The flow of goods may be impeded by inmsurscuntable
obatocles to trade. Those problems ere being dealk
with by the 1.2.0,,but it is possible that mpacifis
rogicnal mrrangements applicable to certain parts
of Europs may satablish definite arsas of "freser trada".
This cannot, howewer, be a short-run development; and
then it is well not teo forget that today the mont
formidable hindrances to normal Ermde are found in the
forelign exchange regulations and the dwindling mcoetary
reserves, nocessitating s cuk in isports - hindrances
which should bes partially, if net wholly, removed by
the application of the Marehall programme.

(43) Bxtensive foreign lisbilities, directly or indirectly
n result of the war snd thus of an unproduciive
character, msy conntitute too heavy a burden in the
balanse of payments of mome countries. Im fks
savantesnth Annual Beport, the B.I.S. said that "tha
nomml tments roprasented by accomulated sterling balances,
tnken together with other outstanding liabllities of an
of ficinl charncter resulting from the war and itm
imnedints aftermath, attain a total as high as Ith-ll which
proved ao intractmble after the first world war®. In
agresssnts oonoluded between Grest Britain and individual
countrien; the final eettleament of eterling liabllities
has been poatponed to B leter date, while arrengements
ara made for releasss of certain specified amounts.

Adjustsent of V1l. The balancse of payments is, howsver, affected by =some
:E—%ﬂuu_ other problema, the sclublon of which cannok well be slsilarly

pratponad, the most importmnt hlil‘l.s tha lltlhlilhﬂnt af
realiskia rotes of exchangs among the different European sountriss.

Exparirnce hasm shown that, when & acuntry's ratas of axshange ara
widely ont of line with the relative purchesing power, the flow of goods
ile impeded, with A reduction espacinlly of exports and A growing dis-
agai likrivea in tha balance of payments, while the gqlllern'l structurs of

% E=t-k
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eosto and prices is badly distorted and often ne longer capahls of
sprving as a guide to produntion. The effects of an overvaluad
aurrensy meks themselves felt glse in other countries, sinsge the
prodocta of thess other countries will seem very sheap indeed for the
inkabitants of the esuntry with the gvervalusd suarrency as long as
thess inphabitanta ara able tn obtain foreign exchange at the ertifielal
rata, The products of the other countries will thus be expssed to a
akrong demand, whish will tend to reise thelr prioes, until one day
na mare farsign exahange will he allowed for such pursbhmses, and the
trads in quesktion may virtually come to m sudden satop, which agein is
undesirable.

It ia, of eourss, A1ffioult to tell what the true rates are
before production has risen and prices have become mors atabilissd
and, [or that reason, it is sometimes thought more appropriats to
poatpone an adjustment of exchange rates until the eltuation has
begome more clear in these respects. If that line were adoptad, any
monetary reform at the blme when forsign assistance is firat received
might lmek finallty and thus leave a stats of doubt and ansertainty
atill prevailing. But the unfortunnte rTesult might then be that the
gurative faross in the form of a raturn of hoarded gold nnd foreign
curransian, ste,, would hardly ba working and in that way recovery
would ha delayed. For thase reasone it is usmally sdvieables to make
n judicrfrus weluaticn and adjust the exchange rates at cnoe in order
to avold a situation whave, soma pix or twelve months after the reform,
the puthor!itisn have to come back and diaturb bthe peblic with an
alterantion in the rates.

balay in one importasnt mountry, morecver, deranges the rate
structurs of other counkries. Thers are reascns to think that the
steap pont-war price riese in the United States is now over and that
perhapn the mptags has been set for gremter atability with a gradual
rafurn ta buyerma® marketa. This makes it mores important for Burcpaan
aounkriss not te retedn unrealistic ratas.

Finally. skrass should be laid on the impoartance of restoring
s naturg)l balance in the coab and price sbructurs. In mors than ons
epinkry relatively low aeiling prices have besn fized for neceasitlaes,
whila prices of lurury goods linve been mllowad to rise considerably,
often in responss &n kesp demand in free markets. As s result, less
nasaasities ond mora luzury goods have baen produced, the goveramenta
baing obliged to turn incrsasingly to foreign suppliess for mesting the
tarest nosda ip food and alathing. As thess goods have to be allocated,
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mara gonktrals nnd prioritiss are imposed, with often less and lean
chance for prices %o act as & atimulws for the mcat wanted production.

Trunafap- YIII. Onee inflation has been clearly arrested and a balance
:'n—h-i—‘l]'-_—i!i:ﬁf-f! regbarad batween the sost and prioe structurss of different
number of countries, with raktes of axchangs corresponding approzimataly
gL to tha purchasing-powsr parities, it should bs posaibls to
enlarge relatively quickly the fleld of transferable currencles, as
far as currank transactiens are concernad, and to do that with the
object in view of increasing the number of Burcpsan countriss with such
transferahls curresncies and of accepting an ever greater voluma of
transactions na being "for current mogount®.
Such a transferability is, of course, sxpressly provided for
(nfter o maximum delay of five years) im the Articlas of Agresment of
the International Mometary Fund,but few Burcopean countrics are in a
poeition te fulfil the sonditiona of such traneaferability and none will
be abls to do o before they have put thelr poblic finances into good
order. * To advance the date when transferablility can bacome pomaible
ought ko be one of the esssential purpooes of the application of tha
Marohall programme, sinoe this would be one of the bept means of
relieving the dollar shortage in Burops and of limiting the asslstance
of the United States to what is etrictly neceassary.

Combination IX, The finanoial polisy thums to be adoptad should providae
H&m kanne & basia for judglng tha trus needa of countries and mlso for
W saricu industrial developsent stretching over a number of years,
{{'Lﬂﬁuﬁ Jucn & policy would presuppose foreign sosistmnce bub only in
gountries. gombinaktlon with serious afforts in the individual countries.

Financially, the forsign assistance would be used:

(i) to cover, without inflation, the remnants of the
current budget deficit during the pericd of rehabilite-
tion;

(i1) to strengthen the monmetary reserves; and
(1i1) to continus necemsary investmenta pending tha davelop-

ment of domsabtln pavinga.

If the ssslsbance ia given in terms of goods, the financial
roforo may still be carried through, although then scme spacial pracau=

tions will ba meedad. When goods are imported and scld on the domastic

market, not nnly are authoritiss relieved from uaing thelr awn resarvea

for the mcquisition of those goods but the procesds of the sales acan be
™ =
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uaed %o cover & budget defislt. To pbtain the full anti-inflationary
affast from goch imperts and sales tha imported goods sust be seld at :
aurrsnt market prices (and not At artificially low "politisal" prices,
for then lens currency would be withdrawn frea circulation and thare-
fore leps ba mvailable for other badly nesdsd ussp am, for sxmmpls,

the cover of the budget defl-zit). BEven when ssolstance ia glven in
terme of goods, for recopatruction to be sucossafol 1% 1e etdll
necepsary to draw up apd put inkto e=ffect a complets stabllisatlon
programme, an cutlined above, The two approaches (in terms of require-
ments of goads and in terms of financial reconskruction) are in no way
contradintory. They have, in fackt, to be combined, far only then will
the assistance rendered 'p.rwidl- & cure rathsr than & mars pallistive®
(in Nr Morshall's words).

Haturnlly, the form which ths assistancs should take must be
considered aleo from the viewpolnt of what is scst suifable to the
United States, taking inkn meenunt that large exports may cause a straln
o the dmericen commodlbty markets, In bo fnr as the meslptance ls
randerad Iin dollars or gold, it Is likely that a part would ba retained

in mopetary reserves and would, to that sxtemt, not mppesar ap active:

purchaning powar nn the American market but aimply result in a nertain
rodistribotion of gold ressrves. Up tn A& point, it may, thon be moat
asoncmical for the msslatance to take the ferm of grants In dellars. "
A sucoesaful flaanoial stabilisation would, In any cease, snsure that I
the halp In raw saterials can bes lisited to genulne meeds by putting an

end ta much artificinl mhorteges ae ara maraly a conasguenas of

conklouing inflation,

The pressnt dollar scarcity is snbhanced by %the fact that apart
from kthe Bwisn franc, there mra few. if any, correncies which nre
readily avallable for paymente anywhere and will, therefora, be held
without hesitatlion, The mure gurrencies become readily convertible
and thus - tu use Mr Morsheall's worde - become “"currancies, the con-
tinuing valu= of which is net open ko question”, the sasiler it will be
to malve the problem of the dellar ssarpsity witheut new restrictions,
which would be diessstrous both for the United Sketes and for the
peoples of Surop=. It should clearly be attempted to reverss the
paliey of cutting down fmporis which has been forced om a numbsr of
rountrien by the draln on thelr monstary reserves. It would then be
poesible %o vealise the [2llowing maln objectlves of Assrican polley:

(1) to restore an internaticnal mconetary systes of

sufficiant etability for the most rigld controls
to br removad = ot least thoss affsoting current

= =y =
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Diffearenk
plages in
tackling the
problems.

(ii)

{ii1)

.

Sy

transactions (the essentiaml purpnss of the
International Monstary Fund);

to reduce barriers %o foreign trade; io particular
quantitative restrictions and varicus obnoxious
forms of disarimination (one of the provisions of
the lend-leanse agreemente and now the principal
nbjective of the International Trade Orgenisation);

and
to contribute by Aound loans to the reconstruction

of war-stricken countries (one of the objectives of

the Internatiocnal Bank for Reconatruckion and

Devalopment ).

Tha methods of coordination applied bty the Eurcpean

enuntries particlpating in the Marshall prograsas will be
docided upon at the July maetings in Paria.

The firgt tesk will he to prepare & plan for astion in the
autumn of 1947. PBut only a limited nvmber of probleme will find thelr
solution at 20 early s date. There are, of course, greater taska
confronting the Buropean countries, including such guestions am a
freer movemdnt of popunlation, which say sore easily be sclved on a
reglonal banis for FRurepe then for the world as a whole. Some of thess
queations mey suitably be desclt #ith by more parmanont inatitubioom
than the ad hoc bodies set up to handle the variocus aspects of the

Marshel]l programme. Thers should thus be three atages:
{1} the immedinte elaborution of n joint programme for

Burcopean lnter-aid as regards specific commodities
and arens, aa well am the need of owutmide assistance)

{ii1) the elabaration and application of finemncial reconstruo-

tion programmes for the different countries (mlso with
poma outaide assistance); and

(iil) provision for the realisation of wider objectives

of collaboration in Buropa.
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