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P,OSITIC~[ OF ~;TZSTERN GER~eL\~/ A}~ 
AUSTRIA IN EUROPEAN RECOVEPX 

2 ~.~ay 1949 :: 

~. LOL~DEN: General Holman and gent!emen. In dis cuss_ng the 
subject of Germany and Austria, I shall refer• to an event which I regard 
as the most important happening in Europe, since the middle of the last 
century. -It is avhe formation o~ the German ,F~pire. It created an 
entirely new pattern of economic •relationships and represented a complete 
break v.,ith the Europe which-Dol!o~ved the French Revolution. The inter- 
national problems which l.ed up ~ to ~!Vorld ~ar I, which .culminated in ~'~orld 
l~ar II, and which to a ~large extent remain unsolved today~ are concerned 
vrith the fa~lure of the old Europe to adjust ~tse!f to the ne{% Germany 
v~hich appeared "on the scene just 78 years ago. 

Let us consider some of the reg.~ities of the situaticn~ In 
doing so, I shall divide the discussion into the follovring four topics: 

I. The industrialization of Germany. 

2o The nature of the German economy. 

~. The significance of the German market, 

4. The situation today. 

Germany was the last great p~ver in'Europe to achieve uni~T 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 continued internal strife and dissensions. Germany 
was split into hundreds of principalities and free cities which fought 
and conquered One a_nother according to their greater or lesser ambitions. 
The religious ~vars Of the Reformation occurred on German soil, during 
which Germans fought Germans t:o the ccmplete exhaustion of itheir physical 
and mental resources. Nominally,; this area v~as part of the c!dest emoire 
of Europe, the Holy Roman Empire, ~.vhich Voltaire cynically eharac~eri.zed 
as neither holy nor Roman nor an empire. But it did provide some sem- 
blance of cohesion in administrative procedure. The finai blo~; was the 
French Revolution and the disso ~ < ~ut_on of the _~upire in 1806j vrhich ie.ft 
the numerous German states in an unstable and chaotic ccndibicn~ 

At the close of the Napoleonic Wars, the area vrhich later became 
Germany gave no indication of its future economic importance. The soil, 
on t~ whole, was me'diocre or poor, Only iimited areas could• be rated 
as favorable for:agricultural production. The important mineral resources 
vrere not located centrally -,~.,here they could be deveiopcd, but ~vere found 
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on the periphery where they could not be exploited until after trans- 
portation facilities had been developed. The largest coast line was on 
the Baltic where the trade routes were unimportant. The ~orth 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 custom barriers. Each 
state reserved for itself the right to regulate con~nerce 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 hig~vays to and from the North Sea ports, 
Finally, however, Prussia succeeded in establishing an economic link 
between its eastern and western provinces. Trade was stimu/ated as a 
result. 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 stat~s. Gradually 
jealousies gave way to economic considerations. 

This unified a@auinistration of customs, which was extended to 
include the post office and the consular services as well, stimulated 
and greatly expanded opportunities for trade. The chaotic system of 
weights and measures was swept array. 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 economic expansion of German contmerce. 

About 20 years later, in 1871, the second step was takeno This 
consisted of a combination of the several states into a political tmit 
knovm as the German Reich. The sovereignty af the individual states was 
surrendered, within certain limits, and freedom of movement ~Tas ~er.~uitted 
for both the individual and manufactured products. During approximately 
the next 40 years, from 1871 to i91A, there occurred one of the most 
phenomenal and rapid industrial expansions of any nation in history. Par 
of t~his grov~h was due to the fortituous circumstances of time, in that 
it coincided ~th the oeriod of rapid mechanization follov~dng the 
industrial revolution. Part of it was contributed by the ~nnexation 
of Alsace and Lorraine, two of ~he most prosperou~ orovinces of France. 
Part of it grevr out of the late date at ~;¢hich the development of industry 
took place, which enabled the German manufacturers to profit by the 
experience and mistakes of industry in other countrics. The American 
economist, Thorstein Veblcn, pointcd out that German industrialists v~orc 
not committed to antiquated mcthods and uneconomic locations. They had 
no obsolotc equipment or out-of-date methods of distribution. Industry 
7~as.frcc during this period of expansion to take over the most modern 
processes at their best and ]~ighcst efficiency, rather than to be content 
~th customary compromises with partially amortized equipment. And part 
of the phenomenal expansion was due to the acquisition of a national 
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conf. idence, a belief that Germany was on the march to unlimited newer 
and greater national wealth. V~atever the relative importance' of~ the.se 
causes, the fact remains that within the short period of 43 ~/ear~ .~erm~nv 
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 I. Industrial growth of Germany, 1870-191;5 

Hard coal (1~%lli.ons metric tons) 
Bituminous coal " " " 
Iron ore " " " 
Pig iron " '" "' 
Railroad mileage (..thousand kilometers) 

• Merchant marine : (thousand tons) 

~ATUR~ OF THE GEPI~,}~ ECO:,TOivrf 

3 4 . 5  . • 1 9 1 , ,  5 

9 , 7  8 7 , , 5  

5.3 28~7 
1.6 14,,8 (lglO) 

lS.S (l.87.0). eo,,s (1912) 
82.0 (l871) 4,580,.5 

Up to the time of the formation of the Reich, GermAny's e.conomic 
character ~.~s predominantly agricultural. But, as in other industrial 
countries, a flight from the land began as industrial centers were 
established. Consequently,• agriculture and industry changed places v,~th 
respect to their relative importance , as indicated in table 2. 

Table 2. 

Agricultu£e 
.Industry 
Trade and services 

Occupational distribution of working population 
1882, 1997 anal925 

. . 1 8 8 2  1 9 0 7  1 9 2 5  

42 ' 34 
35 40 
23 26 

3O 

28 

The exploitation of Germany's coal deposits was one of the main 
sources of the nation's industrial expansion. In 187! the cor.bined 
production of coal and lignite was less than 38 million tons, but by 
1913 the German output of 279 million tons had almost caught up ~'.ith 
that of Great Britain. This production came io, rgely from the i<uhr, the 
Saar, and upper Silesia. The Ruhr, however, was the most important, 
producing from 50 to 60 perccnt of th~ total. 

The Ruhr means more than just coal and stool. It is the heart 
of German industry. Located there is a vast az~lcmeration ¢f diversified 
industry based on science and technology. 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, and a long list of similar 
discoveries. Professor Haber and Carl Bosch invented t he:Haber-Bosch 
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 ~h_le, 
the United States, and South Africa; tin from the Dutch East Indies; 
chrome from Turkey; manganese from Russia; nickel from Canada and Finland; 
pyrites from Spain; "phosphates from the 0nited States; bauxite from 
Hungary; wood for pit props in the mines and for ti~e raw material in the 
manufacture of rayon; cotton, wool, and 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 /~mster'd~m, R0tterdam, and Antuverp. 
But it was the railroads which completed Germany's industrial development. 
TD~ree systems linked the East and West: one across the North from Aachen 
to Konigsberg, one through the center, and the third connecting the major 
southern cities with Munich and Vie ~ma. Three systems also linked the 
North and the South: one along the _Rhine Valley in the West, one through 
the center from Hamburg to Munich, and the third in the East connecting 
Stettin with the cities to the south. With the completion of these syster 
new opportunities existed for the development of Germany's resources alon{ 
the frontier. 

The population grm~h which accompanied this industrial develop- 
ment was so great that soon the agricultural output was inadequate, in 
spite of a doubling of the grain production. This growth which followed 
industrialization, furnishe~ in turn, the basis for further industrial- 
iza~iqn. By 18~@ the demand for labor had reached a point where the 
economic motive for emigration practically disappeared. In the meantime, 
continental immigration into Germany increased steadily, mainly from 
Austria, Hungary, Italy, and Poland. 

In addition to coal and s t e e l ,  the chemical and elcctrical 
machinery industries acquired an important place in Germany's economic 
structure. The potassium deposits of Saxony, for cxamplc, >rcrc uscd 
for the production of fertilizers and munitions, ;vhile the electrical 
industry grew out of the practical application of the American 
discoveries of the eighties and nineties. By 1913 half the world's trade 
in electro-technical products was controlled by German firms. 
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Thc distinctive feature of Germany' s industrial .development.. 
however, was the growth of large units and the close connection bet~veen 
the banks and industry. After the business sl~&mp of 1873, cartels began 
to be established° They had legal sanction, since their agreements were 
treated as private contracts. Such monopolistic pra.ctices were frov:ned 
upon in the United States and Great Britain° 

The German banking system provided a powerful stimulus to 
industrial grovgch. In Germany the banking concept was different, from 
the .guglo-Saxon concept, The Ge~an bank represented a comhination of ' 
commercial and investment banking, a combination which requires the 
backing of a central bank. Thus, the portfolio cf a German bank 
contained not only government bonds and treasury bills, but also sub- ' 
stantial holdin[s of industrial stocks and bonds. In addition, banks 
traded in stocks and bonds for the purpose of regulating market values 
or for speculative purposes. Thus, German banks v~re planned mainly as 
instruments for the financing of industries instead of for the granting 
of credit. In one way or another, banks had a hand in almost all 
promotional activities and remained financially interested in the 
industries concerned. 

International cor~nections were established '-~ith banks in the 
United States, Great Britain, Italy, Turkey, Egypt, Rumania~ China. 
Jap'an, India, Latin America, and other countries. Among thc New York 
firms, for example, ~':ere Speyer & Co~, Hollgarten & Coo, ~IoZi. V.rarburg, 
Kuhn-Loeb & Co., Ladenburg-Thalman COo, and others. 

Thus, Germany became a capital 0xporting country in spite of 
the necessity for importing raw ~terials. The explanation is that 
invisible balances were heavily in f:~vor of Germany du~ to proceeds 
from shipping gro~dng out of its gcographica! position in the central 
part of Europe, from services and profits of its foreign ba~,ks, and 
from the sale of German patents abroad° Thus, the Germ~_'~n bs~king 
system played a leading role in and ~as an integral part of the economic 
expansion of Germany. The gro~gch of foreign trade from 829 million 
dollars in 1870 to 4,279 million dollars in 1913 is ~ good index of 
this expansion. 

T I ~  SIGNIFICANCE OF Tr~s~ ~:~"""~';J=:~.~,., ".';ARKET 

By !~rorld ~.~ar I thc German economy had become :-.~ cigantic pump 
~'hich sucked in the rc~ir materials of Eurpoe and other areas and pourcd 
out the products of its industries. In one scnse, Gormo, ny had become 
the workshop of Europe, ranking first in the ~~orld oroduotion of bro~ 
coal, second in the production of steel ::.nd electric power, e.nd ti~ird 
in the output of hard coalo In fact, Germc.n trade v.,~s ~~mc hub of 



European trade. No nation has all the resources it needs. International 
..... ~rov~d and living trade is the means by which human existence is ~ 

° standards • increased. The importance of this foreign trade, not only to 
t]~ population of Germany, but also to all of Europe, is indicated in 
the follo~ng tables: . 

Table 3. importance of German export s in 
supplying vrestern European countries, 1936 

Destination of Gcr~n exports 

Country 
Pr oporti on of ,each 
country, s imports 

Proportion of total 
Germ~ exports 

Austria 16.9 2 o 3 
Be igium- Luxemb our g ii, 6 4 o 4 
Denmark 25.3 3.8 
France 7°0 5,3 
Great Britain So9 8o5 
Italy 26o8 500 
Netherlands 23.3 

8.3 
No~.'ray 18o4 
Sweden 22~6 lo9 
S~'~ t z er land 2% ~ 8 6o 8 
Greece, Iceland, Ireland, 

Portugal, Turkey 27.0 5~3 
Other European countries - 21~i 
All other countries - 29,,3 

I00~0 

Source: Blaisdell, Thomas C., i,lilitary Government Journ~l, 
}~larch 1948, p. 2. 
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Table 4. Importance of German imports in foreign 
trade of western European countriss, 1936 

O.rigin..of German imports 

Proportion o f  each 
Country B6~q~ry t s oxpor~s 

Austria 18 ~l 
Be lgium-Luxembour g 10.5 
Denmark 20.3 
France 4,,3 
Great Britain 4,'3 
Italy 19,6 
Netherlands 1 5 ,  7 
Norway 13,1 
Sweden 15,8 
Sv&t z er la.nd 19.4 
Greece, Iceland, Ireland, 

Portugal, Turkey 33.0 
Other Europea n countries 
All other countries 

Proportion o:~ total 
German imports 

8.0 
3.8 
3,7 
2.~ 
6,a 
4,9 
4.0 
g.l 
4®8 
2.5 

7 , 3  
' I0.9 

. . . .  40o2  

f 

Source: Blaisdell, Thomas C., ~,lilitary Goverr~ment Journal, 
March 1948, p. 3. 

AUS TR IA 

Before World War I, Austrials economy was an integral part of 
the Austro-Hungarian Empire which was fairly well balanced. After 1918, 
however, Hungary, Czechoslovakia, Yugoslavia, R~mania, and Pol~d were 
intent upon building up their o-~na separate industrial economies. Austria, 
therefore, was left v&th its plant capacity but v&th a market only about 
one-eighth of its former size. Vienna, with a population of almost two 
million, was deprived of its ftmction as the capital of an empire 
supported by an economically integrated hinterland, and became the capital 
city of a state about the size of North Carolina, v&th a: total population 
of about seven .million. Thus about one-third of the people of Austria 
lived in Vienna, which gives some idea of the disproportion between the 
urban and rural population. Vienna, ther0fore, was characterized as an 
enormous "waterhead" set upon o. puny body. 

Each of the new states created out of the division of the Empire 
had a definite v.~!l for a separate political existence. But the position 
of Austria was different because it was forced into an existence v&thout 
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plan or popular support. In fact, the most western province which 
borders on Switzerland actually requested annexation with Switzerland. 
The lack of a feeling of political ~ity reflected the deterioration 
of the economic structure. The situation became so serious by 1922 that 
panic broke out in Vienna because the provinces refused to send provision: 
to the city. The League of Nations was obliged to step in to assure the 
continued independence 0f. the co unt~y~- ....... 

Yet the locati0h of Austria is important because it is the place 
where the trade routes from :the East and the Test intercept and cross 
those f~om the North and South, 

.After the Nazis took ever Austria in 1938, the economy was 
completely integrated with that of Germany. Austria had important 
deposit~ of oil, iron ore, and magnesite. Before World War II, the 

country,as the worldls second, largest supplier of magnesite. Produc- 
tion of crude oil was started just before World War II. Output increased 
rapidly, .and by 1944 these oil-fields became the third largest producer 
in Europe. 

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 ths end of hostilities was greater than before 
1938. The great expansion was initiated by the ~azis for war purposes, 
but it was uneconomic and not integrated for peacetime purposes. 

Austria~s foreign trade is characterized by the imports of food 
and raw materials and the exports of manufactured goods. The necessity 
for importing a substantial portion of the'food requirements and large 
quantities of industrial raw materials has resulted in a consistently 

.... adverse balance of trade. Austria h~, therefore, been dependent on 
the tourist trade and earnings from transit shipments to balance the 
surplus of imports. The foll ovring table gives estimntes of the countryt~ 
potential balance of payments for 1937, '1947, and the tentative balance 
for 1952. 

8 
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Table 5. Estimated balance of pas~ents ~~ -~ + • sta~e.~n~, Austria 
(Millions of dollars) 

1937 1947 1952 
Imports .... " ' ~ " 

Food 77 135 115 
Coal 19 22 45 
Textile fibers 28 35 45 
iletals 17 - 45 
Other raw materials 53 60 75 
}..ianufactures 79 60 ii0 

27"-~ " ~  .%35 

Exports 
Raw materials and paper 
0il and oil products 
Metal manufactures 
Other manufactures 
Electric power 
Tourist traffic 
0ther service items 

95 . 51 140 

~60 3 0  1 5 0  

76 54 I 15 
4 5 i0 

36 .- SO 
19 5. I0 

. R e - e r e n c ~  Service, Source: U. S. Dept. of Commerce, International ~ o 
August 1947, p. 5. 

l.~hat is the situation today? A combination of French revenge, 
British casualness, Soviet calculation, and American impatience i-as 
produced a combination of almost insoluble problems, inextricably 
intert~,,~ned. After the defeat in ~.:,ay 1945, the prewar Germany was 
divided into four fragments and a splinter. The fragments consisted of 
about 95,000 square miles of the Trizone, about 46~000 square miles of 
the Soviet Zone, and the splinter, the Saar. In addition, about 40, 000 
square miles east of the 0der-Ncisso Rivers ',~sre placed under Polish 
a~ninistrationo This area is frequently referred to as the separated 
are a ° 

The genesis of the German oroblem is very interesting. The 
original groundwork was laid at the Oueboc Conference in September 19~4, 
when the pastoral state for future Germany was submitted. The miscon-. 
ceptions of the German ceonom~g are indicated by t?:e implica+ions of -the 
quebec concept. Among the most important arc the following: 

i. Closing dov,T~ the Ruhr would be beneficial to the rest of 
Europe. In other words, Gor:nany's loss ~,concmical!y would represent a 
gain to the economy of its nsi$;hbo'~'s. 
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~. A population expanded on ~n industric, l base can produce 
sufficient food to assure the survival of its people. 

3. A relocation of dismantled plants in neighboring states 
~vould not violate the principle of comparative advantage on wyeth 
international trade is based. 

4. The elimination Of the metallurgical, chemical, and electrical 
industries as a means of insuring the disarmament of Germany ~ould not 
result in reducing European living standards. 

Then in 19¢5, in rapid succession, we had the Yalta Agreement 
in February which proposed unconditional surrender and the elimination 
of all German industry that eIOU=C, be useu for militar3( production; JCS 
Directive 1067 in /~pril v:hich set forth the basic policies for the 
guidance of the Co~xaanding General of the United States (this ~irective 
was based on the Yalta Agreement); the Potsdam AgreemIsnt in August v:hich, 
among other things, stressed (a) the organization of the German economy 
so that the primary emphasis vzas on agriculture and peaceful domestic 
industries, (b) the assurance of the production of goods I:~nd services 
for the occupying forces and displaced persons, and (c) the ,Jstablishnent 
of a balanced economy to reduce the need for imports. 

~,vo years later V:e v:ere not so confident that ~ha v~ ~ . . . .  i ,~t Agreement 
vras economically valid. Somet~-~ng had to be done to take Germany off 
the backs of the ~merican ta_~:payers. The question of ~.var ootantial 
versus pe~.ce potential was no longer so important, but the requirements 
of the European market had become very imoortant. The iZuropoan mc, rkot 
needed German steel, hea~y locomotives, railroad equipment, electric 
dynamos, and gas turbines--not German toys and souvenirs~ 

Probably the first ~over~.cnt to rc~-,.lize tl~is was the one hardest 
hit by the I','azis, the Netherlands. in Janur~ry 19,~7 this coontry submitte 
a memorandum suggesting th'~.t it v~as not advisab!o to lay dovm maximum 
quotas for German steel production. 

There follo~ved, then, a nt'~ber of econo~aic missions to Germany, 
the Hoover Co.~nission being the best ~ .... ~,.no :, n 

By the end of August 19A7 there appeared a revised Level of 
Industry Plan for the Bizone ® 

Out of this experience nav~ devclooed the feiiov~inz convictions: 

I. Western E~rooe cannot endure unless there is economic 
strength in Germany. 

l0 
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~. To permit German production, a difficult rapprochement v;ill 
have to be effected be~'een Germany and France. 

3. New industries will have to be developed to replace those 
lost to the East. 

Can Germany resume its traditional prev!a~ role as the major 
buyer and seller in Europe? The present trade deficit amounts to about 
one billion dollars annually. By 1982 it is estimated that no equilib- 
rium v~ill have been attained. T~is means that the ~J~arshall Plc.n is not 
the the aid to end all aid, as it u'as supposed to be. 

The OEEC Interim Report presumably presents the f our-year plans 
of the ~rshall-aid countries. It should be realized, hov~ew~r, that this 
report represents merely an addition of the statistical hopes and expec- 
tations. They • represent the most optimistic estimates of production, 
oonsumption, exports, and national income. 3Totice, I omitted imports 
because of the aust@rity progr~:~s in effect in some of the Countries. 

Germany's problem of economic viability is great because the 
area nosy is only a portion of its former economic entity. There ~y be 
a real danger that each count~J v.~ill attempt to solve its o~'~ economic 
problems° If this occurs, Rurope ~:ill drift back into the depressed 
conditions of the early th~_rties when bilateral defensive agreemer~s 
v:ere common. V~at is needed is active trade. 

This morning we have the good fortune of having tu, o experts 
with us: Dr. Saul Nelson, from the Economic Cooperation AdmLnistration, 
and Dr. Arnold L. Steinbach, from the Bureau of Labor Statistic.~. So I 

, shall ask them, during the question period which follo'.~vs, to participate 
in some of the ansvrers. These gentlemen have recen~iu returned from 
these particular areas~ 

Tb~nk you, gentlemen. 

QUESTION: I vrould like to know the status of the 1 9 4 - 9 - 1 . 9 5 0  

ECA program for Austria, and witlmin that, hov~ much is direct aid and 
hov~ much of it is drav~ing rights? 

• },~. LOUDEN: I have the it_formation here but I think ::Je might 
as v~e!l let the experts ansv~'er that question. 

DR. K~LSON: I am afraid it is a little premature because, as 
yet, the figures are not all complete. It depends, first, uoon the 
mmo~uut of money that is actually appropriated by the Congress;; and~ 
secondly, upon the conversations v:e had first in Paris and then in 
~ashingt on. 

ll 



In very approximate terms, however, we have reco~nended for 
Austria an amount of direct aid which will be, say, 18 to 20 million 
dollars. As to the question of draudng rights, we have made no 
recommendations v~th respect to any of these countries. T~t 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 80 million dollars in dra¥~ing 
rights from other countries. That is just ~guess at t~s stage. The 
picture may alter very considerably when the actual negotiations take 
place in Paris in the course of the next couple of months. 

QUESTION: I am a little disturbed at the observation that has 
been made that, be£ore World War II Germany had a certain volume of 
manufacturing and exports and imports; the intention is to build it 
back up to what existed prior to World ~ar II. Isn't there some other 
answer? Somebody else may be able to fill the void that Germany ~ns 
caused rathen than building back these tremendous potentials that 
Germany had before World War II. 

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

You have a population in Western Germany alone ~hich is about 
26 percent greater than it was before the war. The population in 
Western Germany runs to about ~7 million as of today. The agricultural 
potential of Western Germany, no matter how developed, is not sufficient 
to produce more than about half the food that Western Germany needs. 

Assuming you get German ~ification, that is v.ith the Soviet 
Zone, that would not add anything on net, because the Soviet Zone can 
just about produce the food which i -5 requires. It is about balanced 
agriculturally. About half the food required by the population of 
!~estern Germany must be imported. That ~vould cost sqme~;'here in the 
neighborhood of a billion to one and a quarter billion dollars mrmually, 
assuming a reasonable feeding standard, a standard not so ~J.ch as before 
the war but some~:~hat better than it is today. 

Now the problem is how are you going to p~y for that billion 
dollars of food plus the ra:v materials ~-hich are required by German 
industry. It is possible, of course, to support Germany indefinitely. 
But if you rule that out and if you say that Germany must pay its ov,~. 
way ultimately, the only way in which it can pay its o-¢,~, way is to permit 
a very substantial measure of industrial production. Actually, the ECA 
recommendation is that Germany by 1982 ~'ould produce about 20 percent 
more than it did in 1936. That u~ou!d still mean, her-over, tYiat it ">~-ould 
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be producing considerably less steel than it did before the war; that 
certain of the basic industries would be l~mited, such as al~ninum, 
nonferrous metals, and so on; that production of certain types of 
products such as the radioactive items, the s~thetic fuels, magnesium, 
and otPer similar items v~lllbe prohibited; that the amount of ship- 
building will be limited; and so on. in other words, we will attempt to 
maintain certain kinds of security restrictions. B~t nonetheless they 
must export somev~hat more than they did before the war in order to 
support this large increase in population. There just doesn't seem to 
be any other alternative. 

DR. STEINBACH: In addition there is one thing I think is 
important. It is something vre forget when v~e thim~ of Germany, France, 
and so forth. Look at the distribution of the resources of Europe belov,~ 
the surface, We find Germany has coal and steel. That has to be brought 
to the surface. Unfortunately the Germans are living where this industry 
is located. That means'that the Germans v&ll operate these industries. 
Since Europe needs these products and since we wish to restrict Germany's 
war potential, shall v:e move the Germans to Poland and perhaps the Poles 
to Germany and have them dig the material out of the mines? 

QUESTION: I would like to ask a question in connection ~th 
Austria. There appears to be conflicting reports with regard to the 
Austrians t solidarity, that is, their ability to get together and 
counteract the interference from the Russians on the cver-all Austrian 
economy by reason of the Russian control of the Soviet Zone? 

~,'[R. LOUDEN: In other words, how greatly has Soviet exploitation 
of the manufacturing facilities in Austria affected its economy? Tl~re 
is no doubt that it has greatly retarded reconstruction, particularly 
v.ith reference to certain items, such as glass. The Brunn Glass~vorks 
happens to be in the Russian Zone. Perhaps Dr. Steinbach could bring 
us up to date on this situation. 

DR. STEINBACH: In Austria you have a situation v~hich is 
different from Germany. You have a goverr~ment in Austria ,:hich, in 
spite of Soviet interfercncc, is able to do some planning. So inter- 
ferenoe is not so great as it is in the Sovict Zone of Germany. H~cvcr, 
there is considerable interference in certain aspects of production. 
T~mre are the USIA factories :,'D~ich v~ero takcn over by the Soviets. These 
include a large shoe factory, rubbcr and tire factories, and one of the 
largest tcxtile mills in Austria. 

Something very interesting h~s happened r:ithin thc is.st !2 or 15 
months. As long as a black market existed, the Russian factories 
prospered. Thc Russians uscd the goods to barter v ith S~ritzcrland, Italy, 

13 

I'~l,~,:-~ ~ ~iiii il ~ 



I ",, l"~.-,'~ ~! I'~>, li~ . II i~',:il 

and other ~estern Euronean countries for items needed in Russia. But 
since the currency reform in December 19~7, we discovered that many of 
these factories were going bankrupt because now they must have income 
~,~th vrhich to purchase raw materials° They are forced to adjust them- 
solves to the economy. I personally ,have t]~ feeling that if the 
occupation is going to be continued, the SoViet interference is going 
to decrease rather than increase because of tPese an~ other difficulties. 

If 'I may add, it was very interesting to note that the strikes 
which occurred after 1947 in the Soviet Zone, :so far as Com~>~uists were 
concerned, were much worse than in the other zones. The ~orkers ~ere 
forced to go on piece rates the same as in Russia. There are some ~orksrs 
particularly tool makers and mechanics, who never before vrorked on piece 
rates in Austria. When the Russians forced pi&ce rates on the Austrian 
workers, particularly the tool makers and mechanics, the workers learned 
a lessen. So my feeling is that Soviet interference, by and large, is 
not going to increase. 

DR .~TELSON: Just one brief added comment, ":~hich is t1~t one of 
the most serious immediate problems resulting from the quadripartite 
arrangement is the fact that thc Danube is closed to traffic bel~" the 
American Zone. Thc Danube uscd to bc an extremely important traffic 
artery. As a consequence, the railroads are overburdcncd. Generally 
speaking, I think it is truc that, despite the Soviet occupation, desnite 
the whole question of capturcd enemy assets, Austria on the ~:holc is 
progressing tov~ard unity quite remarkably ~roll. 

DR. ST~;I_,BACIi: May I add something further? As a result of the 
],,larshall Plan, you have much more oast-~,w:st trade today than you had 
before. Yugoslavia, Poland, and Czechoslovakia n:cd American goods and 
they cannot got them directly because that "~,'ould probably be bad for 
Soviet prestige. So they are getting them through Austria, an@ ~,'ro, in 
turf, are getting goods from Yugoslavia and other countries tbxough 
Austria. It is necessary for the So~Tiets to use this ch~r_nol. 

When I was in Vierm.a wo had a meeting in General Palmor's office. 
It yeas :~_ugust 1947 ~,;hen everyone thought the Russians ~-ere going to start 
a putsch to get a Co..~munist goverrnnent in Austria. We heard rtuuors and 
there v,,ere secret reports v,-hich turned out to be 1±utrue. They had been 
planted by the Russians. General Palmer asked me one question: 'P,}'hat 
is going to happen?" I ans',vered, "Not~ing." At that time the Austrians 
v~-ere getting i00 million dollars in relief from the United Stat@s. I 
told General Palmer, "As long as the Soviet Union ::cnov~'s that the 
Austrians have one dollar left, they are not going to start anyt]ming 
because they ~,vant to get that last dollar." The Austrians, for example, 
couldn't get any coal from the East, but as soon as Austria had i00 
million dollars, the Russians offered them bitt~minous coal. These are 
some of the reasons v : h y  Soviet interference is not going t o  be too great. 
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QUESTION: I have just totaled t h e  chart sho~-~ing projected e}:ports 
and imports for Germany to 1952 and it looks to me that there is an un- 
favorable balance of about four billion dollars over a six-y.~ar period. 
i would like to know whore that money is oominrg from. I would- like also 
to know v~ho is getting the exports? 

DR. ~LSON: In the first place, the chart was based on 1948 
estimates w~ich have been modified a great deal as a result of recent 
developr.ents. In general the e~port figures should be a little higher 
and the import figures somewhat lower. 

Looking at 1952, the Germans expect their trade to be w~,ry much 
higher, that is about 2.7 to 2.8 billion dollars instead of the figures 
shov,m. Actually, I would expect that by 1952 they might reach about 
2°25 to 2.5 billion dollars. This would represent an over-all balance 
in all currencies. It will be difficult, but it is not impossible. But 
the big problem in Germany is going to be balancing its doll~r deficit 
because a large part of German imports -;~ii have to come from-the %Yestern 
Hemisphere, particularly the food and some of' the r~v materi.~is~ ~rhilc 
the Western Hemisphere will not be in a position to absorb enough German 
exports to pay for them. Before the "~.ar that surplus ~'~th t]~e ~.;.restern 
Hemisphere could be converted into dollars because Britain h~5. the dollars. 
In the next few years, however, Britain is not going to h.~ve '<-he dollars 
and this problem of how to convert the German European surplus into 
convertible currency--hard currency such as dollars or Swiss francs-'is 
a 64 billion dollar question. I don't profess to knevr the answer. It is 
not simply a Gcrman problem. It is an over-all problem. 

~ith respect to t h e  rest of the question, I would say that for 
1949-1950 Germany will show about a billion dollar deficit each year. 
The total deficit may be about "~vo billion dollars, perhc~ps .~ l~..ttle 
more, and it vrill be comin~ from ECA and from Army carry-over appropris~. 
tionso Starting vdth the establishr.ent of a Western Germany govern- 
ment, the ~wo funds may be merged into one, 

QUESTIOI'~.I~: In other words, v,:c pay for it no matter :the gets it. 

DR NELSOn!: In straight frank terms, yes. 

QUESTION: I would like to ask about the productivity of ~: worker 
in Europe today, ~.Y~ch country h%s the gr~otcst productivity per man 
today? What about the future in that rsspect~ 

DR. STEINBACH: Production in Austria has reached an index of 
more than i00, compared with 7:iarch 1937. But the rate of production 
is only about 70 for the comparable periods° This is compar;~tively high 
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because about a year ago, or more than a year ago, it w::s only 50. The 
reason for low productivity is lack of machinery© For instance, the 
building industry in Austria has to use manual labor instead of heavy 
equipment which is normally used in the industry. Production Fer worker 
naturally is lower. Then there is t~:e lack Of trained labor. For 
instance, there are about 200,000 foreign workers, most of them displaced 
persons, who are not interested in raising the output per worker. 

We should get an increased productivity rate, but personally I 
would say, "Lct us not do it too fast b~eause the human factor is usu~lly 
neglected." We might perhaps hc!p the Communists if we get into some 
serious disorder. 

QUESTIO}~R: What I am trying to got at is, with ECA aid thc 
European countries are all getting the machinery they n~ed and the 
dollars they need. The result should be t?~t the country tl~t 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 going to be Germany or is it going to be 
Eng land? 

DR. NELSOn:: I was going to say before you added your last phrase 
that it will be either Germany or England. Germany quite clearly is li::e] 
to move well ahead of the otP~r countries on the continent. As to whethe~ 
productivity will be greater in Germany or the United Kingdom, that is 
something I don't dare guess. I do not t}~&nk anybody at this stage can 
say. 

DR. STE!NBACI:: I would like to add something. Perhaps it will 
not shed much light or add an~rthing to what has been said, but after 
all you don't expect to receive a I00 percent answer be your question. 
If anyone knew the answer they would not talk about it. 

Probably the cotuutry that is going to :':in is the country wit'h the 
greatest amount of raw materials. TD~t is my opiuion. Germany has the 
coal and we will have to go to that country for coal. These are the' 
factors you have to consider in order to answer the question you raise° 

DR. REICHLEY: Dr. Steinbaeh and Dr. Nelson, I tha:oi< you for your 
participation in this discussion. I also thank Mr. Louden for giving us 
the background material. 

(2 June 1949--450)3o 
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