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limited to items (1) not broduced in the United States or (2) not aveil-
able in sufficient cuantities to satisfy domestic requirements as well as
all demands on such Supply for export. Since April 5, 1948, vhen ECA be-
gan operations, the Secretary of Agriculture has declared meny commodities
requested by participating countries to be in surplus and available in
quantities sufficient to meet all the then existing requirements of the
perticipating countries. Among the most important cormodities which have
been declared in surplus are vheat, cotton, tobzcco, cheese, bacon, coerse
graing, fats and oils, and oilceke and meal,

B. Regulations on sources of supoly

1. Becessity for use of dollars.- It must be shown that the pur-
chasing country cannot Supply an acceptable currency other than the dollar.

2. Perticipating countries.- Since the introduction of the Intra-
European Payments Plan in October 1948, it has been the policy of ECA not
to finence directly purchases made by one participating country in another
participating country or in the independent sterling area. Relisnce has
been plaeed on the Peyments Plan to cover the major part of intra-European
deficits,

a. Belgium.- Under the 1949/50 Intra-European Payments Agreement,
special arrangements proved necessary in the case of Belgium. Last summer,
it was estimated that Belgium's surplus with the participsting countries
would exceed its estimated dollar deficit during the current fiscal year.
The estimates on vhich the zrrangements were based vere a dollar deficit of
$200 million ond a European surplus of $400 million. In order to reduce
the ECA dollar eid necessary to cover the Belgian intra-European surplus,
it was agreed that Belgium would finance a part of its surplus (87,5 mil-
lion) by the extension of long-term credits to the United Kingdom, France,
and the Netherlands, In return ECA agreed that offshore purchases in Bel-
gium by participating countries of certain essential cormodities would be
considered eligible for direct ECA financing up to the totzl of $112.5 mil-
lion. This amount represents the difference between the estimsted surplus
with the participating countries and the Western Hemisphere deficit after
making ailowance for the amount extended by Belgium in the form of credit.
In view of the reduction of the Belgian surylus position in Europe since
the currency revaluations, it is doubtful vhether this offshore provision
will become very importont.

b. Switzerlend.~ Switzerland is the only member country of the
OEFC vhich is not a full participent in the Intra-Furopean Payments Plan.
It is eligible, therefore, for offshore purchases by the participating
countries on the same terms as other nonparticipating countries. Reguests
for offshore procurement in Switzerlasnd are considered favorably by ECA if
they meet the general criteria of essentiality, competitive pricing and
lack of other acceptable means of payment.
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C. Sale of dollar raw matericls refined and processed in
perticipating countries.- Prior to the inception of the Intra-European
Payments Plan, it was the practice of some countries now participating
in the Plan to invoice the sale of certain commodities to other partici-
pants in dollars, This was the case particularly vhere dollar raw ma-
terizls were processed in a participating country prior to ssle as a
finished product. In many cases such processing or refining was perfcrmed
g5 an inp-bond trensaction, Examples of such processing wsre petroleun,
nickel, copper refining, end sutomobile assembly. As 2 result of such
dollar invoicing, the burden of the dollar outlsy for the raw msterials
vas shifted from the processing to the consuming country,

WVith t
cation for this practice has largely been eliminated, since it is possible
for ECA to take account of these dollar import requirements in determining
the 2id cllotments of the participating countries, Consequently, since
June 20, 1949, ECA has not finenced the sale of = refined or processed
product to another perticipant for dollars. The dollar cost of the raw
m#terials and necessary supplies has been finenced by ECA from the allot-
ment of the country where the processing operation took place, snd the
letter is expected to sell the refined product for its own currency within
the framework of the Intra-European Peyments Plan. ECA does make excep-
tions, however, in those cases where it can be shown that the application
of this policy vould cause a hardship to the Processing country and inter-
fere with the flow of intre-European trade.

5. Petroleum and petroleum products.- Vhile ECA fincnces off-
shore purchases of setroleum and, indeed, urged offshore procurement during
the first year of the brogram, the offshore source must be, directly or
indirectly, en American-owned and operzted company. To make sure that no
non-dollar oil is finenced by ECA, a special statement showing the relation
betveen the imported materisls and the supplier must accompany standard
ECA documentation in cases where Americen participation is indirect. There
are Several types of arrzngements whereby participeting countries buy dollar
oil indirectly through non-dollar firms:

(1) There stock ovnership in the exporting company is predomi-
nantly foreign or ~here American ovmership is on & participating basis:
In such cases, only the fraction of the total purcheses correcponding to
the American share in the ovmershin will be financed with ECA funds.

(2) Where petroleum products, purchased by participating coun-
tries directly from non-dollar processing companies for dollars, have
been derived from dollar crude oil and processed under z processing agree-
ment between the dollar oil compeny end the non-dollar processing firm.

(3) Vhere, as the result of an exchange agreement, a dollar oil
company ships non-cdollar oil borrowed from a foreign firm with the stipula-
tion that the loan will be repaid with dollar oil.

(4) Finally, ECA will finance participating countries' dollar
purchases of oil from dollar scurces if the 0il, orizinally bought from
ﬁon-dollar companies, was paid for in dollars by the supplier.
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. Price regulstions

The principal price requirements are the following:

1. Thet the offshore country offers terms at least as favorable
as those offered by a U.S. supplier.

R+ That the offshore purchase price for bulk commodities does
not exceed the breveiling price in the United States adjusted for differ-
ence in-the cost of transportation to destination, cuality and terms of
payment.

5. That the offshore price is not higher than the prevailing
export price,

4, That the offshore price does not exceed the suppliers local
domestic market price adjusted by customary and reasonable export differ-
enticls,

To ensure compliance ith the price regulations, ECA makes a
post-examination of offshore purchases. If the purchase price is found
to exceed the limits of test (2) above, ECA will hold the transaction
ineligible for payment and will demand repayment of the entire purchase
price by the participating country. If the purchase price is found to be
within the limits of (2) but excessive in terms of (3) and (4), ECA may
limit its demend for repayment to the amount of such excess.

The volume of offshore procurement was probably reduced by the
provision that the official exchange rate had to be applied to the sup-
plier's price wvhile the supplier's currency could often be purchased at
a discount for free dollars. This application of the official exchange
rate resulted in making some non-U.S. products more expensive then the
corresponding American products and therefore ruled out offshore procure-
ment which might have taken place under freer trading conditions,

II. Survev of Operations

A. April 3, 1948 through larch 31, 1950

From the beginning of the program in April 1948 and cumulative
through March 31, 1950, zuthorizations for procurement offshore zmounted
to ebout ¢2.5 billion or almost one-third of total authorizations issued
as indiceted in Table I. However, in terms of the nationality of the
supplier rather than the geographic ares of origin, procurement from non-
Americen sources smounted to less than £5 per cent of the total.l

1/ This figure was calculated by ineluding all offshore procurement
of petroleum and products in the U.S. total rather than in the figure
for offshore procurement. Other commodities procured offshore are also
purchased from American compsnies abroad so that the proportion of pro-
curement from non-American sources is even less than indicated here,
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Table I. Distribution of Authorizations
for Procurement by Area of Origin*
Period
April 3, 1948- April 3, 1948- April 1, 1949~
Area of Origin March 31, 1950 March 31, 1949 | March 31, 1950
Millions|Per cent|Millions Per cent|Millions|Per cent
of of of of of of
dollars | total dollars total [dollars total
All areas 8,062.9 100.0 4,358.9! 100.0 3,704.0 100.0
United States 5,567.8 69.1 2,821.3 64,7 2,746,5 74.1
Offshore 2,495,1 0.9 { 1,537.6] 35.3 957.5 5.9
Canada 1,084,1 13.4 698.9] 16.0 385,2 10.4
Latin America 620.7 7.7 355.3 8.2 265.4 7.2
Participating
countries 386.3 4.8 275.0 6.3 |a/ 111.3 3.0
Other countries 404,0 5.0 208.3 4.8 195.7 5,3
ol

* Totals may not add because of rounding.,
a/ Over 90 per cent of this amount was for procurement of dollar
oil from Americen companies located in territories of the participating
countries,

1. Principal suppliers.- Canada was the largest single supplier
outside the United States, accounting for ¢1.1 billion or 18 per cent of
total suthorizetions and 43 per cent of those issued for procurement off-
shore. The chief commodities obtzined by the participating countries, and
perticularly by the United Kingdom, were breadgrains, non-ferrous metals
and pulp and paper. The Latin American countries as a group ranked second
in importance vwith £620 million or 8 per cent of total authorizaticns,
Une-quarter of the suthorizations issued were for procurenment off'shore;
the principal items supplied wvere petroleun, sugar and non-ferrous metals.

Procurement in non-participating countries outside the Western
Hemisphere accounted for 5 per cent of total and 16 per cent of offchore,
Most of the authorizations represented oil purchases in the Middle East.
Fabriceted basic textiles ¢nd some non-ferrous netels were imported from
Japan, end copra and certain fibers were obtained from the Philippines.
Procurement in Eastern Eurcpe was limited to purchases of coal, fertilizer,
soft-wood and lead.
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2. Commodity distribution.- Almost all of the authoriszztions
for offshore procurement were for commodities which were either not pro-
duced in the United States or were not evailable here in sufficient quan-
tities to Satisfy externsl demend. These items were almost exclusively
foodstuffs and raw materials. Breadgrains and petroleum together accounted
for a little more than 40 per cent; authorizations for sugar znd non-ferrous
metals for another 25 per cent. With respect to a number of the commodities
procured offshore, non-U.S. sources represented the mzjor sources of supply.
Thus over 90 per cent of ECA-financed sugar imports were scheduled for pro-
curement in Latin America; 75 per cent of both non-ferrous metals and pulp
and paper were bought in Cznada and Latin America; end over tvo-thirds of
the authorizations for petroleum and for hides and skins specified suppliers
outside the United States.

B. Developments durine 1849

There was a marked change in the distribution of authorizations
betrreen the United States and other countries during 1949 compared with
1948l (see Teble I). In 1948 authorizations for procurement offshore rep-
resented 35 per cent of the total, while in 1949 they zccounted for only
26 per cent.

1. Enforcement of surplus sgricultursl cormodities provisions.-
It is clear from Table II that the decline in grein exports, vhich amounted
to over 40 per cent of the 1948 level, was the most importsnt single factor
in the felling off of offshore procurement. This was primarily the result
of ECA's application of the surplus agricultural commodities provisions in
Jenuary 1949 =nd, to some extent, was due to the general decreasse in Euro-
pean demend for breadgrains. Except for wheat procured under a special
U.S.-Canada-U.X. agreement, participating countries have procured no bread-
grains outside the United States since January 1949,

In order to prevent a worsening of the finaneisl crisis which pre-~
ceded devaluation eznd to enable the United Kingdom to meet its contract com-
mitments with Canada.gé ECA mede un exception in the case of the United
Kingdom in the summer of 1949. ECA agreed to finance 175 mililion vorth of
Canediezn wheat exports in spite of the fact that U.S. wheat was then in sur-
plus. In return for this concession, the United Kingdom egreed to buy an
additional %30 million worth of U.S. wheat and £8 to %10 million of perish-
able surplus agricultural commodities which it had not previously scheduled.
Caneda, in turn, sgreed to remove all restrictions on the importation into
Cenada of Americen fresh fruits and vegetables,

1/ Throughout the following discussion 1248 refers to the period
April 1, 1949 through March 31, 1950 and 1948 refers to the period
April 2, 1948-March 31, 19249,

2/ The contract, which had been made two years prior to the
Euroﬁgan Recovery Program, provided that the United Kingdom “ould pur-
chase about $300 million vorth of Canadian wheat over a four-year period.
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Table II. Iajor Commodities Procured Offshore
Perioag
April 3, 1948- April 3, 1948~ April 1, 1949~
Commodity Mareh 31, 1950 March 31, 1949 March 21, 1950
Millions|Per cent|Millions!Per cent|Millions[Per cent
of of of of of of
dollars | total |dollars | tobal dollars | total
Total - All commodities 2,495.11 100.0 1,557.61 100.0 957.5 100.0
Petroletr and products 591.2 23.7 299.4 19.5 291.8 30.5
Breadgrains 455,7 18.3 315.9 20.5 139.8 14.6
Non-ferrous metals
and products 389.,3 15.6 233.2 15.2 156.1 16.3
Sugar and releted
preducts 229.2 9.2 112.9 7.3 116.3 12,1
Cozl and related
fuels 96.9 3.9 86.2 5.6 10.7 1.1
Pulp and paper 72.9 2.9 44,7 2.9 8,2 2.9
Fats and oils 67.7 2.7 71.1 4.6 -5.4 -0.4
Hides and skins 49.5 2.0 33.0 .1 16.5 1.7
Fabricated basic
textiles 48,8 2.0 30.2 2.0 18.6 1.9
Lumber and lumber
manufactures 55.3 2.2 35.9 2.3 19.4 2.0
Feed and fertilizer 43,7 2.0 42,5 2.8 6.2 0.6
All other 389.9 15.5 R32.6 15.2 157.3 16.7
o — .

2. Intra-Europesn Payments Plan.

European Payments Plan,
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of March 1949 snd March 51, 1950, however, when authorizations had been
pzred down to ¢385 million, dollar bzlances actually declined by about
$14 million. Thus offshore procurement has been an important factor in
Canade's doller position,

Chile's total gold and dollar balances also increased from $89
million at the end of March 1948 to £96 million at the end of March 1949
and between Karch 1949 and March 1950 there was an increase of $14 million.
Venezuels, vhich Supplied participating countries with large quantities
of petroleum, increased its gold znd dollar reserves by over 40 per cent
(from £306 million to £436 million) between March 31, 1948 and the end
of March 1949, ond there was also a substantial increase (from $436 million
to 483 million) during the period llarch 31, 1949 through the end of March
1950. Other Latin American countries, although not able to improve their
reserve positions, found thot ECA dollars were instrumental in cushioning
the effects of the decline in demand for some of their principal export
items.

The availability of free dollars to participating countries did
not, in general, put U.S. suppliers to the test of competition. Many of
the products which non-participating countries could probably offer most
successfully at competitive prices are precisely the items vhich are not
eligible for offshore procurement, viz., food and agricultural commodities.l/
On the other hend, vhile ECA dollars can be freely used for offshore pro-
curement of manufactured goods and capital ecuipment, there are virtually
no offshore suppliers of such commodities outside the participating coun-
tries.

It cean be expectad that offshore procurement will decline since
imports from the United States are not likely to be reduced at the same
rate as ECA aid. Participating countries will probably find that a higher
proportion of the appropriation will be needed to cover essential imports
from the United States. On the other hand, new elements of flexibility
in the use of ECA dollers are to be introduced during the coming year.
First, participating countries will, in generel, be able to accunmulate
dollar reserves vithout fear of reduction in their subsecuent ECA allot-
ments. Second, $600 million is expected to be contributed to & European
Payments Union which will then open the way for expansion of multilateral
settlements. These dollars, together vith say {600 million diverted to
third countries via offshore procurement, will make ECA's free doller out-
lays equivalent to about one-third of total ECA aid.

1/ One importent exception to this is lumber, which participating

" countries may and do buy offshore even though U.S, exporters have
emple supplies. As a result of compleints by U.S. exporters, ECA
1s now re uiring additional documentation from participating coun-
tries who are parties to such transactions.





