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2 May 1949 . i

MR, LOUDEN: General Holman and gentlemen: In discussing the
subject of Germany and Austria, I shall refer tc an event which I regard
as the most important happering in Zurope since the middle of the last
century. -It is the formaticn of the German Empirs., It created an
entirely new pattern of economic relationships and represented a complete’
break with the Europe which fcllowed the French Revelution, The inter-
national problems which led up to World War I, which culminated in ™orld
War II, and which to a large extént remain unselved teday, are concerned
with the failure of the old Europe to adjust itself 4o the new Germany
which appeared on the scene just 78 yesrs ago.

Let us censider some of the replities of the situaticn. In
doing sc, I shall divide the discussion into the following four topics:

1. The industrialization of Germany,

2. The nature of the German economy.

3. The significance of £he German market,
4. The situation today.

Germamy was the last great power in Turope to achieve uni ty and -
national existence. In contrast -to the early unification cf France and
the formation of a national structure on the part of England, German .
history is one of continuec internal strife and dissensions. Germany -
was split into hundreds of principalities and free cities which fought
and conguered One another according to their greater or lesser ambitions.,
The religious wars of the Reformation cccurred on German soil, during
which Germans fought Germans to the ccmplete exhaustion -of <keir physical
and mertal resources. Nominally, this area was part of “the cldest empire
of Europe, the Holy Roman Empire, which Voltaire cynicaily chkaracterized
as neither holy nor Roman nor an empire. But it did provide some sem-
blance of cohesion in administrative procedure. The final blow was the
French Revelution and the dissolution of the Empire in 1806, which left
the numercus German states in an unstable and chactic conditicn.

At the close of the Napcleonic Wars, the area which later bcocama
Germany gave no indication of its future economic importance. The soil,
on the whole, was medioccre or poor, Only limited areas could be rated
as favorable for agricultural production. The imporvant mincral rescurces
were not located centrally where they ccoculd be develeped, but were founé




on the periphery where they could not be exploited until after trans-
portaticon facilities had been developed. The largest ccast line was on
the Baltic where the trade routes were unimportant. The Forth Sea ports
of Hamburg and Bremen could not compete successfully with the Dutch and
the British ports. The social structure was still feudal in nature, and
the many political divisions created innumerable cusiom barriers. Each
state reserved for itself the right tc reguldte commerce and navigaticn
within its borders, This confusion and lack of unity were increased by
many jealousies, directed largely against Prussia in order to prevent
it from controlling the highways to and from the North Sea ports.
Finally, however, Prussia succeeded in establishing an ecépomic link
between its eastern and western provinces. Trade was stimulated as a
resuit, This development, together with the weak financial position of
the other states, soon led to the adoption of a customs union because it
was discovered that the revenues accruing from the union were greater
than those which could be collected by the individual states., Gradually
Jealousies gave way to economic considerations.

This unified administraticn of customs, which was extended to
include the post office and the consular services as well, stimulated
and greatly expanded copportunities for trade. The chaotic system of
welghts and measures was swepbt away. The metric system was adopted, and
the mark replaced the dollar and the guilder, providing for a single unit
of exchange. This development might be characterized as the first step
in the eccnomic expansion of German commerce.

About 20 years later, in 1871, the second step was taken. This
consisted of a combination of the several states into a political wmit
known as the German Reich. The sovereignty of the individual states was
surrendered, within certain limits, and freedom of movemert vms parmitted
for- hoth the individual ané manufsctured products, During approximately
the next 40 years, from 1871 to 1914, there occurrsd cne of tho most
rhenomenal and rapid industrial expansions of any nation  in history., Par
of this growth wos due to the fortituous circumstances of time, in that
it colncided with the neriod of rapid mechanization fellowing the
industrial reveluticn. Part of it was centributed by the ammexation
of Alsace and Lorraine, two of the most prosperous provinces of France,
Part of it grew out of the lato date at which the dovelopment of industry
took place, which ensbled the German manufacturers to profit by the
experience and mistakes of industry in other countrics. Ths American
economist, Thorstein Veblen, pointcd out thot Germar industrialists were
not committed to antiquatcd methods and unceonomic locations. They had
no obsolote equipment or out-of-date methods of distribution. Industry
was free during this period of oxnansion to tzoke over the most modern
proccsses at their best and highest officicncy, rather than to be content
with customary compromisces with partially amordized cquipment. And part
of tho phenomenal cxpansion was due to the acquisition of a national




confidence, a belief that Germany was on the march to unlimited nower

and greater national wezlth, TVhatever the relative lmportance of.thb§e
causes, the fact remains that within the short period of 43 vears Gerrmany
became one of the leading industrial nations of the world. ’

The broad foundation of this industrial expansion is indicated
by the development in the heavy industries, as follows:

Table 1, Industrial growth of Germany, 1370-1913

1871-75 Average 1513

Hard coal (Millions metric tons) 34,5 . 191.5
Bituminous coal . . " " " a7 . 87.8
Tron ore n 1 n 53 .. 28,7
Pig iron n w " 1.6 14,8 (191C)
Railroad mileage (thousand kilometers) 18.5 (1870} 60,5 {1912)

Merchant marine (thousand tons) 82,0 (1871) 4,3280,3

NATUR% OF THE GERMANY ECONCMY

Up to the time of the formation of the Reich, Germany's economic
character was predominantly agricultural. But, as in other industrizl
countries, a flight from the land began as industrial centers were
established. Consequently, agriculture and industry changed places with
. respect.to their relative importance, as indicated in table Z.

Table 2, Oeccupational distribution of working population
- 1882, 1907 and 1925

1882 1507 1925
Agriculture I 42 | 34 30
Industry - 35 40 42
Trade and services 23 26 28

o0 0~ 56~

The expleitation of Germanyt's coal deposits was onge of the main
sources of the nation’s industrial expansion. TIn 1871 the combined
production of coal and lignite was less than 38 million tons, bubt by
1913 the German output of 279 million tons hed almost caupht up with
that of Great Britain, This producticn cume largely from the Huhr, the
Saar, and upper 5ilesia, The Ruhr, however, wus She most imperiant,
produecing from 5C to 80 percent of the totunl, - ‘

The Ruhr means mere than Jjust coal and stecl. It is the heart
of German industry, Located there is a vast agglemeration c¢f diversified
industry bascd on secionce and technolegy. In addition to armor plate,
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there was produced such items as hardware, cutlery, bicycles, textiles,
dyestuffs, and pharmaceuticals., Dr. Bayer gave to the world' aspirin,
veronal, synthetic camphor, synthetic indigo, ond a long list of similar
discoveries, Professor Haber and Carl Bosch invented the: Paber-RBosch
process for making synthetic nitrates. It was here that the Fischer-
Tropsch process for transforming coal into oil was developed, as well

as the process for converting coal into synthetic rubber,

To keep this industrial giant operating required imports of iron
ore because the German ore was low grade; as well as copper from Chile,
the United States, and South ifrica; tin from the Dutch Tast Indies;
chrome from Turkey; manganese from Russia; nrickel from Canada and Finland;
pyrites from Spain; phosphates from the United States; bauxite from
Hungary; wood for pit props in the mines and for the raw material in the
manufacture of rayon; cotton, wool, end silk for textiles; and, above
all, food for the. population, :

All these reQuirements resulted in a tremendous volume of traffic,
much of which came through the ports of Amsterdam, Rotterdar, and Antwerp.
But it was the railroads which completed Gormany's industrial development.
Three systems linked the East and Tlest: one across the North from Aachen
to Konigsberg, one through the center, and the third connecting the major
southern cities with Munich and Viermma. Three systems alsc linked the
North and the South: one along the Rhine Valley in the Tfest, one through
the conter from Iamburg to lunich, and the third in the East comecting
Stettin with the cities to the scuth. With the completion of thesc syster
new opportunities cxisted for the development of Germany's resources along
the frontier,

The population growth which accompanied this industrial develop=
ment was so great that scon the agricultural output was inadequaté, in
spite of a doubling of the grain production. This growth which followed
industrialization, furnished, in turn, the basis for further industrial-
ization., By 1880 -the demand for labor hnd reached a point vhere the
economic motive for cmigration practically disappcared. In the reantime,
continental irmigration into Germany increased steadily, mainly fron
Austria, Hungary, Italy, and Poland.

In addition to coal and steel, the chemical and electrical
machinery industrics acquired an important place in Germany's oconcmic
structure., Th: potassium deposiis of Saxony, for cxomple, wore uscd
for the production of fertilizers and munitions, whilzs the clcetrical
industry grew out of the practical application of tho Zmoriean
discoveries of the cightics and nincties. 3y 1913 half the worldfs trade
in olectro-technical products was controlled by German [irms,



The distinctive feature of Germany!s industrial .developnent,
however, was the growth of large units and the close comnection between
the banks and industry. After the business slump of 1873, cartels bezan
to be established. They had legal sanction, since their agreements wore
treated as private contracts. Such mon0p0¢1stlc practices were frovmed
upon in the United States and Great Britain,

The German banking system ovrovided a powerful stimulus %o
industrial growth. In Germarny the banking concept was difllferent. from
the Anglo-Saxon concepb. The German bank represented a comtination of
commercial and investment barking, a combination which requires the
backing of a central bank. Thus, the portfolio ¢f o German bank
contained not only government bords and tresasury bills, bubt also sub-
stantial holdings of industrial stocks and bonds. In addition, banlks
traded in stocks and bonds for the purpeses of regulating market valuas
or for speculative purposes. Thusg, German banks were planned mainly as
instruments for the financing of industries instend of for the granting
of credit. 1In one woy or another, banks had a hand in almost all
promotional activities and remained finarcially interested in the
industries concerned.

International comnoctions were established with banks in the
United States, Great Britain, Itely, Turkey, Tgypt, Rumania, China,
Jaepan, India, Latin imerica, and other ccuntries. fmong the Wew York
firms, Tor example, were Sceyer & Co., Hollgarten &% Co., M, M. Varburg,
Kuhn-Loeb & Co., LaderburgeThalman Co., and cthers. '

Thus, Germany becume = caplbal oxporting country in splte of
the nocessity lor importing raw materizls. The explanation is that
invisible balances werc heavily in fovor of Germany due Lo nroceeds
from shipping growing out cf its gecographical position in tle contral
part of Buropso, from scrvices cnd profits of its forcign barks, ond
from the sals of German patents abreood. Thus, the German buﬁilﬂg
system rlayed o lending role in zand was an integral part of the cconomic
expansion of Germany. The growth of foreign trade from 229 million
dollars in 1870 to 4,279 millicn deollars in 1913 is o good index of
this cxransion,

TIE SIGNTFICANCE OF THE GIRVAN HARKET

By World War I the Gernon economy had beecome o rigantic pump
vhich sucked in the row materials of Furpoes and othor arsas -~nd poured
out the products of its industrics. In one senze, Gormany had become
the -workshop of Zurope, ranking first in the world vreductiion of browm
conl, second in th: production of stocl nmnd electric power, mnd tidrd

~

in the output of hard conl. In foct, Gormon trade wms the hub of




Furopean trade.

Yo nation has all the resources it needs.

trade is the means by which human existence is imwroved ang

standards inereased,.

the population of Germany, but also to all of Eurove,

the following tables:

The importance of this foreign trade, not only to
is-indicated in

Table 3. Imporbvance of German exports in
supplying western Buropcan countries, 1838

Destination of Gorman oxports

Proportion of each

Proportion of total

Country

country®s inports

Austria ‘

Belgium-Luxembourg

Denmark

France

Great Briftain

Italy

Yetherlands

Horway

Swaden

Switzerland

CGreece, Iceland, Ireland;
Portupal, Turkey

Qther Eurcpoon countries

All other countries

Blaisdell, Thomas C.,
March 1948, p. 2.

Source:

16,9

11,86
2545

7.0

308
28,8
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27,0

Germaxr exports

oo

"o
W0
B

L ] .- L]

T

D N
a
@D LY OO0 B P W

¢t @

(-]

[

[l %1
v e

=
(]
Q
@

Q

vilitary Governmcent Journal,

e ey

2o
vl

Wl

fesa it
R R Y

R

N
-

International



S N

RS
batl o A

Table 4, Importance of German imports in fereign
trade of western Buropean countries, 1536

Origin of German imports

‘ Proportion of each Proportion o total
Country ' countryls cxports German imports
Austria 15;:1 860
Belgium-~Luxembourg 10,5 Bed
Denmark 2043 ST
France 443 2a3.
Great Britain B 443 6.3
Ttaly 19,6 4,9
Metherlands 16,7 4,0
Norway 13,1 2oL
Swedon 15,8 4,5
Swiitzerland ) . 15,4 2e 5
Greece, Iegland, Ireland, '

Portugal, Turkey 33,0 T a0
Other European countries - e 10.9
A1l other countries - E O X 6 4

k 100, 0

Source: Bleisdell, Thomas C., Military Government Journal,
March 1948, p. 3. B B

AUSTRIA

Before World War I, Austrials ecconmomy was an integral part of
the Austro-Hungarian Zmpire which was fairly well balanced, After 1918,
however, Hungary, Czechoslowvakia, Yugoslavias, Zumania, and Poland were
intent upen building up vheir own separate industrial economies. Austria,
therefore, was left with its plant capacity but with a market only about
one«eipghth of its former size., Viermma, with a population of almost two
million, was deprived of its function zs the canital of an empire
supported by an economically integrated hinterland, and became the capital
eity of a state about the size of North Carolina, with a total population
of about ssven million., Thus about one-third of the peoplec of fustria
lived in Vienna, which gives somo idea of the disproportion betwecen the
urban and rural population. Vienna, therefore, was characcterizod as an
enormous "“waterhead” set upon o puny ody.

Tach of the new states created out of the division of the Empire
had a definite will for o separate political existence. But the position
of Austria was different becouse 1% wae foreccd into an cxistence without
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plan or popular support. Im fact, the most western province which
borders on Switzerland actually requested annexation with Switzerland.
The lack of a feeling of political unity reflected the deterioration

of the econonmic structure, The situation became s¢ serious by 13822 that
panic broke out in Viemnna because the provinces refused to send provision:
to the ¢ity. The League of Nations was obliged to step in to assure the
continued indepsndence of the countnys 3=

Yot the location of Austrla is 1m“0rtant because it is the place
where the trade routes from the East and the TWest 1ntercept and c¢cross
those from the North and South,

‘After the Nazis took ever Austria in 1938, the econcmy was
completely integrated with that of Germany. Austria had important
deposits of oil, irom ore, and magnesite. Befors World War II, the

" country was the world's second largest supplier of magnesite. Produc-
tion of erude oil was started just before World War II. Output increased
rapidly, .and by 1944 these oil-fields became the third largest producer
in Buropeo,

Austria's economy is predominantly industrial, The chief
industries are iron and steel, textiles, paper and pulp, and building
materials, with some leather goods, aluminum, machine tools, and chemical
In spite of considerable bomb damage in some cities during the war, the
total plant capacity at thc end of hostilities was greater than befere
1938, The great expansion was initiated by the Fazis for war purposes,
but it was uncconomic and not intograted for poacetlmc purposos.

Austriats foreign trade is characterized by the imports of food
and raw materials and the exports of manufacturcd goods. The necessity
for importing a substantial portion of th: food reguirements ond large
quantities of industrial raw materials has resulted in o comsistently
adverse balance of trade. 4ustria has, thorefore, been dopendent. on
the tourist trade and earnings from transit shipments to balance the
surplus of imports, The following table gives estimates of tho country!s
pctontial balance of payments for 1937, 1947, and the tentative balonee
for 1952,



: o
e it ~
' H L LW DS FN -
..5\\“,:;9 dy ALl - x
a3

Table 5, Zstimated balarce of payments stabement, Austria
{(Millions of dollars)

1937 1247 1952
Imports A S -
~ Food 77 135 115
Coal 19 22 £
Textile fibers 28 - 35 " 45
lotals 17 . - . 45
ther raw materials 53 60 75
Mgnufactures TS 60 110
T3 317 - T35

bxports
Raw materials and paper 95 . bl 140
0il and oil products - - 5
Metal manufacturss A0 30 180
Other manufactures 76 54 115
Electric power 4 5 10
Tourist traffic 8 - 30
Other service items 19 5. 10

790 145 )

Source: U, S, Dept. of Commerce, International Reference Service,
August 1947, vs 5s

What is the situation today? A combination of Prerch revenge,
British casualness, Soviet calculation, and American impatience hes
produced a combinaticn of almost inscluble problems, inextricably
intertwined. After the defeat in fay 1845, the ovrewar Gerrmony was
divided into four fragments aznd = svulinter. The fragments consisted of
about 95,000 square miles of +he Trizome, about 46,000 square miles of
the Scoviet Zone, and the splinter, the Saar. In addition, sbout 40,000
square miles gast of the Oder-icisse Rivers wusre placed undbr jOllSh
administration. This area is freguently relerred %o os the scparated
area.,

when the nastoral state for future Gcrmany wWas submittodc
ceptions of the German ceonory are indicated by Llhc 1nbl
Muebec concept. Among the most important are the foll

ions of the

1. Closing dowm the Ruhr would be beneficial S0 the rost of
Europe., In other words, Gorwanyts loss zconcmienlly would ropresent a
ain to the economy of its nsighbors, E ' :




2, A pepulation cxpanded on an industrial basc can produce
sufficient food to assure the survival of its peopls.

S. A relocaulon of dismantled plants in neighboring states
vwould not viclate the principle of comparative advantage on which
international trade is based.

4, The elimination of the metallurgical, chem 1c¢1 and slectrical
industries as a means of insuring the disarmament of Germany would not
result in reducing Buropean living standards,

Then in 1245, in rapid succession, we had the Yalta Agresment
in February which proposed unconditional surrender and the eliniration
of all German industry that could bs used for military proeduction; JC3
Directive 1067 in épril which set lortihh the basic policies for the
guidance of the Commanding Genersl of the Ynited States (this directive
was based on the Yalta Agreement); the Potsdam Agreemsnt in fSugust which,
among other things, stressed (a) the organizatican of the German econcmy
so that the primary emphasis was on agriculture and peaceful domestic
industries, {b) the assurance of ths production of gocods and zervices
for the occupying forces and disnlaced persons, and {¢) thz establishment
of o balanced economy to reduce the need for imporis.

Two years later we were not so confident thant the Yalba Agrcement
was ecoromically valid. Somsthing had to bo dons to teke Germany off
the backs of the Anmerican tarpoyers. Ths question of winr ootential
versus peace potential was no longer sc impertant, but the roguircuents
of the Eurcpean market had become very important. The Zurcuean markot
nzeded German steel, hoavy locomotives, roallroad cguipment, electric
dynamos, and gas bturbincse-not German Soys cnd souvenirs.

Probably ths first govermment o realizs this wes tho one hardest
hit by the Wozis, the Hetherlands, TIun Jonunry 1547 this country submitte
a moemorandun suggesting thoet L4 wrag neot adviseble to lay down maximunm
guctas for German steel productbion.

There followed, then, a number of eccnomlc missions to Germany,
the Heover Commission being the best ¥nown.

By the end of August 1247 there appeared a revised Leval of
Industry Plan for the Rizone,

Out of this experionce have develewned the feollowing convicltions:

lse TWestern Hurope cannot endure unless there is economic
strength in Germeny.




2. To permit German production, a difficult raprrochement will
have to be effected between Germany and France,

3, Wew industries will have tc be develoved to replsce those
lest to the Zast.

Can Germany resume its traditional prewar role as the ms jor
buyer and sellier in Europe? The vpresent trade cdeficit amcunis to about
one billion dollars annually. By 19582 it is ¢stimated that no equilib-
rium will have been attained. This means thzt the Larshall Plon is not
the the 2id to end all aid, as it was supposed to be.

The OEEC Interim Roport presumably prosents thie foursyear plaons
of the Marshall-aid countrigs. It should be realized, however, that this
report represents merely rn addition of the stetistical hopes and cxpac-
tations. They represent the most optimistic estimntes of production,
eonswaption, exports, and national income. Fotice, I omitted imports
beecause of the austérity programs in offcct in some of the countrics.

Germany's problem of cconomic viobility is great beocnusc the
area now is only a porticn of its former economic entity. There may be
a real danger that each country will attempt to solve its ovm economic
problems. If this occurs, Burope will 4rift back into the doepressed
conditions of the early thirties when bilateral delfensive agreements
were common. TWhat is necded is zctive trade.

This morning we have the good fortune ¢f having twe experts
with us: Dr. Saul Nslscn, from the Economic Coopsration Adminisgtration,
and Dr, Arnold L. Steinbach, from the Bursau of Labor Statistices. So I
shall ask them, during the gquestion period which follows, to participate
in some of the answers. These gentlemen have recently returned from
these particular areas. N

Thank you, gentlemen,

QUESTION: I would like to know the status of the 1949-1950
ECA program for Austria, and within that, how much is direct aid and
how much of it is drawing rightcs?

. ME. LOUDEN: I have the irnformation here but I think we might
as well let the experts answer that question.

DR. NELSCN: I am afraid it is a little praomaturce because, os
yet, the figures are not all complete. It depends, first, upon the
amount of money that is actually appropriated by the Congress; ond,
secondly, upon the conversations we had first In Paris ond then in
Tashington, ‘



In very approximate berms, however, we have recommended for
Austrie an amount of direct aid which will be, say, 15 tc .20 million
dollars. As to the question of drawing rights, we have made no
recormendations with respect to any of these countries. That was done
at the specific request of the representatives of OEEC in Paris. They
felt that if we, that is ECA, made any special recommendation, it would
prejudice the representatives in Paris. I would guess again that Austria
should get something in the neighborhood of 50 million dollars in drawing
rights from other countries, That is just a guess at this stage. The
picture may alter very considerably when the actual negotiations take
vlace in Paris in the course of the next couple of months.

QUESTION: I am a little disturbed at the observation that has
been mede that, before World War II Germany had a certain volume of
mamifacturing and exports and imports; the intention is to build it
back up to what existed prior to World War II. Isn't thore some other
answer? Somebody clse may be able to £ill the void thet Germany s’
caused rather than building back these tremendous potentials that
Germany had boefore World War II.

DR, NELSON: I think that the answer probably lies in a couple
of basic conditions relating to Germany.

You have a peopulation in Western Germany alene which is about
25 percent greater than it was before the wer, The population in
Testern Gormany runs to about 47 million as of today. The agricultural
potential of Western Germany, no matter how developed, is not sufficient
to produce more than abeout half the food that Western Germany neceds.

Assuming you get German unification, that is with the Soviet
Zons, that would not add anything on net, because the Soviet Zone can
Jjust about produce the food which it recuires. It is about balanced
agriculturally, About half the food requircd ty the population of
Western Germany must be imported. Thot would cost somewhere in the
noighborhood of a billion te one and a quarter billion dollars ammuslly,
assuming o reasonable feeding standard, o standard not so much as bofore
the war bubt somewhat better thon it is today.

Now the problem is how are you going to pay for that billion
dellars of food plus the raw materizls which are roquired by Germon
industry. It is possible, of course, io support Germany indofinitely.
But if you rule that out and if you say that Gormony must pay ibs owm
way ultimately, the only way in which it can pay its own oy is to wermit
o very substantial measure of industrinl production. Actually, the 304
recormendation is that Germany by 1952 would produce about 20 perecent
more than it did in 1938, That woulé still mean, however, thot i% would
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be producing considerably less steel than it did before the war; that
certain of the basic industries would be limited, such as alwalnum,
nonferrous metals, and o on; that production of certain tyres of
products ‘such as the radioactive items, the synthetic fuels, magnesium,
and other similar items will be prohibited; that the amount of ship-
building will be limited; and sc on, In other words, we will attempt to
maintain certain kinds of security restrictions. But nonetheless they
must exvort somewhat more than they did before the war in order to
support this larpe incremse in population. There Jjust doesn't scem to
vo any other alternative,

DR. STEINBACH: In addition there is one thing I think is
important, It is something we forget when we think of Germany, France,
and so forth, Loock at the distribution of the resources of Furcope below
the surface. We find Geymany has coal and steel. That has to be brought
to the surface. Unfortunately the Germans are living whero this industry
is located., That mecans that the Germans will operate these industries,
Since Europe neocds these products and since we wish to restrict Germany's
war pobtential, shall we move the Germans to Poland and perhaps the Poles
to Germany and heve them dig the material out of the mines?

QUBSTION: I would like to ask a question in comnection with
Austria, There appears to he conflicting reports with regard Lo ths
Austrianst solidarity, that is, their ability %o get togother and
counteract the interference from the Russians on the cver-all Austrian.
sconony by reason of the Russian control of the Soviet Zone?

¥R, LOUBEY: In other words, how greatly has Soviet exploitation
of the manufacturing facilities in Austria affected its cconcny? Thers
is no doubt that it hes greatly retarded reconstruction, particularly
vith reference to certein items, such as glass. The Brunn Glassworks
happens to be in the Zussian Zone. PFPerhaps Dr. Steinbach could bring
us up to date on this situation.

DR, STETHBACH: In Austria you have n situsation vhich is
different frpm Germany, You have a govermment in fustria -which, in
spite of Soviet interfercricc, is able to do some planning. So inter-
feronce is not seo great as it is in the Sovict Zonc of Gérmany. However,
there is consideraeble intorfercnce in certain aspcets of production.
Thore arc the USIA factorics which were taken over by the Sovicts. Those
include a large shoe facbory, rubber and tire footorics, ond ono of the
largest textile mills in Austric.

Something very intcreosting hos happoned within the last 12 or 15
months, As long as a black market oxisted, the Russiun factorios
prosperad, The Russians wscd tho goods fo bartor vwith Switzorland, Italy,
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and other wsstern Euronean countries for items nescded in Rusgia. 3ut
since the currency reform in December 1947, we discovered that rmany of
these factories were going bankrupt because now they must have income
with which to purchase raw materials., They are forced to adjust then
selves to the economy. I personally have the feeling that if the
cccupation is geing to be continued, the Soviet interference is

going
to decrease rather than inerease because of these and other diffic

g
iculiies.
If I may add, it was very interesting to note that the strikes
which ccecurred after 1547 in the Soviet Zons, so far as Cormunists weare
concerned, were much worse than in the other zones. The workers werc
forced to go on piece rates the same as in Russia, There are some workers
particularly tool makers and mechanics, who never before worked on picce
rates in Austria. TWhen the Russians forced pieéce rates on the Austrian
workers, particularly the tool makers and mechanics, the workers learncd
a lesson. 3o my feeling is that Soviet interference, by and large, is
not going to increasc. : )

DR NEL3ON: Just one bricf added commcnt,'xhich is that one of
the most serious. immediate problems resulting from the quadripartite
arrangement is the faet that the Danube is closed to traffic below the
American Zonc, The Denubc uscd to be an extromely impeortant traffic
artery. As a consequence, the raillroads are overburdencd., Gererslly
specking, I think it is true that, despite the Soviet occcunation, desnite
the wholc question of capturcd conemy assoeis, dustria en the wholc is
nrogrossing toward unity guite remarkably well,

DR, STEIVBACH: May I add somothing further?  2s a rosult of the
Marshall Plan, you have much HMore cast=wnst trade today than you had
before. Yugoslavie, Poland, and Cz rchoslovakia nznd fmerican goods and
they cannot got them dlrbculy beonuse that would probably be bad for
Sovict prestiges So they arc getting thom through Austria, and we, in
turn are getting geods from Yugoslavia and other countrics through
Austria. It is necessary for the Sovicts To usc this channel.

When I was in Vienna we had a mooting in General Palmeort's office.
It was August 1947 when everyone thought the Russicns were going to start
a putsch to get a Communist government in Austria. We heard rumors and
there were secret reports which turned out to be untrue. They had been
planted by the Russians, General Palmer asked me one question: ™hat
is going to happen?™ I answered, "Wothing." At that time the Austrians
viere geltting 100 millior dollars in relief from the United Statoese. I
told General Palmer, "As long as the Soviet Union knows that the
Austrians have one dellar left, they are not going Lo start anything
because they want.to get that last dollar." The sustrians, for exanple,
couldntt get any coal from the Tast, bub as soon as Austris had 100
million dollars, the Russians coffered them bitumirous ccal. These are
some of the reasons why Soviet interference is not going Lo be %foco great.
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QUESTION: I have just totaled the chart showing prejected exports
and imports for Germany to 1952 and it looks to me thabt thers is an un-
favorable balance of about four billion dollars over a six-yzar period,

I would like to know where that money is coming from. I would like also
to Inow who is getting the exports? :

DR. NELSON: In the first place, the chart was based on 1548
estimates which have been modified a great deal as a result >f recent
developments. In general theexport figures should be a little higher
anc the import figures somewhat lower. ‘

Looking at 1952, the Germans expect their trads to b2 very much
higher, that is about 2.7 te¢ 2,8 billion dollars instead of thz figures
shovm, Actually, I would expect that by 1952 they might reacsh about
2425 %0 2,5 billion dollars., This would represent an over-all balance
in all currencies, It will be difficult, but it is not impossible. Butb
the big problem in Germany is going 4o be balancing its dollar deficit
because a large part of German imports will have to come {rom the Western
Hemisphere, particularly the food and some of the raw materials, while
the Western Hemisphere will not be in a positicn to absork enoupgh German
exports ©o pay for them. Before the —mar that surplus writh the Western
Hemisphere could be converted into dollars becausc Britain hadé the dollars.
In the next few years, howevsr, Britain is not going to have +he dollars
and this problem of how to convert the Jerman Turopcan svrplas into
convertible currcney--hard currcncy such as dollars or Swiss francs--is
a 64 billion dollar guostion. I don't profess to know the =nswer. It is
not simply a Germon problem. It is an over-all problem,

Tith rcspect to the rest of the cuestion, I would say that for
1949-1950 Gormany will show cbout o billien dollar daficit eoch vear.
The total deficit may be about two billion dollars, perhavs 2 little
more, and it will be coming from ECA and from Army carry-ove? SDproprige
tions. Starting with the establishment of a Western Germany govern-
mont, the fwo funds may be merged into one,

QUESTIONER: In other words, we pay for it nc matter who gets it.
DR WELSCOF: 1In straight frank torms, yes,.
QUESTION: I would like %o =sk a

b
in Buropec today. Which country has The grec
today? What about the fubture in thot res

productivity of rn -wrorker
2st productivity per man

DR. STEINBACH: Production in Austria has reached an index of
more than 100, compared with iarch 1937. DBut the rate of praduction
is only about 7C for the comparable periods. This is comparatively high




because abeout a year ago, or more than a year ago, it was only &0, The
reason for low productivity is lack of machinery. For instance, the
building industry in Austria has to use manual lsbor instead of heavy
equipment which is normally used in the indusiry. Production rer worlker
naturally is lower. Then there is the lack of trained lazbor. For
instance, there are about 200,000 foreign workers, most of thom displaced
persons, who are not intercsted in raising the oubtput per worker.

- ¥e should get an increascd productivity rate, but personally T
would say, "Lct us not do it too fast bseauss the human fachor is usunlly
neglected." We might perhaps help the Commuristis if we get into some
sarious disorder.

QUESTICNER: What I am trying to goet at is, with ECA ald {the
Buropean countrics are all getting the machinery they need anéd the
dollars they need. The result should be that the country that has the
greatest productivity per man will be the country that wins out in the
long run. I would like to know what your opinion is as to what country
that is going to be, Is it geing to be Germany or is it going to be
England?

DR. NELSOXN: I was going to say before you added your last phrase
that 1t will be either Germany or Englaend. Germany guite clearly is lilel
%o move well ahead of the other counitries on the continent. As to whether
productivity will be greater in (ermany or the United Kingdom, that is
something I don't dare guess, I do not think anybody at this gtbage can
58Y . '

DE. STEINBACH: I would like to add something. Terhaps it will
not shed much light or add anything to what has beern said, but alier
all you don't expect to receive a 100 percent answer Lo your quesiion,
If anyone knew the answer they would not talk about it.

Probably the country that is going to win is the country with the
greatest amount of raw materials, That is ny opinion. Germany has the
ctal and we will have to go to that country for coal., These are the
factors you have to consider in order to answer the cussiion you raise,

DR. REICHIEY: Dr. Steinbach and Dr. Nclsorn, I thank you for your

participation in this discussicn, I zlso thank ¥Mr. Louden for giving us
the background material,

(2 June 1949--450)3.
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