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The Plan does not contemplate the economic union of Western and Eastern
Germany, but it assumes close cooperation between the U.S.~U.K. and the
Frenca zones, and the gradual restoration of trade relations with Eastern
Europz. Finally, the Plan is based upon the maintenance of the existing
world price level, Further increases in world prices, i.e., in U.S.
prices, would require larger dollar outlays. On the other hand, a rc-
duction in the prices of foodstuffs and raw materials, which Germany must
import, &s compared to those of industrial products, which Germany can
export, would reduce the dollar deficit. In that case, equilibrium in
the German balance of payments may be rcached sooner than anticipated,
perhaps c¢ven before the end of the four-year period of transition.

Success or failure of the German program will be largely deter-
mined by the efficiency of economic controls and incentives. Military
government will be constantly faced with the problems of whether to rely
more upon strict government controls or upon the incentives of the market.
Government controls might facilitate the direction of goods and services
to trosc industries that arec to be expended under the Plan, especially to
export industries at the expense of domestic consumption. The maintenance
of such controls, however, not only contradicts the principles of our
econcmic policy but also stifles whatever initiative can be found in
Germeny after twelve years of totalitarian rule. The strict control of
foreign trade, for instence, probzbly is in part responsible for the
extremely low level of German commercial exports and imports. On the
other hand, liberalizing these controls might lead to German sabotage of
the Plan insofar as it aims at restoring the rest of Europe rather than
of Germany itself. It will be onc of the most difficult and important
tasks of military government to find a judicious compromise betweecn
government regulation and freec market operation and to combine the
advantages rather than the shortcomings of hoth methods.

Execution of the Plan will mean a considerable hurden upon the
U.S. Treasury, which certzinly will have to finance the bulk of thc
ceficit. Success of the Plan, however, would free the U.S. Treasury
from the permenent burden which it would hzve to hear if Western Germany
worc kept permanently on & dole basis as in 1946 and 1947. At present,
the import surplus of the U.S.-U.X., zones, caused clmost cntirely by the
chimnent of brezd grains, is at an snnual rate of more then $600 million.
The average annual import surplus of these zones under the Plan over a
four-year pcriod hardly will be larger then that sum. Moreover, the out-
ley will be fully justified by the economic and political advantages
resulting from the reintegration of Western Germany into the Europe:zn
econony., )
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POSSIBLE REDISTRIBUTION OF U.S. EXPORTS Randall Hinshaw

One of the obvious ways nf reducing the inflationary reper-
cussions of the European recovery program on the American economy is by
curtailing exports to ccuntries which zre not included in the program.

At ~he present time, American exports of goods end services are near
record peacetime levels; and while the net outflow of American production
is not lerge in relation to total productinn (amounting to less than 6
per cent of the gross national product), much of it is'in the form of
g0oods in critically scarce supply throughout the world., Where the supply
of a commodity is short, a small addition to the total cemend for the
comnodity may lead to a sharp rise in its price. Since foreign demand
for American goods is largely concentrated on just those items which are
in short supply--notebly food and steel--the inflationary impact of the
current level of exports is a much more scriocus matter than is indicated
by =he low retis of net exports to totael output.

If we are to achieve the twin objectives of domestic price
stability ancd Zuropean recovery, the destination of American exports
becomes a natter of genuine concern. Nor can it be assumec that the
problem of export allocation is satisfactorily solved when the ap»aropriate
sun of dollars is nlacecd at the dispnsal of the countries selected es
elipgible for Americen assistance. For these dollars must compcte with
gold and dollers held by countrics whose rcscrves may be large and whose
purchases from the United States, though far less urgent in terms of need,
mey also be large. In this situation, the result is far from ideal frou
the stendpoint of cither the American consumer or the foreign beneficiary
of american aid.

Satisfactory allocation of exports under present conditions can
be achicved only by cirecct controls. American exports are still subject
to such control, though at present licenses are requirecd for only about
25 ner cent., The President's Council of Economie Advisers has acvocated
a strengthening of the »resent system of control, and there is cvidence
that much more, indeed, might he done in the direction of diverting exports
from countries which are not cancdicdates for U.S. assistance to countries
whizh are,

The following table, showing the destinetion of American exdorts
by major cormodities, is based on data for the first half of 1947, The
dollar figures are exnresscd at annual retes.

One most striking fact revecaled in this table is that zbout
two-thirds of our exports are going to countries which are not included
in the Marshall group. Cf this two-thirds, the bulk goes to Canada and
Iatin America,

_ Only half of our recorced food exports go to the European Te-
eovery Plan countries;l/only about a fifth of sur exports of machinery and
of iron anc steel products go to the same destinetion. For textilcs, the
frection is only about a sixth. '

.

1/ The fipures in the ta%le Co not include unrecordec food exports to
sceupied ereas, which have been amounting to cbout one-sixth of total
recorded cxports of food. '
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Recorded Exports from the United States, January-Junec 1947

(In millions of dollars at annual rates
and per cent of total)

Marshall Plan| North and Rest of Total
countries |[South America| world
Value ofp | Value ofy |Velue| ¢fo| Value| of,

L4

Fondstuffs 1,240 | 50.0 647 1 26.1 595124.0! 2,482]100.0
Industrial and agri- '

cultural meachinery 323 | 19.7 254 | 52,1 462]28,21 1,639(100.0
Textiles and textile

nanufactures 266 | 17.4 618 | 40.5 644 142.1] 1,528|100.0
Autos and parts 182 | 15,7 735 | 63.5 240120.8| 1,157]100.0
Iron and steel

aroducts 228 | 21.3 641 | 59.8 203{18.9| 1,072{100.0
Cotton, tobacco 542 | 562 94 9.7 329134.1| .965}(100.0
Chemicals 194 | 25.0 353 | 45.6 227129.4 7741100.0
Petroleum and

products 255 | 41.3 212 | 34.3 150{24.4 617/100.0

Total Exdorts 4,911 | 32.6 {6,283 | 41.6 |3,902|25.8{15,096{100.0

It is clear from these figures that a large fraction of American
exports are making no direct contribution to the foreign-aid program.
This does not mean that it would be wise to channel all U.S. exports to
countries which are eligible for Amcrican assistence. A large nart of
the exports to non-European countries representspayment for American
imports. Thus it is the export surplus to areas not covered by the
European Recovery Plan which is of primary interest in the present con-
nection. This surplus is substantial. In the second quarter of 1947,
it amountec to an annual rate of about $5 .billion, or not far from half
of total net exports.l The magnitude of this surplus is such as to give
point to the sentiment that a proper use of direct export controls is the
most relevant method of dealing with the twin nroblems of stability at
home znd recovery abroad.

1/ This figure refers to merchandise trace, including unrecorded trans-
actions.
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SWEDEN'S IMPORT SURPLUS Robert W. Bean

The import restrictions which Sweden imposed last March 15
in an effort to diminish the widening gap in its trade balance have
failed to achieve their purpose; imports and the import surplus in the
second and third cuarters of the ycar have exceeded the first-quarter
figures., There has been a tendency in Sweden to.place z mejor share of
blame for this development on conccssions of policy which the Swedish
- Government, made to the United Stetes in an understanding announced on
June 24.}/ The purpose of this article is to weigh the truth of this
complaint.

The Trade Figures

The import controls put into effect on Mearch 15 took the form
of requiring a license for all types of imports not cxpressly included
on &n unrestricted list., It was the intention of the Swedish Government
that; this system of contrel should make it nossible 70 1imit the 1947
import surplus to not morc than 300 million kronor;g actually, however,
the annual rate of surplus during the first nine months hes exceeded
2,000 million kronor. The fault is not failure of thc cxport drive, for
actual exports during the first nine months have becn at an annual rate
close to 3,000 million kronor, whercas the 1947 plan called for exports
of only 2,700-2,800 million kronor., Thc fault is rather that imports,
which were to be limited to about 3,000 million kronor, have becn at an
annual rzte of 5,000 million. Either licenses have hbecn granted too
freely or too meny commodities have been put on the unrestricted list,
or hoth.

The Swedish contention is that, in order to live up to the
terms of the June 24th understending with the United States, Sweden has
been compelled (1) to accept over a long period a greater volume of
commodities from the United States (and =t higher oriccs) than cen e
sustained, (2) to admit o substentizl volune of luxury imports from all
sources as late as six and onec-half months ofter the import ban was
imposed, and (3) to continue indefinitely zdmitting token imports of a
whole arrzy of non-essential commocities from the United States,

l/ This understanding wcs recached after prolonged negotiations begun at
the rcquest of the United States. The rclevent terms of the under-
standing are discussed below,

g/ There have been various rccent stotements that the originel plan
envisaged an import surplus of 1,000 million kronor, rather than
300 million, during 1947. In March, however, both Prime Minister
Erlander and Governor Rooth of the Riksbank declared that the
intention was to reduce imports by about 10 per cent below the
1946 figure (i.e., to about 3,000 million kronor), and to increase
cxports by about 8-12 per cent above 1246 (i.e., to 2,700-2,800
million kronor).
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Table I
Foreign Trade of Sweden, October 1946 - September 1947
(In millions of kronor)

Imports Exports Balance
1946
October 327 238 -&9
November 345 220 -125
December 331 237 _=94
1,003 ' 695 -308
1947
Janucry 371 222 -148
February 334 119 -216
March 279 139 -140
984 480 -504
April 355 220 -136
May 460 251 -209
June 467 . 295 5 -172 ]
1,283 766 =517
July 520 318 . =202
August 496 318 ~-178
September 549 305 —R44
1,565 91 —62L,

The June 24th Understanding

These contentions are besed on the following undertakings by
Swecen in the exchenge of memoranda with the United States on June 24:

(1) "Licenses will, unless otherwise agreed, be granted
permitting the importation of commodities from the
United States listed in Schedule I of the Commercial
Agreement between the United States of America and
Sweden of 1935, and not on the unrestricted list,
to an amount, for the period from Januvary 1, 1947,
to June 30, 1948, equivalent to not less than
150 per cent of the volume of like imports from
the United States during 1946."

(2) "... licenses will be granted for the import of
all commodities which were placed under import
restrictions on Zﬁarch 15, 19427, provided that
the Swedish importer when applying for an import
license establishcs the following facts: (a) that
a bona fide contract contemplating delivery prior
to October 1, 1947, had been entered into, on or
before March 15, 1947, and (h) that the delivery
in Sweden of the goods mentioned in thc contract
will be effected before Cctober 1, 1047.M

(3) "No commodity or class of commodities imported
from the United States during the operation of the
Commercizl Agreement between the United States of
America and Sweden of 1935 shall be entirely excluded."
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Quantitative Significance of the Swedish Concessions

For the present, the third of these concessions has little
sigrificance for the size of the Swedish import surplus. The problem
is scarcely one of token imports, but rather of unusually heavy imports
of rearly every category of goods (except coal and other scarce com-
modi.ties). ‘

The first commitment is probably the most important., In
1946 Sweden imported from the United States 167 million kronor of
Schedule I commodities,}/representing 21 per cent of total Swedish
impcrts from the United States., All but a few of the Schedule I com—
modities were placed on the restricted list in March 1947, and the
remeinder have since been added; the commitment therefore now applies
to the entire Schedule I. Incomes are sufficiently high in Sweden, and
demend sufficiently great, that applications probably will be made for
licenses to- import these commodities in a2 wlume at least as great as
during 1946, It is thus possible that the Swedish Government may have
to issue licenses pemmitting——in view of the general rise of prices—
as much as 300 million kronor of Schedule I commodities to be imported
from the United States during 1947 and the first half of 1948.

One cannot deny that, as a result of promising to follow this
policy, the Swedish Government may have to permit the import of com-
modities which it regards as unessential, but for a number of reasons
the quantitative significance of this is less than it appears. The
figure of 200 million kronor (taking this as the value of Schedule I ,
imports in 1947 alone) is not large compared with the gap of 2,000 million
kronor between planned and probable total imports during 1947; i.e., the
chief cause of the continued high level of imports lies elsewhere, More-
over, a substantial portion of Schedule I imports would have occurred
even in the absence of the June 24th understanding with the United States.
The transitional arrangements provided for by that understanding did not
take effect until July 1, and very heavy imports of Schedule I commodities
were made during the first six months of 1947 (imports from the United
States of automobiles and of fruit each amounted to 52 million kronor
during this period), Finally, many Schedule I commodities placed on the
restricted list in March were not of luxury character, and it was not
intended at that time to restrict their import severely; import licenses
were freely granted even before the June 24th understanding was reached.
Such commodities were placed on the restricted list only as a precautionary
measure and in order to give the Govermnment control over their allocation
in Sweden, It is probably safe to conclude that during 1947, as a result
of <his commitment, Sweden will have to import, at most, 100 million
kronor more than would otherwise hav: been the case.

Additional imports from the United States of both Schedule I
and other commodities have been required, however, as the result of the
transitional provisions which Sweden adopted in accordance with' the
June 24th understanding (the second commitment mentioned above).

1/ Of which automobile imports amounted to 65 million kronor; and
fruit imports, 56 million kronor,
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These transitional provisions have been applied only to goods placed on
the original restricted list. Their purpose was to prevent hardship to
importers and suppliers resulting from the suddenness with which re-
strictions were imposed; subsequent additions to the restricted list,

now that warning has been given, do not carry with them such liberal
trensition arrangements. The original restricted list was limited to
luxury commodities, imports of which were to be sharply cut down, and
certain more useful commoditics, the domestic allocation of which was

to be brought under control. The importance of this fact is that in
general one may presume that the libersl transition terms would be of
less significance for luxury imports then for scarcer items; i.e., orders
for most luxury goods need not be placed more than two or three months in
advance of delivery in Sweden, so that the restrictions should have begun
to take effect by June or July, despite the liberality of the trensition
arrangements. For some luxury goods, however, much longer delivery terms
currently apply, and this is particularly true with respect to automobiles.
Although the intention in March was to cut down sevcrely on automoblle
imports, the Swedish Governmcnt has undoubtedly had to license a greater
volume of imports than desired because of the delayed-delivery rule.
Thus, automobile imworts from the United States in July (the latest month
for which this figure is available) amounted to almost 12 million kronor,
compared with a monthly average rete of about 5 million kronor required
by the 1946-volume rule.

It is difficult to cstimate the totil amount of additional
impcrts which may have been made necessary by application of the June 24th
trarsitionzl arrengements. One should point out, however, that the con-
tinved import of luxury goods at unusually high levels throughout the
sumrer frequently had other causes, Among the commodities in this
category are, e.g., nylon stockings, of which 22 tons were imported in
August 1947 compared with 30 tons in February 1947, the month preceding
the import ban; facial powders and creams, of which 9 tons were imported
in August compared with 6 tons in February; and perfumes and toilet waters,
of which 9 tons were imported in August against 7 tons in February (Table I1).

Table II
Swedish Imports of Certaeln Luxury Goods
(In metric tons)

Average 1946 1947
1936-38§/ Yearsd/ August  February August
Cocoa beans 6,200 9,700 605 782 669
Biscuits ' _ 48 300 31 84 93
" Camed fruits?/ 1,800 3,800 86 647 163
Facial powders and crecams 60 86 12 6 9
Per:umes and toilet waters 61 81 10 7 9
3ilk fabrics,pure,synthetic 320 1,300 106 89 121
Jewelry L, 69 7 6 2
Bananas 11,400 21,600 1,039 1,230 478
Fresh applest/ ‘ 15,300 32,700 1,675 2,014 1,218
Fresh pears? 8,100 12,800 114 1,042 0
Chocolate and other candies 710 2,100 196 636 274
Cigars, cigarcttes 240 1,200 7€ 16 4
Volatile vegetable oils 110 170 16 19 9
a/ “arge figures are rounded. b/ Commodities included in Schedule I of

the U.S,-Swedish Commercial Agreement of 1935.
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France, Belgium, and Switzerland, however, were important sources of these
goods, and their sustained volume may be attributed in large part to
Swed2n's obligations under the terms of trade agreements with those
countries, The amount of luxury imports which Sweden had to acceot as

a result of the transitional arrangements probzbhly did not exceed--one
may give only & rough guess--an additional 100 million kronor.

Altogether, then, the June 24th understanding may add 200
million kronor to the Swedish import surplus in 1947, and an aaoltlonal
100 million in 1948,

The Recl Cause of the Import Surplus

The conclusion is that by far the major part of the unexpected
import surplus is accounted for by unusually lerge imports of commodities
which the Swedish Government 4id not last March intend to restrict, and
this may be verified by looking at the figurcs for imports of raw matcrials,
petroleum, and machinery.

Table III
Swedish Imports of Certain Industrial Commodities,
Annual Rate During Jenuary-Aoril and May-Aupust 1947
(In millions of kronor)

Anmual rate, Annual rate,
January-April May-August
Gasoline 58 101
Crude oil 18 44
Diesel oil 100 146
Rubber, crude 25 41
Wool : 58 106
Iron and stecel, and other non-
precious metals and products 501 g13
Machincry end clectrical
equipment 308 536
1,068 1,787

Here, in this brief list alone (Table III), are items which may
well account for 700 million kronor of the unexpected import surplus. A
more comprehensive listing of raw meterials would add to this figure.
There have also been substantial increases in imports of consumer gocds
which, in certein quantities at least, are ordimarily rcgarded as essential,
For this reason, on September 17, the Swedish Government found it necessary
to remove from the free lict nractically a’l such commodities which still
remained,

These figures indicate that 3weden has been well recompensed
for much of the severe loss of gold and foreign exchange suffered during
rccent months. Imports of capital cquinment have becn considerable, and
stocks of raw materials have becen accumulated, The tightening of re-
strictions may stop industrial expansion, but few serious hardships will
be incurred,






