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FREE TRADE AND FULL EMPLOYMENT

In 1946 Michael Kalecki published a short essay under the title 'Multilateralism and Full Employment' - the two terms that evoke the two essentially contradictory ideals of the post-war settlement in Europe. Kalecki summarised the problem as follows:

'Roughly speaking, the principle of multilateralism requires that each country should be guided in its purchases in other countries solely by the price and quality of goods without taking into consideration whether the supplying countries are or are not buyers of the produce of the country in question. It will be seen that the operation of such a system in balancing foreign trade may create serious difficulties for those countries which pursue a policy of maintaining full employment. Each country at full employment will require a certain volume of necessary imports. Now it is by no means obvious that it will be able to secure under a multilateral trade system a level of exports which will provide it with a sufficient amount of foreign exchange to pay for the volume of imports required at full employment. The country concerned may thus tend to achieve more security in its foreign trade by concluding a series of bilateral agreements with other countries relating in some way imports from and exports to those countries. Or it may enter together with other countries into a "regional block" expecting, on the basis of the economic characteristics of the participants, to be able to secure within the block a large part of the required imports in exchange for its exports. (The trade within the block would be operated on a multilateral basis, while the exchange proceeds from exports to countries outside the block would be "pooled" and allocated to the member countries of the block according to a certain schedule.)' 

Prior to the war, the only Western European country that had achieved full employment was Nazi Germany. The means by which Hjalmar Schacht and Walther Funk dealt with the problem of balancing imports and exports was looked at in the previous article in this series. They may be said to illustrate the first of the methods Kalecki outlines - 'a series of bilateral agreements with other countries relating in some way imports from and exports to those countries'. Lloyd George in Britain, supported by Keynes, had proclaimed full employment as a realisable aim. But Keynes's argument turned mainly on the uses of public expenditure in manipulating the domestic economy. He had little to say about international trade. His Dublin talk on 'National Self Sufficiency' and the appendix to the General Theory on mercantilism suggests that he rather disapproved of it. 

Britain in the 1930s, without achieving full employment, adopted, with Keynes's approval, the second of Kalecki's possible methods, the 'regional block', in this case the Empire expanded to the 'sterling bloc' - the wider area of the world willing to use sterling as its currency.

By the time the war broke out and he was engaged in negotiations with a USA determined to establish multilateralism - and in a position of strength to do it - Keynes had come to see the methods developed by Schacht and Funk as containing the seeds of a solution. Hence his proposal for an 'International Clearing Union', somewhat on the lines of Funk's 'New Order' in Europe - a system by which money gained from export surpluses would be pooled and made available under certain conditions to countries in deficit. Britain, however, wholly dependent on subventions from the US, was not in a position to impose its will in the matter and the American view prevailed. The American scheme, which was agreed at Bretton Woods to the accompaniment of lashings of American aid to the countries that agreed it (including the Soviet Union) recognised that under multilateral free trade countries would get into balance of payments difficulties. After all, the point of the exercise for the Americans was that they should achieve a balance of payments surplus, but this could not be achieved unless other countries had a balance of payments deficit. The World Bank and International Monetary Fund would provide loans to countries that got into serious difficulties, but these were loans that would have to be repaid and they came with conditions concerning public expenditure which would render any 'Keynesian' policy of maintaining full employment impossible. 

But this system did not immediately come into effect and, as we will see in a later article, in the context of the Marshall Plan and the need to mobilise European support for the Korean war, the Americans introduced the 'European Payments Union', which was actually much closer to the Keynes (and Schacht and Funk) principle of the Clearing House.

HARRY DEXTER WHITE AND THE SOVIET UNION

Keynes's antagonists in the negotiation with the United States were Henry Morgenthau and Harry Dexter White, architects of the famous 'Morgenthau Plan' for the de-industrialisation of Germany. Roosevelt, Morgenthau and White were well aware that the consequence of a radical weakening of Germany would be a strengthening of the Soviet Union. The 'Programme to prevent Germany from starting World War III' was worked out, apparently by White, in August 1944 and in September Roosevelt told Cardinal Spellman, who can't have been pleased at the news, that Russian domination of Europe was inevitable. Robert Skidelsky in his biography of Keynes quotes White's biographer, David Rees, as saying:

'Drawn toward the Soviet Union by an emotional sympathy at the very least ... White may have felt in the late summer of 1944 that the irreversible crushing of the Reich would help to lead to post-war Soviet-American understanding. If the Russians achieved a dominant position in Europe as a result, this might be a price worth paying ...'

In 1948, White appeared before the House Committee on Unamerican Activities, successfully rebutting charges of conspiracy with the Soviet Union. He died a few days later, apparently of a heart attack. Subsequently definite evidence emerged that almost from the moment that he started working in the Treasury in the 1930s he had been passing classified documents to people he knew were Soviet agents. But that clandestine activity was small beer compared to the perfectly open initiative he took in April 1944, delivering to the Soviet Union a duplicate set of plates for the printing of the military occupation marks that were to be the legal currency of post-war Germany 'resulting in the Soviets effectively raiding the U.S. Treasury for $300 - $500 million, or roughly $4.0 - $6.5 billion in today's dollars ...

'Concerned that the Soviet government might not ratify the conference agreements, White six months later proposed a low-interest U.S. reconstruction loan of $10 billion for the Soviet Union—more than three times as much as what he advocated in transitional assistance for the United Kingdom. The fact that such a credit was not ultimately offered turned out to be one of the primary reasons the Soviet government decided against joining the IMF and the World Bank, as White had feared it would.'

It seems to me fairly clear that, whatever personal sympathies White might have had for the Soviet Union, or whatever his admiration for Soviet Socialism, his ambition was to incorporate the Soviet Union into the multilateral free trading system based on the dollar which he was trying to establish at Bretton Woods. The account I've just been quoting goes on to say (p.128):

'In August 1945, according to testimony given nine years later by the journalist Jonathan Mitchell before the Senate Internal Security Subcommittee, a gloomy White told Mitchell that the system of government-controlled trading that had emerged during the war would continue into the postwar period, owing to a lack of dollars and gold, which would oblige governments to maintain tight controls on cross-border private trade. The IMF would fail to rectify this problem ... The United States, White continued, would, with its huge domestic market, be able to carry on a system of private enterprise for five to ten years but could not ultimately survive as a capitalist island in a world of state trading.'

'State trading' is as good a two word summary as one could wish of the system Keynes was trying to establish. The implication - not drawn out by the author of the article - is that White's pussyfooting with the Soviet Union was an attempt to subvert the Soviet system, or at least to prevent the division of the world into two irreconcilable camps - Capitalist and Socialist - with a genuine fear that the Socialist system would prove to be the stronger of the two.

Let us step back a little and try to enter into the interesting mind of Harry White.

Although the US had already destroyed the American 'Indians', subjected its black population to a reign of terror, done what it could to subject Latin America to its will and taken control of the Philippines, it was not yet decided on a policy of world domination, with the huge military investment that would entail. It was still willing to accept that there could be other powers in the world. However, it had a problem of which White at the Treasury was acutely aware. It had developed a productive capacity far beyond the consumption capacity of its own domestic market. Some idea of this is given in a French account published in April 1948, the month in which Marshall Aid was finally approved by Congress:

'In fact one can hardly see where France and Europe could at the present time find at once the products and the credits they need other than from the economic power that owns, with only 6% of the population and of the territory of the world, 25% of world revenue, 55% of commercial shipping and which produces 20% of its wheat [blé], 33% copper, 40% rubber, 45% lead and cotton, 55% of its iron [fonte], 60% of its coal [charbon] and 63% of its petrol.'

The solution to the problem was exports. But, as we've already seen, it was impossible to develop a substantial export surplus without generating elsewhere in the world a substantial trade deficit. Britain, still the dominant political power in the world, had formed its Empire into a trading bloc that formed an obstacle to the expansion of US trade. In the 1930s, when White began his clandestine dealings with the Soviet Union, the rising European power - Nazi Germany - had devised an ingenious method for conducting international trade that obviated the need for trade surpluses and deficits. It may be that the expansion of the Japanese Empire also posed a potential obstacle to US trade (Japan had been the US's best trading partner). Under those circumstances, might it not be a good idea to open lines of communication with the other potential great power in the world, the Soviet Union? And having seen the collapse of National Socialism in Germany, and outmanoeuvred Keynes in the construction of a new world financial order, was not the prospect of implicating the Soviet Union in this new gold based order also very enticing - perhaps the more tempting for the Soviet Union given that Russia was a gold rich country and Marx was a believer in money that had a value of its own?

At any rate at the end of the war it would be obvious to the US that Europe, Japan and to only a slightly lesser extent Britain, Empire and all, were at its mercy, while the Soviet Union too was wrecked and had absorbed a territory much larger than it could reasonably be expected to support with its own resources. There was now no problem in finding people willing to accept imports from the US. The problem was a lack of money to pay for them. It was up to the US to supply both the goods and the money.

THE ANGLO-AMERICAN LOAN AGREEMENT

Morgenthau's influence collapsed very quickly after Truman became President in April 1945. He put in his resignation in protest against not being invited to accompany Truman to Potsdam in July and, probably to his surprise, it was accepted. The rest of his life - he died in 1967 - was devoted to support for the state of Israel. White, however, clung on long enough to be able to deliver one last humiliation to his old sparring partner Keynes through the negotiations for an American loan in December 1945.

We saw previously how Article VII of the Lend Lease agreement negotiated by White and Keynes committed the parties to 'provide against discrimination in either the United States of America or the United Kingdom against the importation of any produce originating in the other country; and they shall provide for the formulation of measures for the achievement of these ends' and how this provoked a stormy reaction in Britain. As a result 'Roosevelt assured Churchill that Article VII wasn't intended as an attack on Imperial Preference and the impact of it was watered down and combined with other, more interesting aims [including the expansion of production and employment] in the "Mutual Aid (Lend Lease) Agreement" finally signed in February 1942.'
 It did however still entail a commitment 'to the elimination of all forms of discriminatory treatment in international commerce and to the reduction of tariffs and other trade barriers' and this was still opposed by the British Treasury and Bank of England, still anxious to maintain privileged trading relations with the Empire. Now, as a condition of a loan without which Keynes believed the restoration of the British economy was impossible, White demanded not just the dismantling of Imperial preference but also the imminent mutual convertibility of the pound and the dollar. This was part of the Bretton Woods arrangement but it wasn't to be introduced until conditions were ripe, assumed to be several years away. These conditions provoked outrage in Britain and very stormy debates in Parliament.

Skidelsky (p.448) describes the speech Keynes made in the House of Lords in support of the agreement as 'the most courageous and skilful public speech of his life.' But he also describes it as a masterpiece of rhetoric rather than of reasoned analysis. By the time Skidelsky had reached that point in writing his massive biography, he had, as I discussed in the earlier article, been won over to an anti-Keynesian, Friedmanite view of economics (he was reconverted to Keynes by the Great Financial Crash). It could be argued that this final intervention in public life was Keynes arguing against his own life's work and thus contributed to muddying the water of his legacy. He died in April 1946, the month in which the loan he had negotiated was agreed by Congress.

TREATMENT OF GERMANY

By this time, following the election in July 1945, the Labour government was in power and the Potsdam conference in the same month marked the moment when Ernest Bevin appeared on the scene as British Foreign Secretary. Potsdam established the four power division of Germany and a general policy which may have fallen short of the full Morgenthau Plan but was still punitive, based on a policy of de-industrialisation, not to the extent wanted by Morgenthau, reducing Germany to a near-entirely agrarian economy, but to the extent necessary to prevent its re-emergence as a military power. American policy was outlined in the 'US directive to General Eisenhower on military rule of Germany' - JCS (Joint Chiefs of Staff) 1067, which was approved by Truman in May 1945 while Morgenthau was still in place. It's basic principles were outlined in Paragraph 4:

'a. It should be brought home to the Germans that Germany's ruthless warfare and the fanatical Nazi resistance have destroyed the German economy and made chaos and suffering inevitable and that the Germans cannot escape responsibility for what they have brought upon themselves.

b. Germany will not be occupied for the purpose of liberation but as a defeated enemy nation. Your aim is not oppression but to occupy Germany for the purpose of realizing certain important Allied objectives. In the conduct of your occupation and administration you should be just but firm and aloof. You will strongly discourage fraternization with the German officials and population.

c. The principal Allied objective is to prevent Germany from ever again becoming a threat to the peace of the world. Essential steps in the accomplishment of this objective are the elimination of Nazism and militarism in all their forms, the immediate apprehension of war criminals for punishment, the industrial disarmament and demilitarization of Germany, with continuing control over Germany's capacity to make war, and the preparation for an eventual reconstruction of German political life on a democratic basis.'

In particular, according to para 16: 

'Except as may be necessary to carry out these objectives, you will take no steps (a) looking toward the economic rehabilitation of Germany, or (b) designed to maintain or strengthen the German economy' 

and according to para 32:

'Pending final Allied agreements on reparation and on control or elimination of German industries that can be utilized for war production, the Control Council should

a. prohibit and prevent production of iron and steel, chemicals, non-ferrous metals (excluding aluminum and magnesium), machine tools, radio and electrical equipment, automotive vehicles, heavy machinery and important parts thereof, except for the purposes stated in paragraphs 4 and 5 of this directive

b. prohibit and prevent rehabilitation of plant and equipment in such industries except for the purposes stated in paragraphs 4 and 5 of this directive; and

c. safeguard plant and equipment in such industries for transfer on reparation account.'

Some detail was given for this in the March 1946 'Plan for the limitation of German industries: 

'According to this plan, industrial capacity was to be reduced to 55% of its 1938 level. In the production goods sector, steel capacity was to be cut to one-fourth the pre-war level, basic chemicals and heavy machinery to one-third, and machine tools to one-tenth. A few industries, mainly those producing the synthetics which had been important during the war, were entirely forbidden. Only a few sectors of light machinery production were to be left untouched; soft-coal output was even to be increased to meet the energy needs of Western Europe.'

PROBLEMS FOR BRITAIN

The occupying power that was least happy with this arrangement was Britain. Churchill had approved the Morgenthau Plan in Quebec in September 1944, after being persuaded by his 'scientific adviser' Frederick Lindemann (created Baron Cherwell in 1941) that the suppression of German industry would be to the benefit of British industry. But, as Keynes knew very well, there was no way that post-war Britain could fill the gap left by a de-industrialised Germany. 

In the four-power carve-up of Germany, Britain got the North-West portion, which included the Ruhr Valley which, together with Upper Silesia (gifted by Stalin to Poland) was the industrial power-house of Germany. Given the policy of de-industrialisation, however, this was hardly an advantage. The main food-producing area was in the East, partly in the area gifted to Poland and partly in the area controlled by the Soviet Union. According to Alan Bullock's biography of Ernest Bevin:

'None of the occupying powers stood to lose as much by this de facto partition of Germany as the British. If hope of getting Germany treated as an economic unit had to be abandoned, the British would be left with an over-crowded zone less capable of supporting itself than any of the others and with no alternatives but to see its population starve or keep them going at British expense.'

Between June 1945 and April 1946 Britain had to supply one million tons of food to its German zone, in addition to the task of supplying its own troops and difficulties in feeding its own population (Bullock, p.150).

In 1946:

'Over Europe as a whole food production was 25% below normal, and for the world 12% below. Besides Europe the worst hit area was South and SE Asia, particularly India. Here at last was an issue on which he could hope to get concerted action. While Attlee wrote to enlist the support of Truman and other heads of government, Bevin tried to bring home the urgency of the situation to the House of Commons, the UN General Assembly, the trade unions, the International Conference of Agricultural Producers ... Much the most effective lead Britain could give was by making food available herself, and Attlee and Bevin decided that this must be done even at the cost of cutting British rations still further. They agreed that 200,000 tons of wheat should be diverted from the UK quota to help Asia, especially India, and a total of 400,000 tons of food exported to the British zone in Germany. The cut in rations was unpopular at home and was seized on by the Opposition as evidence of mismanagement. There was some truth in this. But the Government refused to bow to the storm and on the principle of sharing Bevin demanded to know whether the Opposition, which was loud in proclaiming its belief in the Empire, looked on the 500 million people of India and the East as British subjects, or only the people of the United Kingdom, when it came to food supplies.

'The party row over rationing went on well into the summer, leading to Ben Smith's resignation as Minister of Food on 27 May (he was succeeded by John Strachey) and the introduction of bread rationing, a step never taken in wartime, a month later.' (Bullock, pp.232-3)

PROBLEMS FOR FRANCE

The obvious solution as far as Germany was concerned was to reinvigorate industrial production to produce exports that would generate the money necessary to purchase imports of food. The major obstacle to such a policy was France, as represented, forcefully, by Jean Monnet.

Monnet was High Commissioner of the Plan for Modernisation and Equipment, head of the 'Commissariat du plan' established by De Gaulle just before his sudden resignation as head of the French government in January 1946. He had been in England when France fell to the Germans in June 1940 but instead of joining De Gaulle or returning to France, he had gone to the United States. Roosevelt had sent him as political adviser to General Henri Giraud in Africa, whom the Americans were backing as De Gaulle's rival for the leadership of non-Communist French opposition to Hitler, but after persuading Giraud to renounce the legitimacy of the government at Vichy (thereby losing the support of Vichy supporters, who were not necessarily supporters of the German occupation) he had rallied to De Gaulle.
 He had negotiated the Lend-lease arrangement introduced in February 1945 but abruptly terminated (together with the arrangements for the UK and USSR) with the fall of Japan in August. In December he negotiated the new loan from the US ($550 million, as against the UK's $3,750 million) and it was as part of the arrangements for this loan that the first 'Monnet Plan' appeared in March 1946. 

One of the chief aims of the plan was 'to enable France to play its role in international economic competition and to become a major producer of steel thanks to massive imports of German coal.'
  Already in October 1945, the French had proposed that the Ruhr, 'vaguely defined but embracing the whole coalfield east of the Rhine, was to be turned into an international state with its own independent government supervised by an international authority made up of France, Britain and Benelux representatives and guaranteed as a neutral and independent state by the United States and the Soviet Union. It would have its own customs barriers and its own currency ...'

Punitive as the Potsdam Agreement might have been, it had envisaged that Germany would, despite the division into four zones, be treated eventually as a single economic unit, thus, for example, giving the Western zones access to the agricultural produce of the Eastern Zone. France, however, had not been represented at Potsdam and did not feel bound by its conclusions. But as one of the four powers occupying Germany the French had a veto on the decisions of the Allied Control Council. Their policy was to work towards the greatest possible weakening of Germany as an economic power and therefore its division or, we might say, re-division, into many different semi-autonomous entities.

Historians have seen a speech by the US Secretary of State, James Byrnes, given in Stuttgart in September 1946 as marking the moment when the US committed to favouring Germany over the Soviet Union, and therefore as a key moment in the development of the Cold War. But at least one historian - John Gimbel - has argued that the speech was in fact mainly directed against France: 'Although cold-war historians have not generally recognised France as the object of Byrnes's Stuttgart speech, the French government and the French public did so at the time. The French press reacted most sharply and critically, and within three days of the speech, the French minister in Washington was at the State Department with the news that the French reception "had been extremely adverse," that Byrnes's promises did not satisfy France's security requirements, and that Bidault [Georges Bidault, chairman of the French Provisional government, June-December 1946] wanted to talk with Bevin and Molotov before he decided what he should do next.'
 As a result, Byrnes 'floundered' and later, once the Soviet Union had been safely identified as the villain, tried, in his Memoirs for example, to cover his tracks. Nonetheless the situation was explained by a State Department official, John Hilldring, in October to the Meader Committee, set up to examine the corruption and inefficiency of the occupation:

'Explaining to a Meader staff member why the committee should drop its investigation of four-power relationships in Germany, Hilldring reportedly said that one of the first things the committee would learn was that the German economy was suffering mainly because the occupation authorities had shipped to France "every extra ton of coal" mined in Germany. Hilldring implied that this was being done as a result of a policy decision on the "highest levels" to restore the French economy and thus prevent the Communist party from gaining control in the French parliament.' (Gimbel, p.262).

TOWARDS THE TRUMAN DOCTRINE

Although the Soviet government was still committed to the Potsdam principle of a single government for a united Germany they did not want to open their own sector to free movement and penetration by the Americans. Their interest therefore generally aligned with that of the French in wanting to keep Germany divided and prevent the restoration of German industry, which was increasingly the ambition of the Americans and, most especially, British. The French and the Americans complained of the inefficiency of the British in extracting coal from the Ruhr but with all the coal going to produce French steel and the Germans forbidden from producing steel of their own, Bevin argued back that German coal miners had little incentive to do any better: 'What brooks no delay,' he wrote in November 1946, 'is a strong set-up in German industry, more devolution on the Germans to make them work out their own salvation, and a drastic cut down of our overheads' (Bullock, p.342). In opposition to the French and the Russians, the British and Americans were fusing their zones into a 'bizone', with free movement across the area and German-led administrative structures scattered across different cities in order to avoid the appearance of an embryo German government.

Elections held in November 1946 established the Communists as the largest party in France and in the US gave both houses to the Republicans, traditionally opposed to US involvement in European affairs. Insofar as the US had a strategy for reducing its commitment to Europe it was reliant on France and, more so, Britain to act as a counterbalance to the rapidly forming Communist bloc but it was increasingly obvious that both countries, primarily concerned with rebuilding and restructuring their own Empires, were not up to the job. In particular:

'Between the 14th and 20th February [1947], Bevin gave notice that Britain would refer the Palestine problem to the United Nations; the Cabinet agreed that British aid to Greece and Turkey could not be renewed after 31 March, and the remaining British troops in Greece would have to be withdrawn, and Attlee announced in the House of Commons that Britain would hand over its responsibilities in India [not part of Bevin's responsibility though he submitted a memo complaining of the way it was handled - PB] by a date not later than June 1948 ... The British Empire appeared to be in process of dissolution and the British lacking either the resources or the will to prevent it. This represented the low point in the Labour Government's fortunes and of Bevin's own career.' (Bullock, pp.362-3)

The Winter of 1946-7 was famously hard. Short-term factory working was introduced in January owing to power cuts, owing in turn to a shortage of coal. 'When the Minister of Fuel and Power (Shinwell) told the Cabinet and later the House of Commons, on Friday 7th February, that a number of power stations would have to shut down completely and that from Monday electricity could no longer be supplied to industry over the greater part of the country, his statement was greeted with astonishment. For the first time in its history, British industrial production was effectively halted for three weeks ...' (p.361).

This was the context in which, in March 1947, Truman gave a speech that is generally regarded as the first statement of the 'Truman doctrine'. It was an appeal to Congress to replace Britain in providing financial, technical and military support to the Greek and Turkish governments, but he expanded the argument into a general obligation to help 'free peoples' resist 'totalitarian' government, indicating that he saw the policy of the Soviet Union as falling into that category:

'The peoples of a number of countries of the world have recently had totalitarian regimes forced upon them against their will. The Government of the United States has made frequent protests against coercion and intimidation, in violation of the Yalta Agreement, in Poland, Rumania, and Bulgaria. I must also state that in a number of other countries there have been similar developments.

'At the present moment in world history nearly every nation must choose between alternative ways of life. The choice is too often not a free one.

'One way of life is based upon the will of the majority, and is distinguished by free institutions, representative government, free elections, guarantees of individual liberty, freedom of speech and religion, and freedom from political oppression.

'The second way of life is based upon the will of a minority forcibly imposed upon the majority. It relies upon terror and oppression, a controlled press and radio; fixed elections, and the suppression of personal freedoms.

'I believe that it must be the policy of the United States to support free peoples who are resisting attempted subjugation by armed minorities or by outside pressures.

'I believe that we must assist free peoples to work out their own destinies in their own way.

'I believe that our help should be primarily through economic and financial aid which is essential to economic stability and orderly political processes.'

A 'doctrine' that was to have important implications for the future.

Bevin was in Moscow when Truman made his speech. He had only just taken on direct responsibility for Germany when the Control Commission for the British sector was placed under the Foreign office. His representative in Germany was Frank Pakenham - later Lord Longford. In Moscow Molotov severely criticised the bizone as a violation of the Potsdam principle of a united Germany. In agreement with the French he wanted the Ruhr taken away from the British and placed under four-power control. He demanded the fulfilment of reparation commitments he claimed had been made at Yalta. Importantly, he wanted, in addition to already existing plant and equipment, further reparations from 'current production in Germany, German assets abroad and the services of German labour' (Bullock, p.377). This would require an increase in German industrial production, albeit to supply the countries Germany had occupied during the war. The British, supported by the Americans, also wanted to increase German industrial production but in this case it was to enable Germany to pay for imports. German imports from January to April 1947 - including the period of the heavy winter - had cost the British and Americans $163 million (p.389). The French, on the other hand, wanted 'stricter limits on German consumption, and holding down, not increasing the level of German steel production ... The industrial recovery of France and other countries occupied by the Germans must be given priority over that of Germany.' (p.377)

Bullock says that 'by April 1947, his [Bevin's] worst period as Foreign Secretary was over', largely because, following Truman's speech in March 1947, he was now assured that the Americans were committed to remaining in Europe and to the restoration of Germany: 'the feeling of relief that he no longer has to stand up to Russian pressure on his own was immense.' On 28th April, George Marshall, who had replaced James Byrnes as Secretary of State in January, referred to Germany as 'the vital centre of Europe.' To quote Bullock: 'The studies which the State Department now began to produce were based on he assumption that a way could be found for fitting the rehabilitation of Germany, which Marshall had agreed with Bevin in Moscow, into the wider context of a European recovery ... It was out of the search for such a framework that Marshall's offer of aid to Europe emerged.'

TOWARDS THE MARSHALL PLAN

Marshall's speech, given in Harvard on 5th June 1947, analyses the European problem in  terms that rather resemble the 'scissors crisis' in the Soviet Union at the end of the 1920s. It was seen in terms of a conflict of interest between town and country:

'The farmer has always produced the foodstuffs to exchange with the city dweller for the other necessities of life. This division of labor is the basis of modern civilization. At the present time it is threatened with breakdown. The town and city industries are not producing adequate goods to exchange with the food producing farmer. Raw materials and fuel are in short supply. Machinery is lacking or worn out. The farmer or the peasant cannot find the goods for sale which he desires to purchase. So the sale of his farm produce for money which he cannot use seems to him an unprofitable transaction. He, therefore, has withdrawn many fields from crop cultivation and is using them for grazing. He feeds more grain to stock and finds for himself and his family an ample supply of food, however short he may be on clothing and the other ordinary gadgets of civilization. Meanwhile people in the cities are short of food and fuel. So the governments are forced to use their foreign money and credits to procure these necessities abroad. This process exhausts funds which are urgently needed for reconstruction. Thus a very serious situation is rapidly developing which bodes no good for the world. The modern system of the division of labor upon which the exchange of products is based is in danger of breaking down.'

It may be that I haven't read enough but in what I have seen this does not seem to be how the problem was seen in Britain and France which were the main countries that had to respond if substance was to be given to Marshall's offer. Both countries were engaged in very ambitious programmes which could only be realised with US help but which the Americans themselves regarded with suspicion. In Britain a Socialist government had the ambition to establish a welfare state, was engaged in a programme of nationalising major industries, and was committed to achieving 'full employment' at a time when it was by no means clear that full employment was compatible with the multilateral free trade that was the main aim of the Americans. It is the more interesting and impressive that the man who was the personification of these British ambitions, Ernest Bevin, was now, as Foreign Secretary, the man the Americans had to deal with.

The case of France is a little more ambiguous. The Monnet Plan had originally been worked out in the context of the American loan of December 1945 and the Americans had formally agreed to it. It laid out 'six key sectors of the economy upon which the rest of the economy depended' - coal (50 Million tonnes in 1946, to be increased to 65 in 1950), electricity (23.5 billions of kwh to be increased to 37), steel (4.2 million tonnes to 11), cement (3 million tonnes to 13.5), agricultural machinery (zero to 500), railways (130 million tonnes transported to 240).
 The aim wasn't just to secure more coal and coke for French needs, important as that was. It was also to deprive Germany of the coal and coke that would enable it to revive its own steel industry. To quote De Gaulle's economic adviser and Director of the Economic Section of the Quai d'Orsay, Hervé Alphand, in a paper submitted in January 1947, 'the surest guarantee for the maintenance of peace will always consist in the limitation of the German steel potential.' (Lynch pp.240-41).

Marshall didn't name any particular European country but by that time it was clear that in American eyes the recovery of Europe presupposed the recovery of Germany. There was what might be interpreted as a hint to France when he said 'Any government which manoeuvres to block the recovery of other countries cannot expect help from us.'

The best known British economic historian dealing with this period - Alan Milward
 - argues that the Americans were greatly exaggerating the catastrophic state of Europe. Marshall's analysis was based on a memorandum submitted in May 1947 by William L.Clayton, US Assistant Secretary of State for Economic Affairs, 'a millionaire director of a firm of Texas cotton brokers' and 'a militant free trader who became an author of political tracts in his seventies' (meaning in the 1950s - PB). According to Milward (pp.2-3): 'As Marshall was taking his words from Clayton, most European countries were still in a period of rising output and expanding foreign trade. It could not be shown that any population outside Germany was in danger of starvation and even there the diet was slightly improved over the previous year.' Milward goes into more detail on the very real problems that did exist but remains faithful to this as a broad generalisation.

He argues that Marshall and Clayton needed to present a picture of Europe on the point of collapse in order to overcome the instinctive isolationism of Congress, now dominated by Republicans, and persuade them that the situation posed a threat to the United States. They also had a more parochial interest: 'The Marshall Plan was predominately designed for political objectives. Conceived and pushed through by the Department of State itself, it represented a return to a position of pre-eminence in the making of national policy by that department.' (p.5). In other words it was aimed at wresting back the control over European policy that had been usurped by the Treasury under Morgenthau and White.

CONVERTIBILITY OF STERLING

The core of the US Treasury policy - apart from de-industrialisation of Germany - had been the convertibility of sterling, still by far the most important rival to the dollar. This had been key to Article VII of the Lend Lease treaty, to the principles agreed at Bretton Woods and to the loan negotiated between Keynes and White in December 1945. In accordance with the treaty, it was enacted in July 1947, the month following Marshall's speech, and almost immediately (and, one might have thought, predictably) proved disastrous for the British economy. To quote Milward again (p.3):

'Only one phenomenon associated with previous economic crises occurred, a severe fall in gold and foreign exchange reserves in some countries, associated with acute balance of payments difficulties. Yet this was sufficient to bring crashing down one of the pillars on which the post-war capitalist world was intended to be based - the free convertibility of sterling into dollars.'

Milward continues (p.4):

'Had the British economy in the 1930s operated at higher levels of employment the increased demand for imports might have made the balance of payments so weak as to have made it difficult to maintain confidence in the sterling exchange rate. In that sense the higher employment and imports of the post-war period were always likely to produce a loss of confidence and a speculative movement against sterling. The limited convertibility of sterling into dollars, imposed by the terms of the Anglo-American Financial Agreement which had ratified the post-war dollar loan to Britain, was in fact brought to an end after only six weeks, when holders of sterling, suspecting that its value in terms of dollars would fall steeply, began to disembarrass themselves of it at an increasing rate.'
Milward sees this as a major problem of the post war period, consequence of the 'enormously increased ... stock of transferable liquid assets in private and corporate hands' and 'The growing familiarity with foreign exchange as a valuable asset ... This tendency had already been clearly observable in the period of wildly fluctuating change rates which followed the First World War and there was nothing in the Bretton Woods arrangement designed to curb it.'

According to Bullock (this and the following quotes, pp.452-4):

'In the five days, 10-15 August, Britain suffered a drain on her dollar resources to the amount of $176 million; the Treasury thought it might rise to $300 million a week, a rate which would exhaust the remaining $700 million of the American loan in little more than two weeks.'

As a result the Cabinet decided to suspend convertibility on 17th August. It was Bevin's job to inform the US ambassador. He did so in terms calculated to appeal to the Americans. According to the account transmitted by the ambassador, Lew Douglas, to Washington: 'A breach in sterling would necessarily lead to bilateral arrangements [shades of Schacht - PB]; shrinking of trade at the very time they were attempting to expand trade ...' It would also increase the dangers of political instability and opportunities for the Soviet Union in France and Italy.

Here the argument is put in the context of the US desire for increased trade. Appealing to the TUC Congress a fortnight later, on the 3rd September, he put the emphasis on self reliance as the only means by which full employment could be maintained. He used an argument very close to the one we have just read from Milward:

'When the balance of payments went wrong, the old system had one very simple method by which to deal with it. They restricted purchases abroad, they called in credit and they protected unemployment and I well remember on the Macmillan Committee in 1929 and 1930 saying to the then Governor of the Bank of England: Why do you say that in these difficulties it is better to keep people on the dole than to employ them? His answer was: "You see, if you employ them, you import raw materials; if you employ them, they have a standard of consumption higher than we can afford, and therefore it is better to keep the people at the standard of living that the dole represents than to employ them.'"

He continued:

'I get accused of tying Great Britain up to America. My God! I am here this morning to appeal to you to fight for our independence in the workshop, in the mine, in the field. It is a very ignoble thing for any Foreign Secretary to have to deal with anybody on whom you are so dependent. Who wants that position? Who wants it with a trade union training such as I have had, who built a great union on purpose so that I could stand up equal to anyone in the world? ... I want Britain to stand self-reliant and to come back and I can only do that if you come forward ...

'Let me try and put it clearly. I have described the old method of starvation and you are familiar with it. We have now accepted the view that instead of starvation to save ourselves we will adopt production. That is the issue. If you do not give the production then this country will lose its position and back you will be forced, all of you, to the old 1926 position over again. Do not complain that you have not been warned, because that is the issue you have to fight.'

If only we could hear language like that from the Labour Party nowadays!

BEVIN AND THE MARSHALL PLAN

The drama of convertibility was occurring at the same time as the drama of the early stages of the Marshall Plan.

Bevin's response to Marshall's speech was to arrange a meeting with Georges Bidault, now French Foreign Minister, in Paris. They were joined at the end of the month by Molotov, representing the Soviet Union.

The picture that is usually drawn (for example by Andrew Adonis in his book Ernest Bevin - Labour's Churchill) is of an enthusiastic Bevin grabbing the opportunity presented by Marshall's speech, then fending off the real dangers of Soviet involvement. But it must have been obvious to the Soviets after Truman's speech that there was no possibility of their joining the US scheme on any terms that wouldn't involve a radical slackening of their control over Eastern Europe. And it would surely have been equally obvious that the Democrat administration could not have secured the support of a Republican Congress for aid to Europe if it had included support for countries with Communist governments. Support for Socialist Imperialist Britain was already difficult enough.

Milward presents a much more interesting picture. He says that:

'Immediately after Marshall's speech William L.Clayton was sent to explain the new course of American foreign policy in London and Paris. He was not the wisest choice because he was already known for his extreme free-trade views which had aroused stiff suspicions in international economic negotiations after 1945 and particularly in Britain during the negotiations for the Anglo-American financial agreement. In the event most of his conversations in Paris took the form of listening to storms of protest about suspected British-American agreement over some degree of industrial revival in Germany, and in London his visit did more to stimulate British opposition than support ...

'In London, Ernest Bevin, the Foreign Secretary, protested to Clayton that the new policy of providing aid to western Europe as an integrated bloc rather than individual countries would mean that Britain would now be "just another European country." As such it would have no protection from the next United States slump. The United States might then change policy again and leave Britain helpless. Bevin's policy was to get the United States to accept that the United Kingdom should have a special interim position for some years rather than have to seek its dollars from the same common pool as its European neighbours.'

According to Milward the whole thinking behind Marshall's offer was based on a drive towards greater European integration. Obviously a situation in which the US had to provide the dollars to enable Europe to buy US exports could not continue indefinitely. It was clearly in the interests of the US that Europe should become a viable economic entity able to trade with the US on more or less equal terms. For a convinced free trader like Clayton that meant following the example of the United States of America and forming a United States of Europe - at the very least abolishing customs barriers and instituting some form of common administration. But, according to Milward (p.63):

'To participate on equal terms, Bevin feared, in a common European recovery programme would be against British economic and political interests. Rather it was Britain who should take the lead in promoting the recovery of Western Europe. This would not be through any programme of political integration, he suggested, but through limited measures of economic co-operation such as the sectoral industrial agreements being discussed between Britain and France, "The British," Bevin said, "did not want to go into the programme and not do anything ... This would sacrifice the "little bit of dignity we have left."'

Bullock gives a fuller version of this quote (p.415) with Bevin  saying 'the U.K. could contribute to economic revival. The U.K. held stocks of rubber and wool and "we, as the British Empire" could assist materially.' Bullock comments: 'the conflict between poverty and pride was obvious. The British were financially dependent on the Americans for their own economic survival, yet wanted to be treated as an equal partner in dispensing aid to the Europeans.'

Milward's account continues:

'The concept of western European economic integration in however limited a form did not offer any immediate prospect of relief of Britain's economic difficulties and it raised all manner of complicated issues about British relations with the Empire and Commonwealth as well as for the world-wide nature of British trade. The inter-ministerial committee which was subsequently set up to deal with all issues relating to the ERP [European Recovery Programme - PB], the so-called "London Committee", put the matter succinctly:

'"This is an artificial means of getting assistance for the UK. We are not economically part of Europe (less than twenty-five per cent of our trade is with Europe); the recovery of continental Europe would not itself solve our problem; we depend upon the rest of the world getting dollars (UK and Europe's deficits with USA are only half the world's dollar shortage)."'

Clayton's visit, discussed at some length by Bullock, goes unmentioned by Adonis, though he does acknowledge that Bevin tried to secure a leading position for the UK. He presents this as a momentary aberration.

In Milward's account, Bevin's meeting with Bidault was a move to secure British and French leadership over the process as a means of obstructing US ambitions for closer integration. Britain and France were of course the two powers with Empires and therefore interests that went beyond Europe. The rejection of the Soviet Union was something of a sideshow: 'The State Department's own decisions had already meant that it was not itself prepared to be seen to be excluding the Soviet Union from the offer of aid, but the insistence on a co-ordinated response and on the treatment of Europe as one common area means that the terms could not possibly be accepted by Moscow.' (p,64). In a footnote he complains that: 'A surprising number of historians are reluctant to admit that Marshall and the State Department wished to exclude the Soviet Union rather than merely wishing not to be seen excluding it.' Molotov turned up in Paris at the end of June with a surprisingly large delegation. Since his objections to a united European response were rather similar to those of France and, more discreetly expressed, of Britain, and since he and the French had similar views on Germany, he might have thought there was a chance of sabotaging the proposal. The French Communist Party had been members of nearly all the governments since the end of the war and it may have been bad timing on their part that they had left in May, the month before Marshall's speech, in protest against the French effort to hold onto Vietnam.

The 'Committee of European Economic Co-operation' met in Paris on July 12th. Sixteen countries were represented - Austria, Belgium, Denmark, France, Greece, Iceland, Ireland, Italy, Luxemburg, the Netherlands, Norway, Portugal, Sweden, Switzerland, Turkey and the United Kingdom. The American State Department hoped for an agreed report containing a single proposal covering the whole of Europe that could be submitted to Congress by September 1st. What they got was, in the words of US Under-Secretary Robert Lovett (Milward, p.81), 'sixteen shopping lists, which may be dressed up by some large scale but very long term projects such as Alpine Power.'

EUROPEAN RESPONSES

One thing that emerges from Milward's account (pp.76-7) is that 'Most intra-Western European trade was conducted through bilateral agreements, usually of annual duration, which aimed at a near equilibrium in payments between the countries in question over the year.' That, surely, is very close to the Schacht/Funk model. One regional grouping that had an interest in breaking this system down was 'Benelux', and especially Belgium. Belgium, the Netherlands and Luxemburg were already in the process of breaking down the barriers between themselves, and Belgium seems to have been the one country in Europe that was enjoying a substantial export surplus. The bilateral agreements were an obstacle to this expansion. Another obstacle was the limitations imposed on Germany. According to Milward (pp.66-7):

'The exclusion from all decision-making about Germany had been particularly resented in Brussels and The Hague. There, anxious eyes were turned on the crippled German economy and angry protests beginning about Allied policy. The coming conference was seen as a chance to bring pressure to bear on the greater powers over the German question. The Anglo-French attempt to dominate the procedure and structure of the conference only stoked the fires of resentment the more and these circumstances no doubt made the task of formulating a common Benelux policy easier. The first element of this common policy was that the growth of European and therefore German output must be as rapid as possible. Translated into action this meant that United States aid should not be used to subsidise long-term capital investment plans such as the Monnet Plan, whose purpose was to create over a four- to five-year period new comparative advantages for the French economy at the expense of countries, like Belgium, seeking to maximise output as quickly as possible.'

Belgium was also keen to support currency convertibility and higher levels of industry in Germany. This is the more interesting when we consider that all three of the Benelux countries, like France, had been occupied during the war and therefore, one might have thought, would have had the same feelings of resentment and desire to prevent a German resurgence as the French - the more so because, whereas France had been defeated in a war the French had themselves declared, the Benelux countries had been occupied as a defensive measure without any provocation on their part. It seems to me that with regard to the overall process of European integration the Franco-German relationship was always a problem that had to be overcome. The reliable core of the European project was the Benelux-German relationship.

Another distinctive position was taken by the Scandinavian countries which wanted to maintain the connection with the Eastern bloc and were therefore very unhappy that European integration was being proposed as an alternative to the United Nations: 'The Scandinavian countries, though accepting under protest that the aid requests should be drawn up in Paris and not by the United Nations Economic and Social Commission for Europe, were opposed to creating any permanent rival to the United Nations.' (p,81). This was also the British position. It was only at the very last minute that 'Britain finally accepted a purely Western European organisation, instead of the United Nations organisation which she had originally supported' (pp.84-5). So much for Adonis's view (my Kindle edition doesn't give page references) that 'Bevin moved swiftly to set up a bespoke West European organisation to plan and administer Marshall Aid with no Soviet involvement: what became the Organisation for European Economic Co-operation (today’s OECD). He was anxious to avoid a role for the existing United Nations Economic Commission for Europe because of Soviet membership. Having closed the front door to Stalin, he wasn’t going to admit him through the back door.'

One realises, of course, that the United Nations, aspiring to represent the whole world, including the Soviet Union, was part of the old Roosevelt-Morgenthau-White programme now being overturned by the State Department under Truman and Marshall.

Milward concludes his account of the Committee of European Economic Co-operation negotiations by saying (p.89):

'In spite of the large number of countries which participated in it and the length of time it lasted, the CEEC had proved an indecisive event. It had done more to reveal the economic and political differences of opinion between Western Europe and the United States and between the Western European countries themselves than to create the strategic bloc which Marshall Aid was intended to produce. For such a great effort it did virtually nothing to promote either reconstruction or integration in Western Europe. There could be no effective steps in either direction until, firstly, the size, conditions and objectives of Marshall Aid were more clearly determined and, secondly, the question of what was to be done in Germany was answered.' 

I started this series of articles with the idea of simply giving an account of Joseph Halevi's articles on 'The political economy of Europe since 1945.' Everything I have written so far has been by way of a preface, setting the scene. Having reached this stage in the negotiations over the Marshall Plan I may now be able to revert to my original intention. Suffice it to say here that, as mentioned earlier, Marshall Aid eventually, in 1950, evolved into the 'European Payments Union', which could be described as a clearing union somewhat along the lines proposed by Keynes in his wartime negotiations with White, with the dollar functioning something like Keynes's 'bancor'. It was when this arrangement came to an end in 1957 that the Treaty of Rome was signed.
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