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GENERAL ARMSTRONG :

- Gentlemen, it ‘seems that. ‘the speaker thie morning and I learned the
. .pripmciples of economics in the same school, that is, Columbia University.
_.L:was there in the Halcyon Age (practlcally the dawn of history) and he
was there a good many years later. So he will probably bring you a more
modiern. brand of economic thinking. .
But in all events, he has had a very dlstingulshed career as an .
eoonomlst He was in the Federal Reserve Bank and when my classmate, Leon
- Frazer, who was the head of that Bank, wanted someone to come over to the
Bank of Internatlonal Settlements in Qwitzexland Mr. Kindleberéer was
' des1gnated Lor tﬁat parti cular” assignment.

I am 1ou g01ng ‘into the details of hls career except to tell you that
~ he. 1s.nov in the Department of State and. has been there since. l9hJ, He
was in, 0.8.8. during the: war. Mr. Kindleberger wee the adviser on rena-
fatlone in the Div181on of Financial Affairs. ILeter on he was made Chlef
of the Division of German and Austrian Economic A’lalrs'

e 1s the authOf or "International Short- teﬁm Capital- Movements
publighed in NeW‘YorL 1n 1937 i

The QubJec,t ‘of his dlscus >ion this movnlné, 5entlemen is "United
States Eoonomic Pollcy Towara Dejeated Countiies".- Gentlemen, Mr.
Kindlebe;gex. ’ L

MR, KDDIEZB]’S.'PGE‘CP-

G¢ven the nature of my daily wonk I hope you will beﬁr with e if I
discuss United States economic pOllCJ toward defeated enemy countries almost
exclusively with relation to Germany. I know that the State Department,

- Civil Affairs Division, Joint Chiefs of Staff, and the Supreme Commander
+-in the Pacific are -all very much concerned w1tn, and intersgted in, what is
going on with our policy in Japan. I am afraid I have not been able to
~follow that very closely, although I may be able to meke one or two
reLerenaes to 1it. v .

. Tne United ‘States policy with respeot to Germany, is laid. down in
Joint Chiefs of Staff Directive 1067. It is laid down on an agfeed
tri-partite basis, with the U,S.S.R. and Great Britain, in the Potsdam
. Agreement, signed August 2, 19h5 The Department of State has put out an
' internretatlon 01 theé- Pbtsdam.Aéreement as ol Deoember lO l9h5, which I
. belleve you were glven an opportunity to read : .

ap i Seroo .
, ‘ American poliey,:: on- the economlc s1ae “is motivated primarily by con-
,szde at;ons oi &tonomic: security I thlnP it ig-worth pointing out that
the Potsdam Agreement. brought together the resouxces of Germany and the



needs oi Russia, which had been very badly devastated. It is hard to see
now it was zppropriate for the defeated enemy country to retain its
factories, 1ts machines and equipment, when the USSR, a victor nation,

had lost its factories and equipment in the Ukraine, in southern Russia,
and on the outskirts of Ieningrad. -

The economic disarmament of Germany started out, in the American
concent, to insure that Germany wes not self-.sufficient in materiale that
could be put to war purposes. A good many synthetic industries in Germany,
whicl mede Gewvmany able to get along without primary deépendence on imports,
were Dlaced on a prescribed list. The prescribed list, as: it now stands,
includes shipbuilding, aviation (airplanes and aircraft engines), tanks
and gung, and a serles of synthetic -products, including oil and rubber,
as well as nitrogen from the ammonia process which is, of course, the
essential 1n5redient of gun cotton. :

T think it is apgfopriate to notice, however, that the Potsdam Agree-
ment was made on August 2 and its consideration in the minds of the public--
at least in the eyes of the public--took place four days before August 6,
when .the Atomic Age was ushered in, ZEmphasis on gun cotton ‘and gun powder
now, for example, seems a little archaic already. The emphasis on airplenes
is by no means as archaic; but I think it is appropriate to notice that
the economic disarmament. plan for Germany smacks a little bit of the pre-
Atomic Age. I do not think that was a major criticism, as I will suggest
a little later. :

Whet is actually desired in 211 this is to get Germany very far behind
any other country. I do not think anybody would suggest that Germany
should never build a seagoing ship again for all time. To embark on such
a program would mean that the program would one day break down. But to
eliminate the shipbuilding industry and to say the machinery in those yards
is available for reparations pute Germany very fary behind. We will later-
discuss just what industries are going to be prohibited entirely in Germany
for all time. Removing the aircraft industry, making sure that all scien-
tific¢ equipment in the way of tunnels, experimental stations, and the whole
airorafu industry goes out aq-reparatlons, mearis that. Germany will be very

behlnd technologically. :

The disarmament program goes on-beyond that. It called for reduction
in Gerwan capacity in certain industries. What the reduction”in that
capacity would be was provided in the Potsdam Agreement: negotiation would
take place, and the Allied Control Council in Germany cvould say what level
of Germen industry should be pexrmitted for their peacetime economy. It
was agreed that that decision should be made six months from August 2.

The egreement was not made six months from August 2, but it was reaohed
three weeks ago. (last week of March; l9h6) : CE

There are certain factors detefmlnlnb what the peacetlme evonomy or
Germany shall be. In the Iirst place, there is the resolve of the United
States and Russia--a resolve which is ascepted also by Byitain, although
Britzin does not really subscribe to it:.as wholéheartedly as the other
twov-tnat Germany .shall be weakened. - For this purpvose as much equipnment -
shall be taken out of Germany as possible--or rather as little shall be left
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in Germeny as possible. On the other hand, Germany has to be left enough--
equipment to be able to live on some level of subsistence, The Potsdam
Agreement said Germany could be permitted to have s standard of living
equal to the Furopean average, exclusive of the U.S.S.R. and the United
Kingdom. I take it there is no particular eignificance to the exclusion
of the United Kingdom and the U. S, S. R., but simply defining the stand-
ard of living as that of Continental Europe. This means, according to

the economists and statisticians who have studied the figures, that the
economy -has to be brouéht down to the point where the standard of living
in post-wai Germany shall be about 30 percent below the standard of living
in pre-war Germany. This 30 percent mostly, i8.in.food, owing to the
loss of territory in the East, but reductlon takes place in other types

of goods as, well :

Soeaklng of the level of 1ndustry, ¢1gures indicate that the pro-
duction of steel will be brought down from about 23 million tons to 5.8
million toneg. Heavy machinery will be limited to 30 vercent of that ex-
isting prior to the war; light machinery to 50 percent. Heavy.basic
chemicals will be limited to 40 percent; all other chemitals to 70 per-
cent o: pre-war production. Textile, leather-working items, pulp and paper
and peacetime industries of that character are also fixed as to what they
should be, but the United States' reservation is-that there shall be no
limit placed ‘on Germeny's ability to produce peaoetime goods.

Tuvther than,that this level-of-industry plan pfovides that German
exports shall be to the amount of three billion Reichmarks a year. This
is to enable Germany to buy the imports she needs so that. those imports
will not have to be provided for all time, as they dre now, by what ‘might
‘be- called "the relief operation", financed bJ the Uhited States. :

., As a further element in economlc security, the United - States has
resolved, and it was agreed at Potsdam, to eliminate German economic.
spearheads abroad. German firms in the United States, whose ectiv1tles
have strengthened Germany and weakened all the other’ countrles, have been
taken vnder wontrol by the Alien Property: Chstodlan. The Alieh Pronerty
Custodian has title to General Aniline & Film. The United States, Russian,
British, and French people propose to eliminate German spearhead firms
.,thioughout the world.. :

Finally, as a measure of economic security, the United States.is
resolved to break up German economic institutions which have had an un-
desirable effect on German political activity and on Germen economic life
‘abroad. I nave particular reference to the cartels. Those of you who
- are students of German political life are aware that Bismarck made the
infamous deal back in the Nineteenth Century, when the Junkers with their
wheat interests banded together with the iron and steel industrialists
of Russia to launch Germany on its first round of aggression. It is this
type 0F economic institution which reached its Full power in the cartel,
the German certel., The German cartel has had e pernicious influence on Germer
economic. life. The bankers who deal in stock securities, and who are tempted
towvard expansion, have helped conduct Germen economitc policy in Southeastern
Europe in a particularly vicious way, All of these institutions we would
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like. to .change in Gerumany in orcer to mcle sure that the e onomic influence,
in ite impact on,the polit“; al life, is not reaxrly co great. R

3

. The sane uype of ect vity ig coing Fovward irl"Jezan where the object
of 1 rticular atueptwon' & to make sure that the leading industx 1al fam~~~
lies Qi Japan mve tkeiz‘influence on Jansnese life reduced. : -

e

[.

. “OV in tak " 'equlvmert out of Germany, we v opose to deliver it to-
othe' _countrieg’ as repar atlons. Also, the Germar. external assets are to
be ziven to otjexr count"les ag revaraticnes., Aiter all, countriee of
Fu Oﬁe?¢44,¢a2+1Vula , and , countirieg all over the norld have suifrered
very séverely at the nando of Gexmany. It is app;opﬁlate~tnat what Germany
loses in )eﬂel+v for ite egine, is, in fact, given sut, distiiduted, and
put to the best poscible uee to build Yoy the future. In addition to that
there. is the very difficult and awkwaid problem of re°tor1ng to the other
countiies what Germany stcle from them dur*né the war in the ;orm cf looted
art, industriel equipment, and all cther items. :

nie doeg not constitute revaratione in the old sense, fox repar rations

in tne ol¢ eense meant that the country, for instance, Wﬂlgn had the Doro
of Le Favie destroyed by war with Gevmany could have ue men lapvor and
materials come in and restore this Port. In the new sense, insteed of -
having, the Port of ILe Havre restored by Germany, it is more likxely that tHe
very anthuated gteel industry in Iorreine will be improved by the removal
frem Germany of some vlants, model steel Dlants, in compensatiop for th
destruction of the Port of e Havrve. C ':

A R e

Similarly, the United States, whivh naQ lost WOte o* ehips w1ll wet’
Genersl Aniline & Fila. his is not reparatlonq in a strict, narTow- sense,
but 1t is eome. type of compensation for the damece done in the w A-ter
all, vhet is intended is that the ;nuust"1al equlpment of uermany Jﬂith
is surplus. to the Germen main economy, shall be moved and set up and put
into onevation, on a peacetime besis, somewhere elqe.

N
B

A Ilow the baeis of.the Unilosohqv here is thak Geﬂmary'he been a »oint
of concentration of economic and indvetrial power On the round that
concéntiation is dangerous, that concentraticn must Ye sovead around., If:
one is to tale the steel industry on the Ruhr--and there ave ve: T prave -
doubtg as to vhether that can be done effectively--and move portions ox

it g Britain, France, Holland, Belgium, or Norway, "“thexre will be much
less logs in the px oduotlve equinzent of Euro® e as a whole, and tnere w111
be = bgﬁte; distribution of industrial resources,

"T ne question asrises ag to whethe there will be as good distribution
in terms of economic reality. It i° very clear that 1t is impossible to
set un 2 steel induetry in Sw1tzerﬂana, say, a°sum1né she wa.e & revwaration
cla*uﬂnt because of the lack of coal and iron orve the . But 1t mist be
.Lemembe;ed that Europe has a £0od vateyways, syetqn. A £c0d. deal of German
- indvsts 1a) 'equiypment in the steel 1ndus§ﬂy waQ“béue& on *cfidap vater trans-

?ortatlon. It ie poegiblg, at lea~ Mwith tle technologlcal‘1mnrovements
of the’ lcst 20 or 30 yea*p, to set up Qteel Iuvtor lés whete one moves coal
to "iion ore inesteed of iron ore to the xoal whicii 18 the “traditional wey
of localizing an industry. We have in this country, oi course, the Geneva
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plant in Utah, the Syarrow's Point plant in Baltimore, where both’ coal and
iron ore were moved in. In Germany you have several plants where coal and
iron ore were both transported. Such plants could be moved tgwﬁolland

for instance. - ‘ ’

R <3

el

I thinx it is approprlate to say there 1s 2 positive: point to this
reparations. program dnd economic security, .. That positive point 18 to try
to redfatribute the resources of Europe in such a vay as to produce a e
better balance, strengthen the powers which will naturally have to build SRR
up resistance to German. aggression. e , o NP AR

There is.gnother way in which the United Nations and the peaceful
nations:of. the world are going to profit greatly at the expense of Germany,
and that 1s the f#ct that we propose to set. Germany behind, a considerable
distance, by takihg over -all German technology, both pre-war and that
devised during the war, ' Some.of you may ask what can be done in this con-
nection., Well, for one thing, you can take the Ge}man ‘patent office ‘and
issue prints and drawings and make them availablé o+ -&nybody simply for
the cost of reproduction. .All of those German invefitions during the war
and the Gexman pre-War‘inventions will be open .and availadble to all
countries. German ‘technology, therefore, will benefit all countries There
were about 30 thousand German patents in the United States prior to the
way; some 33 thousand.'in Britain; 80 thousand in France where Germany
continued to make patent registrations during the period of occupation.

The industrial disarmament program in Germariy enables the whole world
to get,ahead It 1sa set up which enables the whole world to catch up
with Gexman technology. .Those who work in this field, I think, are in-
clined to admit that it will benefit not only the backward countries, but
will &ieo be useful in the United States. e

~It mey be asked why we d6 not got the German economy operating at"*
TAR1L steam and then take portions of that economy and make At available to
various countries as reparations. Well, most of the critics of the Potsdam
Agreement--and there are 2. great many- critlcs-~say ve, are going about this
in exactly the wrong way; that by pulling down German-:industrial power
. before one can build up.industrial power.. elsewhere ‘on the Continent, we:
are impoverishing not- only Germany but also Europs. - They feel the appro-
Priate way to go about:this whole problem would be to. get the Germans to
work, get their iron and eteel “fndustnies going, get their coal going, get
their textiles going--get as ‘much German industry going as possible-_then
ship produce abroad free to reparation claimants.~ - .

Well, this 1is all prohibited by the terms of the. Potsdam Agreement
The : Petsdam Agreement states that proceeds of exports shall be used, in
the:: first instance, to pay for imports. The United States has very much
“4n ite mind, as I think all others did, the way reparations in the last
war were to bé raid in money. Loans were made to Germany. Germany trans-
ferred the proceeds of these loans to other countries, reparations coun-
trien, and Germany ended by paying off reparations but having contracted
a large amount of debt.



4‘~.~- .-N.i

This t;me the,Udited States has tha:sob of fightlng Germany in. 1ts
own zone and of preventlng any decisions being taken until such time as
the Getrman ebonomw can be put on its own feet, providing for its own e
necessary imports. We have already spent about-200 milllon dollars on R
Geyman  importe; ive will: spend at the rate of about 100 to 150 mlllion on
wheat(alone (at the present rate) untll Germany can recovera

TR

So you can, ail 'see if*we would allow exports to go abroad free we
would be financing German reparations to other countries. All German®:
exports from current production have to. be .so0ld. They havq tqQ be: sold
in order to pay off the United States, Britain, and other’ suppliers.of
Germany,. For that  reason reparatlons through the outpyt. of(qurrent pro-
ductién ﬁhrough the  exporting of gpods currently produced, 1is: foﬁb‘&den
at Potsdam. It is:forbidden in brder to make sure that’ the United States
does not finance reparatlons to other countries through the medium of -
relief to Germanya R i xﬁ“:w

. F =-_~3,".'J: . : AR

The ourrent problems In Germany are numerous, We have Just reached .
an agreement on the level of 1ndustry but there is stlll; Do .- agreement on ‘ij
how to work out-the. problem of. .foreign trade. There is no.. agreement on ‘
the settlng up of edministrative aéencies for Germany, and -those are:
necessary in order to get foreign trade :

The central administratlve agencies, called for at'Pbtsdam, as. you‘
know, were blocked by French insistence.that there shall not be gentral-’
admini'ftrative agenoies until the question of the Western' Frontier and '
the Ruhr and the Rhinéland is settled. . This particular impasse is oreatxng
very great difficulty in-the recovery of foreign trade, which is blocked
through our inability to set up central admlnistratlve agenvies

The food pyoblem. iniGermany. 1s caused not 56 much by dealing on a -
pre-vaxr basms in Germany-as it is,by the shortage of tood in the world.

You have’ hqaxd it said, no-doubt, that the ocouupied areas shall be fed
the worst.( Let me say in this conneutlon there is no hope on anybody's
part that’ they shall be starved ‘or that we should in any way concentrate
starvation and make sure it Ialls on all the Japanese Deople. ~Neverthe-.
less, the shortage  of food in the world is so acute at the, moment that
an attempt fo. provide ‘liberated areas with food so as to enable them to
survive may very well lead to starvation in Germany and in Japan.. At the
moment we aye providing 200 thousand tons of wheat, for the next three
months, to Japan in an effort to build up the oaloric intake in Japan

to sometnlng on the order of 900 calories. We are trying very hard to
find 50 thousand more tons of wheat a month to send to the American Zone
in Germany to provide 1200 calories a day for the normal consumer. In the
British Zone, the caloric intake has fallen to 1,000 or 1,024: in the
French Zone it is .considerably less then that. In the final analysis,
all of this means that any recovery in the-.German economy is necessarily
delayed by the Tact that the German wo;&er does not have enough food to
enable him to produce effectively.

The other important basic item to industrial recovery is coal. Coal
is the life-blood of Europe, in particular. The fact that labor has left
the British coal mines and she is no longer able to provide for exports;
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the fact that the French previously depended upon exports from Britain,
and still do.not have ehough coal despite the fact that they have raised
their coal production, locally, up to 100 percent of 1938--means we have
an extremely difficult prodlem in allocating coal produced by Germany.

The tendency on the part of the people there is to think that if they had
so much coal they could do so much better with housing, public utilitles,
and so on, and they could get on with the problem of providing fertilizer.

. The President's diréctive of July 1945 said that coal used in Germany
was to be limited to the bare minimum, and that all coal possible should

" be exported to the liberated areas; that there should be 25 million tons ex-

-ported to the liberated areas from July to April 1, 1946, That target was
by no means met. They did not even come close to it .

The French are‘very.mnch excited about this problem because they know
that their industiial recovery is impossible unless they get coal from
somevhere. If they do not get their coal supply from the Ruhr, they will
- not wet it anywhere. They are talking in terms, eventually, of 26 million

. tons a jear. Now it 1s in the order of six million tons a year. This

matter of coal is at the very heart of the present recovery. there are
fights still going on’'as between the liberated areas"and.cermany.itsélf,

Over the long period, what is the hope for the German economy? What
is the possibility of its getting back into . the family of nations and pro-
‘ducing a standard of living which is sufficient to make. it inclined to go
along with the democratic ways of 1ife in the family of nations?

The Potsdam Agreement, I think it is appropriate to say, was made at
a time when great historical forces were reaching a climax. The Potsdam
Agreeuent, for example, says, in effect, that shipbuilding in Germany shall
be prevented; that there shall be no aviation industry in Germeny. But let
me also point out to you that the Potsdam Agreement did not .say "for all
time". It simply says there shall be none. This raises, I think, a very
important question: Should the Potsdem Agreemsent be interpreted as meaning
that for all time there shall be no shipbuilding of seagoiné ships and
no production of alrcraft’

J My own 1nclinution and Ithink also the 1nolination of a number of
peovle in the State Departmant is to say that the reparations progrem
and the economic security program involve a sharp, deep cut in German

industrial power in an attempt to set Germany well behind any liberated
country, or other countries, in getting back on her feet after the war.

This setback, I would say, in something like aviation, should bes in
the order of 20 years. The Germans were well ahead of a great many other
countries with their jet aircraft, rocket-flight, and.other types of
aviation. It would be impoasible to say in the modern world, ‘in the world
of flight, that the Germans shall for all time not be allowed to own ean
airplane, build an airplene, or look at an airplane. That would seem to
me to ¢nvolve saying, "we are going to have to occupy Germany for ‘all
time.



It would be appropriate to say Geymany shall have no aircraft ﬁn-
dustry at all as of the next few years. At the end of . or 10 years,™
when occupation is over, we might say--I would be 1ntefested to have your -
views on this-*Germany 8hall produce aircrait of not more. than a thousand
horsepove after.this, 'Tor the next 10 years. At that point I should think
the- economls Qigarmament aspect of our program wounld be satisfied. It ’
would be satis;ied by glving everybody a head start on Gexrmany; that is,
eve'ﬁbody Mo was evey going to gwet into the aircraft Industry. Then it
would De aﬁpropriate 1o let Germany enter into the family of nations, to
resume vtc normal economic life and regain its economic sovereigmty.

There ave a great many fields where German euqnomlc sovere;gnty will .
nevex 5o, back' tO° ‘her, I think some people hopé ﬁhat economic sovereipnty
in these. narticula; fields, will be given up by other countries. I have
in ming,: parﬁiuuiarly, reséarch in radioactive mater ~ials, atomic fission,
and .gp onu:- It i® also very likely it would be necessary in certain
branches of the German chemical industry to retain at least a modicum-of
insnection to see that activities are -conducted along peaceful lines. . Bubt -
it strikes me that to attempt in the long run--whatever our views are mow"
on economic disarmament and reparations,--to maintain these, lays us
open ts the sense of ‘uncertainty and we may feel that we might Tall out
with our Allies over our ablllty to maintain these contfole as we fell
out with them the last: tiie. I am wondering, in terms of economic warfare
and the concept you are etudying, whether this. 20-yesr adventage, or may-
be it ought to be a 50-year advantage, would be sufficient, from exn ‘economic |

wariare standpoint, to carry us throuob U RS

o

Generel Armstron&g that ie ébovt 2all T vant to say, I understand
from Colonel TaJlor.lt is apnropxlune that some questions be asked
CENERAL ARWSTRONG: b

Any quegtions, gentlemen?

A STUDENT; N
We had sbout a 200-year head start on the Japsnese and yot they .
caught up to us incertain respeCt§;< ﬁbW'can-you explain that situation?

MR. XINDELBERGER:

Well, Perry opened it up in 1890 something, and by 1945 they were: up
to us In a great many lines. -

There is a grave question in the minds of a nuwber of economistg--
this is an important point to study, from the viewpoint of economic war-
fare--as to the extent, the distance, which the economic resources should
be rated to each other. ‘New if Japan were located in Ilatin Amerlca, with
its 11 million tons of steel, and “its shipbuilding industry and its-air-
craft industry, there would not be any oroblem at all, The economic. re-
sources or Javan were essentially a problem because they existed at the
end of 2 7 thousand mile-long pineline. They had to be licked at:that
distance. It has been-said that the economic resources of Japan caught up
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in 100 years. I do not think they caught up in the real terms of their
ability to produce, if*youw will.. But, at the same time, they had the
advantage of being at that great distance. I E

I would say that “What we could do-is to redbuild China- and the
Philippines, industrlallze and strengthen China and the Philippines, plus
Manchuria, and let those'countries industrialize and build up on the basis
of Jepanese reparations to the point where the forces in those areas are.
approximately egqual and Japan does not. stand out like a sore thumb as the
only industrial power in that area.

If we propose to keep Japan guarded for =2ll time, we have a long .
problem. We have got to be prepared to take care of situations that would
arise, which would mean reliance would have to be én a decent order of
forces, a more approprlate order of economic forces in those areas.

GENERAL ARMSTRONG:

Isn't the importent thing with reference to the future of Germany the
position she takes relative *> the nations of the world--whether she be-
comes pro-Russian or anti-Russian? Evidently Great Britain hopes she
will becone anti-Russlan and would like to keep a strong Germany in that .
case. . -

MR, KINDIEBERGER:

Yes, sir. I- am.not sure that Britain even thinks any longer of Germany ’
in terms of a united Germariy.. The principal case for the Ruhr-Rhineland
separation, if you like, is.the.case that Germany will go communistic. -
Prussia, with“ite certer at. Berlin, has always been the aggressive 1n-.
fluence in Germany.

I think the important thing is, assuming the anti-technical nature
of Eastern and Western Europe, and the fact that they have & hard time . .
getting aloné, have a hard time understanding each other,  whether it is ‘.
desirable to split ‘Europe in the middle. Does not splitting Furope .down.
the middle make it too easy for Eastern Europe to carry forward its com-
munistic ideas?: Can we protect ourselves? Do we have any basic security
in a situation where you have, vhat Walter Lippmann refers to—as two
church schools--you go to your church and we'll go to ours--or the so-
celled "iron curtain" of Russia, which is like these stone windows, you
can't look in but they can look out,

I would say further that the people who telk about breaking Germany
up into very little countries--Bavaria, Saxony, Pomerania--are not talking .
really any differently from when they talk about splitting Germany because,
these little pieces, as wlth magnetlc attraction, would fly to one pole
or the other. ' L i

A STUDENT:

You talked about: mhe"iron .curtain” of Russia. Isn't there also a
considerable amount of censorship in China? ' IR
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You also tdlked about making China strong. Does the Department of State
have any real hopes of a strong, centralized government in China in the
neaxr future that would govern the whole country? We continue to hear re-
ports of Chinese soldiers looting in Korea the same as the Japanese did.
The Communists cleim this present fighting which has bfoken out in Manchuria
has been due to the Chinese soldiers doing the same things as the Japanese.
As soon as General Marshall left, the 1id blew off. Can you tell us what
hope the Department of State has for a United China?

MR, KINDIEBERGER:

I'm‘afrald I can't answer that., I really do not follow the Chinese
situation even ‘to the extent of the normal reader because I am kept pretty
busy with affairs in Europe. I do well in following what is going on in
Poland, next %0 Germany. But I do know a strong China is an important item
in United States foreign policy.

A STUDENT. : R

From reading the newspapers it would appear that the American public
is pretty much convinced that the Allied powers have made a mess.out of
things over there, economically, when viewed in the llght 01 what has been
done indlvidually by one single power in Japan. : Lo

Now it has been said if you take all the money in the Uhited States
and divided it so that everyone got his share, the Fords within ten years
would have all theirs back, the Rockefellers would have all their back, and .
so on. This industrial and scientific know-how of Germany, which is spread
out amongst the Poles,. Czechs, and everyone else in Europe, seems to me to
be an enalogy in p01nt - ‘

‘In addition, we have the situation in which Germany is the' hub of all
Continental Europe.. . Its transportation, scientific know-how, commercial
life, and the entire standard of living in Europe is, more or less, gauged
by the highest level in Europe, leaving out, of course, the British Isles--

* MR, KINDLEBERGER (interposing):
‘ Switzerland and Sweden.
A STUDENT:

Yes.

Nov, sir, ﬁy ouestion is this: If we, shall we say, "deactivate”
Germany for a number of ‘years, such as you propose, we are, by that action,
retardlné and delaylng the economic recovery of the occupied countries. Ve
are imposing a very serious and acute. problem on the world- in general and,

I am afraid, on the American taxpayer in partlcular
.. Would you care to comment on how long you thlnk it will. téke'Europe to
recover, economically, if we perform this major operation on the German

economy?
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MR, KTNDIEBERGER:

e

Well T €Hink it would be a long time. I think it would be longer

than if'we Yént'about it the other way, than if we started priming the

o pump by getﬁing the Germans going first. If we said of Germany, as a lot

of* people have said--you can put these guestions in these basic terms--if
Germany did mot have to burn a ton of coal for the next six months, at the
end of that time she could export a lot more coal than she could do now;
she would get more railway cars made; she could get more ‘bridges built
with ‘steel. “But the liberated countries come along and : say, "That's all

'%very well but where s the coal now? Today?"

<

If bne were td go about to repair Europe through Germany, we could

Uput in‘a half billion dollars and get things coming along pretty well.

We have a lot of problems. One of them is when you pull out 7 mlllion
workers, displaced persons, and send them back %to their owh countries.

RIEN Y course you would have to send the prisoners of war back: first and get

them set’ up 1n their own countries before these countries'could demobilize

‘‘their own armies. The French are quite reluctant to-let:the prisoners go.

The Russians, in my opinion, would be similarly-reluctant. ' German manpower
is going to take a long time to build back.

‘Geymany ‘has the most enormous problem of her own, that of rebuilding
her housing and of providing housing accommodations. If you wanted to
make sure Germany got to work to produce for the liberated areas, you would
have to put in plenty of controls to make certain she did not start to
produce for her own needs, which are indeed drastic and serious. They talk
in terms of 1949 as the time at which the level of the level-of-industry
plen will be met. I think it will be met by 1949.

GENERAL ARMSTRONG:
We want to thank you very much, Mr. Kindleberger, for this discussion.

I would like to make a few comments from my own experience. I must
say, first of all, that I cammot help but be a little bit cynical about the
whole question. I recall in 1919 I was golng up to Helgoland to make a
study of the fortifications there. On the way I went through Berlin. Along
with the Military Attache at the Embassy I went out to Spandau. I saw
there what the Germans said was all their field artillery, in one pile.

Well, you do not have to be much of a prophet, because I made the
remark at that time, that Germany would rearm some day and that this
"destruction" of German artillery weapons would be, as it turned out to
be, a tremendous advantage; that every other nation in the world would retain
its wartime equipment and Germany would scrap everything and start out
afresh, which she did.

I then went up to Helgoland where I saw these big 305-mm. guns being
cut up with oxyacetylene flames into small sections. I do not have to
tell you that when the war broke out that place was completely fortified
anew, DNow Germany was not allowed to have any ordnance industry, to speak
of. ©So, what did she do? She started making guns at Bofors in Sweden,
and developed the fine weapons with which Germany started the war.



So, gentlemen, I wonder whether or not we are not enabling Germany,
by scrapping all of her present technology, to get ready for the Atomic
Age more effectively than any other nation in the world. That is just a
thought I would like to leave with you because I think, judging from past
experience, we can ahticipate that Germany is pretty shrewd and that we
have somethlng to watch there very carefully. Certainly the. controls that
are there nOW’won't be there in a few years.

No matter what Germany becomes--and we ‘do not even 1nclude her in any
of. our estimates of the hostile powers today--you can be absolutely certain -
that in a: matter of a few decades Germany will be back, either with us or
against. ug, in the ‘European concert of powers. So I think it is a very
dlff;cult situation. What Mr. Klndleberger has given us so lucidly this
morning is a tremendously important help

:Gentlemen, always remember we are shifting from one thing to another.
The question I keep asking myself is, Does this Class think enough about <~
the Atomic Age we are not coming into, or are we still thinking about the
iron and steel technology in an age that is coming to an end? we ‘ought
to think more about that, gentlenmen, e ’
‘ Thank you very muoh Mr Kindleberger. That wasna;very gpod_téik;

D
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