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Introduction: ‘Issue then is Germany 
and with it Future of Europe’*

Charles S. Maier

West Germany and the Marshall Plan: A Special 
Connection

Not many foreign policies have earned the accolades won by the 
Marshall Plan. Its reputation has managed almost to transcend 
history and to become enshrined in the collective memory o f wise 
government. Designated more formally as the European Recovery 
Program, the Marshall Plan embodied an American initiative and a 
cooperative West European response. It helped to coordinate the 
policies and recovery efforts o f sixteen different countries which 
received over S13 billion o f economic assistance between 1948 and 
1952. (Throughout this book ‘1 billion’ = 1,000 million.) In the 
generation that has passed since the European Recovery Program, 
the national income of the United States has multiplied about 
twenty times as measured by current prices, perhaps three- to 
fourfold in real terms. But despite this record o f  growth, Ameri
cans have never since funded so extensive a foreign assistance 
programme. The approximately 1.0 to 2.0 per cent o f national income 
that was devoted to the Recovery Program from 1948 to 1952 
contrasts with the roughly 0.4 per cent that Americans have de
voted to foreign aid in recent years.

In light o f this substantial effort, and against the backdrop o f  the 
Cold War, early historians and participants tended to recall the 
Marshall Plan in heroic terms? They described a programme o f

•The phrase was from Ambassador Walter Bedell Smith, 7 January 1947. See note 
19.

1. Harry Bayard Price, The Marshall Plan and its Meaning (Ithaca. 1955). For a 
very positive assessment, similar in tone to the earlier glowing accounts but more 
sophisticated in its explanation, see Immanuel Wexler, The Marshall Plan Revisited: 
The European Recovery Program in Economic Perspective (Westport C T, 1983}.
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unparalleled generosity that rescued Western Europe from poverty 
and totalitarianism. By the end o f the 1960s, however, critical or 
‘revisionist’ historians interpreted the Marshall Plan as an aspect o f  
Washington’s obsession with Communism. In their scenario it had 
served as a strategy, admittedly an enlightened one, for rescuing 
liberal capitalism. Its billions had been a shrewd investment in 
stabilizing a Western market economy and advancing non-Com - 
munist regimes.2 In the past two decades, however, historians have 
again shifted their interest. They have been concerned less with the 
ideological role o f the Recovery Program than with its actual 
contribution to postwar economic and political institutions. They 
have sought to measure its effect in terms o f investment, growth 
and production. Rather than stress a conflict over Communism, 
newer accounts focus on a struggle for modernization. This 
struggle is not simply between left and right, or Europeans and 
Americans. Instead, arrayed against the inertial forces o f  economic 
Malthusianism or outmoded political rivalries, the Recovery Pro
gram is seen as assembling a coalition o f American policy makers 
and their European technocratic allies, together motivated by a 
transnational vision o f productivity, exchange and ’integration’. 
Even before the Cold War ended, the history o f the Marshall Plan 
became far less its hostage.3

Historiographical advance has depended as well on new docu
mentation. An advancing research agenda has had to wait for the 
recently opened records o f the foreign aid agencies and embassy 
‘Post’ files in Washington as well as records at the Quai d'Orsay, 
the Public Record Office and the archives o f the other European 
countries.4 Collective research projects sponsored at the European

2. The most powerful such analyses were those of Joyce and Gabriel Kolko, The 
Limits of Pou>er: The World and United States Foreign Policy, 1945-19S4 (New York, 
1972); many variants o f this critique existed. One version viewed the ERP as a way 
of avoiding imminent overproduction and depression in the United States; the more 
interesting critique suggested that the ideology o f American capitalism at home 
demanded not markets abroad, but an ideological conformity built around the ‘open 
door* and liberal capitalism.

3. See Michael J. Hogan's outstanding The Marshall Plan: America, Britain, and the 
Reconstruction of Western Europe, 1947-1952 (Cambridge, 1987); Alan S. Milward, 
The Reconstruction of Western Europe 1945-1951 (Berkeley and Los Angeles, 1984); 
several contributions by Pier Paolo D ’Attorre, including, in English, ‘ERP Aid and 
the Politics of Productivity in Italy during the 1950s* (San Domenico di Fiesole: 
European University Institute Working Paper, no. 85/159, April 1985); the articles 
collected by Elena Aga Rossi (ed.), 11 Piano Marshall e PEuropa (Rome, 1983).

4. The records of the European Recovery Program and its Washington adminis
trative organization, the Economic Cooperation Administration (ECA), which had 
been taken over by the successor Agency for International Development, began to
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University Institute, the Institut fur Zeitgeschichtc and elsewhere 
have encouraged studies o f the Recovery Program country by 
country. O f course, when American and European policy makers 
brought the Recovery Program into being, the Federal Republic o f  
Germany did not yet exist. Instead, the Allied Military Governors 
spoke for the interests o f their still poor and stateless provinces. 
Only two years into the programme did the Federal Republic take 
official form. Why then devote a book to the Marshall Plan and 
Germany? What special relationship so binds the European Recov
ery Program to West Germany that a volume such as this one is 
justified?

There are, in fact, important intellectual reasons for focusing on 
the development o f West Germany within the framework o f the 
European Recovery Program. As institutional innovations, the 
Recovery Program and the new West German state emerged 
together under the same pressures o f the early Cold War. They 
both testified to the new division o f the continent across the centre 
o f the former German Reich. The differences among the occupying 
powers that prevented a unified political and economic administra
tion for Germany prodded the announcement o f  the Marshall Plan, 
which in turn imparted further momentum to the process o f  
forming two German states. For better or worse, the Recovery 
Program helped deepen the division between East and West. It did 
not originate the split: on the contrary, the inability to agree on a 
unified German administration in the two years after VE Day was a 
major motive behind Washington’s proposals. None the less, the

Introduction: 'Issue then is Germany'

open in the late 1970s. They were originally filed at the Washington National 
Records Center at Suitland, Maryland, as Record Groups 286 and 451, but have 
since been reorganized as part o f Record Group 469. The State Department files of 
ERP cables were gathered as decimal file 840.00Recovery and are now available in 
the downtown National Archives. Country ‘mission* records can also be found 
under the respective records from individual embassies, the so-called Post files, 
which have been opening country by country. British Treasury and Foreign Office 
Files have been made available at the Public Record Office, Kew. The European 
Cooperation Committee or so-called 'London Committee* was the chief coordinat
ing group for Marshall Plan negotiations. The French Ministere des Affaires 
Etrangeres files: Europe 1944-9, Europe 1949-55 and Amerique 1944-52 (including 
Etats-Unis) are now available at the Quai d'Orsay. These include the files o f the 
Direction Politique: the Direction Economique has not been systematically classi
fied, but a few boxes concerning the ERP have been available to researchers. The 
Koblenz fiundesarchiv houses the records of the Federal Republic of Germany's 
Bundesministerium fur den Marshall-Plan, Bundesministerium fur Wirtschaft, the 
agencies of the Vereinigtes Wirtschaftsgebiet (the Bizone) as well as revealing 
personal collections. Italian files remain more scattered, and so far as I know, more 
revealing material from Italian sources (especially reports concerning the cabinet 
Interministerial Committee) is found in the Washington records than in Rome.

- 3 -



Charles S. Maier

offer o f Marshall Plan Aid impelled the Soviets to damp down 
more drastically on Eastern Europe and to instruct Western Com
munist parties to prepare for a long struggle against what now  
seemed a fundamentally hostile capitalist world. But even as East
ern Europe was further sealed off, the legacy o f West European 
integration that the Marshall Plan fostered was to remain a defining 
condition o f  the Federal Republic’s development.

Political impact aside, the Marshall Plan emphasized economic 
recovery, which had to be a special priority for a devastated 
Germany. Germany was both the major bone o f  contention and 
potentially the richest prize o f the Cold War, and the emergence o f  
the Marshall Plan reflected Washington’s sudden response to that 
realization. The ERP obviously provided significant funds for 
German reconstruction -  approximately $3 billion from 1948 to 
1951.5 Just as important, the Recovery Program stressed the need 
to mobilize West Germany’s own productive potential for the West 
European economy as a whole. Hence it justified removing the 
limits on German civilian production. It thus financed recovery and 
it licensed recovery.

West Germany was a country more visibly devastated than its 
Western neighbours. Tracts o f Rotterdam, Coventry and London 
had been laid waste; Warsaw had been razed -  but the cities o f  
Germany had been repaid in kind. Economists soon understood 
that much o f the ruined wasteland comprised devastated housing, 
and that less industrial capacity had been destroyed than initially 
appeared.6 But key bottlenecks impeded the functioning o f  what

5. American estimates for total US grants and credits to West Germany, from 
1945 to 1955 were $3,907 million. German sources attribute $1620 million to 
G A R IO A  to 1950 and $1585 million to ERP aid to 1952. The rest presumably was 
Mutual Security Assistance. From 1955 to 1965 net American expenditures on West 
Germany were -$852 million; that is repayments o f debt, ’offset’, and services 
rendered exceeded United States disbursement. For the period I94S-55, US foreign 
grants and credits totalled $24.8 billion to Western Europe as a whole, o f which 
West Germany was the third largest recipient. The U K  received $6.9 billion; France, 
$5.5 billion, Italy (after Germany's $3.9 billion), $2.8 billion. See Statistical Abstract 
of the United States 1980 (Washington D C. 1980), table 1531. The German estimates 
are provided by the very useful article by Gerd Hardach, ’The Marshall Plan in 
Germany, 1948^1952', Journal of European Economic History, 16, 3(1987). pp.433-85, 
and by Werner Abelshauser, Wirtschaftsgeschichte der Bundesrepublik Deutschland 
1945-1980 (Frankfurt, 1983), pp.55-6 -  both drawing upon Bundesminister fur den 
Marshallplan (ed.), Wiederaujbau im Zeichen des Marshallplans (Bonn, 1953).

6. The original revised estimates of damage to Germany came from the United 
States Strategic Bombing Survey, The Effects of Strategic Bombing on the German War 
Economy (Washington D C, 1945). pp.1-14; on the work of this group see also John 
Kenneth Galbraith, A Life in Our Times: Memoirs (New York. 1981). pp. 192-227; 
see also Sir Charles Webster and Noble Frankland, The Strategic Air Offensive against
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Introduction: 'Issue then is Germany*

remained. West Germany had also to absorb over 10 million 
expellees and refugees from the Eastern territories. The German 
monetary system had largely collapsed. Distribution o f food had 
largely broken down and the dietary minima o f 1,150 to 1,200 
calories per day were often theoretical targets.7 T w o years after the 
war, West German families were spending a good part o f their 
week seeking to accumulate black-market cigarettes for currency 
and barter with farmers who were unwilling to sell their produce 
for a currency they knew must soon be radically devalued. Mar
shall Plan assistance in the first two years, at least, was to play a 
larger role in providing capital for West Germany than it did for 
perhaps any other major recipient country.8

Germany, 1939-1945, 4 vols (London. 1961), IV . For German investment during the 
war. which bombing losses barely offset, see R. Krengel, Antagevermogen, Produktion 
und Beschaftigung der Industrie im Gebiel der Bundesrepubltk von 1924 bis 1956 (Berlin, 
1958), p.94.

7. For these economic difficulties see Werner Abelshauser, Wirtschaft in West
deutschland 1945-1948: Rekonstruktion und Wachstumsbedingungen in der amerikamschen 
und britischen Zone (Stuttgart, 1975), pp,37-45; Christoph Buchheim, ‘Die Wah- 
rungsreform 1948 in Westdeutschland*, Vierteljahrshefte fur Zeitgeschichte (henceforth 
VZG), 36(1988). pp. 189-231; John H. Backer, The Decision to Divide Germany: 
American Foreign Policy in Transition (Durham N C, 1978), pp. 111-13; John H. 
Backer, Priming the German Economy: American Occupational Policies 1945-1948 
(Durham N C, 1971); Horst Mendershausen, Two Postwar Recoveries of the German 
Economy (Amsterdam, 1955).

8. Figures are not quite comparable, but Marshall Plan aid and other US assist
ance amounted to a sum equal to 31 per cent o f gross domestic capital formation in 
the second half o f 1948, and 22 per cent in 1949 for West Germany; 27 per cent and 
34 percent o f net capital formation for Italy in 1948 and 1949; 14 per cent and 12 per 
cent for France. (The ECA assistance in these calculations is derived from American 
sources and thus attributed to the year o f authorization. Actual use of the counter
parts generated was sometimes delayed until the following year, so percentages based 
on the recipient country's figures would be displaced, and especially in the case of 
Germany and Italy was initially delayed. See Charles S. Maier, ‘The Two Postwar 
Eras and the Conditions for Stability in Western Europe*, American Historical 
Review, 86(April 1981); now in Maier. In Search of Stability: Explorations in Historical 
Political Economy (Cambridge, 1987), pp. 153-84 (n. 36, p.172). On the basis o f actual 
application o f funds, 1950 reveals a larger US contribution. For the four years of the 
Recovery Program the contribution o fG A R lO A  and ERP funds to German net fixed 
capital formation was 11.6 per cent. See Hardach, ’The Marshall Plan in Germany', 
p. 484; also E. R. Baumgart, Investitionen und ERP-Financiering (Berlin, 1961); E. R. 
Baumgart, R. Krengel and W. Moritz, Die Finanzierung der tndustnellen Expansion in 
der Bundesrepublik wdhrend der Jahre des Wiederaujbaus (Berlin, I960); Manfred Pohl, 
Wiederaujbau: Kunst und Techmk der Finannerung 1947-1953 (Frankfurt, 1973). Invest
ment was carried out by means o f the counterpart funds in domestic currency that 
government sale o f US imports raised from West German purchasers. In West 
Germany (as in France, but unlike Britain) a central agency, the Kreditanstalt fur 
Wiederaufbau, directed by Hermann Abs, was established to generate and control 
the placement of the counterpart funds.
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West Germany had also to take the greatest strides to reconstruct 
a political system. In the other ERP nations established institutions 
were already in place. French political leaders had installed a Fourth 
Republic, which closely resembled the Third. Despite apparent 
apathy toward the new regime, it constituted a framework for an 
independent state. Italy, too, was consolidating a new republic and 
a stable party system; elsewhere new men and parties moved into 
prewar constitutional frameworks. O f course, the balance among 
political parties changed everywhere. The nationalist or fascist 
right was discredited by the policies o f the Axis. The effort, 
however, to make Resistance parties into major political contenders 
was largely fruitless; they won only tiny shares o f the electorate in 
early postwar elections. Instead, the big innovations included the 
surprising 1945 victory o f the Labour Party in Britain, and on the 
Continent, the emergence o f Christian Democracy. The other 
major development in France, Italy and Belgium (not to mention 
the states of Eastern Europe through which the Soviet armies had 
marched) was the success o f the Communist Party in claiming 
working-class allegiance. But nowhere did the issue o f regime and 
state appear so open for transformation as in postwar Germany.

The years of Marshall Plan assistance thus became the period in 
which the decisive political choices were made on behalf o f the 
Federal Republic. We cannot easily separate the reconstruction o f a 
democratic West German state from the role o f the Marshall Plan. 
Neither can we easily separate the deepening division o f Germany 
during 1947 and 1948 from the role o f the European Recovery 
Program . The essays included here discuss these political impacts as 
well as the economic effects. This introduction will provide an 
overview o f the role o f the Marshall Plan. It will consider in turn 
the evolution o f its underlying concepts, then the political impact it 
exerted and thereafter its economic effects.

Toward a Concept o f ‘Western Europe*

Several acute problems accumulated in early 1947 to push the 
United States toward a new major policy initiative. The harsh 
winter immobilized transport, led to coal shortages, and paralysed 
production. British factories went on a three-day working week. 
France faced an impending coal famine as domestic output fell, 
barge traffic was halted on frozen rivers, and allocations o f German 
coal also diminished. German production slowed because o f  trans
portation impediments, shortages o f mine equipment and deterio- 

- 6 -



Introduction: 'Issue then is Germany’

rating food supplies. Cold and poverty afflicted the south o f Europe 
too. Italian prefects reported unemployment, misery and general 
demoralization. Greece was divided by a bitter civil war between a 
royal government that had confirmed its restoration through a 
contested plebiscite and a Communist-dominated guerrilla force o f  
ex-Resistance fighters. British inability further to support the Athens 
regime, which it had helped restore to power in late 1944, led the 
Truman administration to take over advising and financing the 
counter-insurgency effort -  a commitment requested from Con
gress under the so-called Truman Doctrine o f 13 March 1947.

But in the months that followed, the Truman Doctrine seemed 
an insufficient response to the economic crisis. Outside Greece and 
Turkey, as American liberals insisted and as the new State Depart
ment Policy Planning Staff recognized, the problem was not in
surgency and not even just Communist pressure.9 In so far as 
Communism threatened, it did so as the result o f economic dis
content and hardship. Europeans badly needed grain and coal to 
overcome the short-term crisis as well as the fertilizers, steel and 
machine tools for long-term reconstruction. Along with such 
necessities, they craved tobacco and movies. The only source 
seemed to be a United States that had emerged wealthier and more 
powerful from the war. But with little to sell to Americans, how  
would Europeans pay for what they required? The credits hitherto 
extended were massive, including a S3.75 billion loan to Britain, a 
$600 million Export-Import Bank credit to France negotiated by 
Premier Leon Blum in 1946, the $840 millions expended by the 
War Department in Germany as part o f Government Aid and Relief 
in Occupied Areas (GARIOA),10 the $10 billion UNRRA (United 
Nations Relief and Rehabilitation Administration) supplies to Italy,

9. 'The Policy Planning Staff does not see communist activities as the root o f the 
difficulties o f western Europe. It believes that the present crisis results in large part 
from the disruptive effect of the war on the economic, political, and social structure 
of Europe and from a profound exhaustion o f physical plant and o f spiritual 
vigor . . .  It considers, however, that American effort in aid to Europe should be 
directed not to the combatting o f communism as such but to the restoration o f the 
economic health and vigor of European society.’ Kennan's draft paper to Acheson, 
23 May 1947, in Foreign Relations of the United States (henceforth: FRUS), 1947, 111, 
224-5.

10. Abelshauser. Wirtuhaftsgeschuhte, pp.56-7. War Department payments were 
justified by the provision o f the basic occupation directive, JCS 1067, that the army 
take necessary steps ‘to prevent starvation or such disease and unrest' as would 
endanger the occupying forces. This became an expansive loophole. The British also 
had to pay perhaps £200 million (3800 million) through 1946 to support their own 
zone. See Public Record Office, London: T236Z991 for the estimates o f the 
Chancellor o f the Exchequer presented to the Cabinet.
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Austria, Eastern Europe and China. But these grants and credits were 
still insufficient; or, in the case o f Britain, keyed to requirements for 
currency convertibility that would impose wrenching policy adjust
ments. By the spring of 1947, the State^War-Navy Coordinating 
Committee (SWNCC) estimated that the US would export $7.5 
billion more to other countries than it imported, including $4.8 
billion to the occupied areas (including Japan, South Korea and 
Austria as well as Germany). Current American financing was not 
adequate for ‘world economic stability, the type o f world trading 
system the US seeks, or US political objectives in several countries’.11

Many policy makers have been glad to claim paternity for the 
Marshall Plan. Charles P. Kindleberger, whose recollections o f the 
pre-Marshall Plan period appear below, wrote a good-humoured 
account o f this competition for State Department records during 
the summer after the programme was proposed.12 Fatherhood was 
doubtless shared; in the months preceding Marshall’s Harvard 
Commencement address o f 5June 1947, it was obvious throughout 
informed circles that a new approach to foreign aid was critical. 
Not only had the previous authorizations proved insufficient; they 
no longer seemed the appropriate instruments for economic recov
ery and stabilization. The major grants under UNRRA and GARIOA 
had been earmarked for relief, for the immediate provision o f food, 
medicines and emergency housing. UNRRA assistance was pro
vided, moreover, to needy countries regardless o f their political 
affiliation. It was also granted without any concept o f regional 
economic linkages. As late as 1946 significant portions flowed to 
countries in Eastern Europe such as Poland, Czechoslovakia, Hun
gary and Yugoslavia. As Cold War divisions became more acute 
during the course o f 1946, Congressional leaders became increas
ingly unhappy about extending assistance to applicants without a 
US supervisory capacity and regardless o f their political affiliation. 
While the Administration defended the grants, it was evident that a 
policy o f liberal assistance regardless o f politics was not going to 
survive for much longer.13

11. SW NCC Ad Hoc Committee Report. 21 April 1947, in FRUS. 1947. Ill, 
204-19. citations, 207.

12. 'Memorandum for the Files: Origins of the Marshall Plan', 22 July 1948, 
printed in FRUS, 1947, III, 241-6, and republished in Charles P. Kindleberger, 
Marshall Plan Dayt (Boston. 1987) pp. 25-32. As Kindleberger says, ‘The Truman 
doctrine was making heavy weather o f it, both on Capitol H ill and in the country as 
a whole Its negative, retaliatory, counter-punching features were disliked . . . 
Slapping together an anti-Russian policy to take over the British policing role [in 
Greece] was too much for the country to swallow. It gagged' (p.243).

13. For the critiques o f U N R R A  aid see Thomas G. Paterson, Soviet-American
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Introduction: 'Issue then is Germany1

The fact that UNRRA aid was limited to emergency relief also 
seemed less justifiable by 1947. Did it make sense, critics asked, to 
eschew rebuilding European capital? Would not continuing infu
sions o f American assistance be needed if Europe could not work 
back toward self-sufficiency o f  production? The original assump
tion that a normal prewar European economy would spring back to 
life no longer seemed valid. As Secretary Marshall admitted in his 
celebrated Harvard address, Europe's economic dislocation re
mained more profound than anyone had expected. Plant had to be 
modernized, agriculture rendered more productive, trade and ex
change had to be liberated from their postwar bottlenecks. By the 
spring o f 1947 policy makers argued that it would be better to 
present a multiyear plan to Congress, which promised eventual 
self-sufficiency, than renewed requests for emergency transfusions.

The third principal characteristic dividing UNRRA from Mar
shall Plan assistance was its regional focus. As Michael Hogan’s 
essay emphasizes, the European Recovery Program envisaged an 
integrated economy. As a condition o f  aid, recipient governments 
would have to decide how to allocate the American funds. Likewise 
they were supposed to increase trade among themselves as much as 
possible so that the overall dollar demand for American goods 
would be minimized. In the formative State Department discus
sions, planners, including Kindleberger, told Policy Planning Staff 
chairman, George F. Kennan, that the US should sponsor a recov
ery plan ’which stresses the raising o f European production and 
consumption through the economic and “functional” integration 
of Europe’.14 To what degree Eastern Europe was seriously taken 
as a participant is hard to say. Junior officials may have hoped for 
her participation; as o f spring 1946, so Kindleberger recalls in his 
chapter below, the economists in the Division o f German and 
Austrian Economic Affairs (GA) believed that a European-wide 
settlement with the Soviet Union was ‘worth a try'.15 State Depart
ment planners still agreed a year later that a bold scheme had to 
propose a magnanimous comprehensiveness. Marshall and the 
State Department, the British Foreign Secretary Ernest Bcvin and 
French premier Georges Bidault felt they at least had to make the

Confrontation: Postwar Reconstruction and the Origins of the Cold War (Baltimore, 1973), 
pp.94-8.

14. Hogan, The Marshall Plan, p.41; cf. Max Beloff, The United States and the 
Unity of Europe (Washington DC, 1963), pp.15-18.

15. See Kindleberger, below, n .2l, and Walt W. Rostow, The Division of Europe 
after World War ll, 1946 (Austin, 1981).
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offer o f collaboration.16 Soviet acceptance would have meant a 
serious revision o f the Cold War trends under way. It would have 
made Congressional acceptance more cumbersome, but it w ould  
have promised a chance to put back the clock to Potsdam or Yalta 
and experiment with a genuine four-power Europe. The terms o f  
acceptance meant that the Soviets would have had to plan for a 
continental-wide economy, open up their own zone o f Germany 
and even their own domestic economy to a degree o f supranational 
planning that must inevitably reverse the growing repression they 
were practising in Eastern Europe. Rejection was far more likely, 
but the State Department did not want to take the responsibility for 
confirming the division o f Europe. If the Soviets assumed the onus 
o f refusal, all the more satisfactory for those Americans who did 
not desire their cooperation.

While most administration officials probably still aspired to  
overcome the growing division o f Europe (or, more precisely, to  
reverse the encroaching political repression in the East), som e 
influential policy makers had already decided that it made more 
sense to accept an outright division into Soviet and American zones 
o f influence. George Kennan’s widely circulated cables from the 
Soviet Union implied that Washington should defend a Western 
sphere o f culture, politics and security, but not seek to contest 
Soviet influence throughout Eastern Europe.17 * On 6 March 1946, 
he cabled that the United States faced only two alternatives: (1) to 
leave Germany ‘nominally united but extensively vulnerable to 
Soviet political penetration and influence, or (2) to carry to its 
logical conclusion the process o f partition which was begun in the 
east and to endeavor to rescue western zones o f Germany by 
walling them off against eastern penetration and integrating them 
into the international pattern of western Europe rather than into a 
united Germany’.1H Eisenhower’s former assistant, Walter Bedell 
Smith, serving as Ambassador in Moscow in early 1947, likewise 
urged frank acceptance o f a divided Europe and Germany.19 Im

16. For Bevin's calculations see Alan Bullock, Ernest Bevin, Foreign Secretary, 
1945-1951 (New York and London, 1983), pp.417—27.

17 Reproduced in George F. Kennan. Memoirs, 1925-1950 (Boston, 1967), 
pp.271-97, 354-67.

18 FRUS. 1946. V. 519; see also Kennan's memorandum to Carmel Offie, 
10 May 1946. pp.555-6. On this general problem, see John Lewis Gaddis. 'Spheres 
of Influence: The United States and Europe, 1945-1949', in Gaddis. The Long Peace: 
Inquiries info the History of the Cold War (New York and Oxford. 1987), pp 48-71.

19. See Walter Bedell Smith's telegram of 2 April 1946. agreeing with Kennan’s 
estimate to Washington in FRUS, 1946, V, 535-6, and of 7 January 1947, FRUS, 
1947, II. 149-52: ‘Issue then is Germany and with it Future of Europe.’
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Introduction: ‘Issue then is Germany'

patient Congressmen and visiting dignitaries such as ex-President 
Hoover urged the United States to get on with the task o f rebuild
ing West Germany no matter what the cost to four-power cooper
ation.

It was natural that the concept o f rehabilitating Western Ger
many and treating Western Europe as a cohesive economic unit 
went hand in hand. Political clashes, notably over the future o f  
Poland, initiated the East-West rupture in the closing phase o f The 
Second World War.20 But the complexity o f  the German issues, 
economic as well as political, soon separated the wartime allies. 
Indeed it would be misleading to separate the economic from the 
political stakes. Reparations -  discussed below -  became a complex 
bone o f contention during 1945. By 1946, the wrangle over repara
tions and joint four-power economic policies seemed intractable 
because it raised the issue o f  who was to control Germany as a 
whole -  or if prevailing influence over the whole was even possible. 
American and British decisions to break the stalemate and reorgan
ize their own zones assured in turn that the deepening division o f  
Germany, indeed o f Europe as a whole, would not easily be 
overcome. While General Lucius Clay, the administrator o f Ameri
ca’s zone o f occupation, still talked in 1947 about the desirability o f  
four-power cooperation in West Germany, the reality o f all powers* 
policy made that result increasingly unlikely.21

In effect, American policy makers went from one major vision o f  
European economic linkages to another in 1945 and 1946. They 
abandoned an early concept, which Truman liked graphically to 
illustrate on maps in the White House, o f trading Western indus
trial goods for the grain o f Eastern Europe. In its stead they would 
develop a notion o f  exchange between West Germany as a producer 
o f  coal and steel and her Western neighbours. To cling to the wider 
concept of economic exchange, it was believed by 1947-8, threatened

20. On these developments, Henry Butterfield Ryan, The Vision of Anglo- 
America: The U .S .-U .K . Alliance and the Emerging Cold War, 1943-1946 (Cam
bridge, 1987), pp.73-119; also W. Averell Harriman and Elie Abel, Special Envoy to 
Churchill and Stalin (New York. 1975), pp.315-65.

21. Jean Edward Smith (ed.), The Papers of Lucius Clay: Germany 1945-1949, 2 
vols (Bloomington, 1974), II; and most recently the authoritative study by Wolf
gang Krieger, Ceneral Lucius D. Clay und die amehkanische Deutschlandpolitik 
1945-1949 (Stuttgart, 1987). All the studies o f Clay indicate that he continued to 
hope for four-power administration of Germany and renewed cooperation with the 
Soviets significantly longer than most Washington officials, who saw Germany’s 
future within a broader context of the encroaching Cold War. For a contemporary 
American perspective sec the letters from Berlin by Charles P. Kmdleberger, The 
German Economy, 1945-1947: Charles P. Kindleberger's Letters from the Field (Westport 
C T and London, 1989), with a historical introduction by Gunter Bischof.
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to preclude any European economic recovery and to endanger 
postwar democratic regimes. The ‘genius* o f the Marshall Plan w as  
to transform this renunciation into a coherent design for Western 
growth and stabilization.

As Alan Milward's essay suggests, the emphasis on Western 
integration also turned out to be a successful strategy for W est 
Germany’s economic future. From the first German reconstruction 
plan, worked out between Erhard’s staff o f the bizonal econom ic 
administration and the joint military governments, the stress w as 
on importing foodstuffs, transport and mining equipment w ith  
which Germany could manufacture value-added goods for export.22 
O f course, Germany could have exported the same goods to  
Europe as a whole if such an option had seemed available. Even  
with an Eastern European trade that was vastly reduced, how ever, 
her economic strategy remained geared toward industrial exports.

The Three Crises o f 1945-7

It helps to understand the American initiative of summer 1947 as a 
policy effort that responded to three crises: first, a crisis o f  the  
British imperial role in the world balance o f power, second, a crisis 
of French and Italian domestic stability; third, a crisis o f Western 
Germany’s economy and morale.

The crisis o f  the British Empire was in a sense publicly an
nounced when the British Ambassador told State Department 
officials on 21 February 1947 that London’s strained financial re
sources could no longer permit support to friendly governments. 
Britain had sought some mitigation o f  her obligations by having 
the United States pick up the burden o f German occupation costs 
by the merger o f zones on 1 January 1947.23 But Bizonia did not 
provide relief. Other difficulties afflicted London. While during 
1946 she had sought to work back toward balance o f payments 
equilibrium, and had done so remarkably successfully, the gains in  
trade achieved were precarious. The dollar position was especially 
weak, and the credits that Britain’s Commonwealth nations had

22. See also Hardach, ‘The Marshall Plan in Germany’, pp.445-6: ‘W ith its 
emphasis on food and raw material imports the reconstruction plan confirmed the 
traditional pattern of Germany’s foreign trade to import food and raw materials in 
exchange for manufactures.’ See also the memos and draft of the first Aufbauplan, 
1948/9, included in Bundesarchiv: Hermann Piinder Nachlass/704-5.

23. See Bullock, Bevin, pp.265-8. for Bevin’s conversion to the recognition o f a 
permanent division of Germany.
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accumulated in London during the war were also a menacing 
source o f instability. In effect, even if Britain’s own economy 
seemed to be vigorous (and in fact it concealed structural difficult
ies), it was not capable o f generating the foreign exchange surplus 
that would allow Britain to maintain her military and other foreign 
commitments. If anything, England’s policy makers felt them
selves caught up in a confrontation with growing Soviet power 
more acutely than Washington’s establishment. They feared that 
the United States had more lingering sentimentality about the 
wartime alliance with M oscow than they did. Churchill had sought 
to limit Russian ambitions, first by securing Britain's recognized 
role in Greece and the Mediterranean by direct negotiations with 
the Soviets. This yielded the ‘percentages agreement’ o f  October 
1944. But no matter what Stalin had promised about British 
pre-eminence in Greece, the Communists within Greece obviously 
did not feel themselves bound, and with assistance from the 
Yugoslavs, the Civil War resumed there at the end o f 1946. Chur
chill had never won the same hands-off promise about Poland and 
Eastern Europe, While he was willing to deal harshly with the 
London Poles to achieve it, he also feared the Russian advance into 
Central Europe and had sought to stiffen first Roosevelt, then 
Truman to press American troops further east. The British Foreign 
Office, in short, wanted a more determined stance in Central 
Europe than the Americans initially desired.24

But the British were in a disadvantageous position to pay for 
their part in what would later be called containment. During the 
course o f 1946 American policy makers had caught up with British 
perceptions o f a Soviet threat. Washington policy makers no longer 
needed patronizing infusions o f Whitehall realism. Yet at the very 
moment that Washington switched from seeing its role as a me
diator between old-style British imperialism and new-style Russian 
imperialism to one o f coalition with Britain against M oscow’s 
expansionism, it found that the British could no longer pay their 
share o f the coalition costs.

But why was the British position untenable? Treasury officials 
rightly noted that the volume o f British exports had recovered 
remarkably during 1946. Moreover, British troop strength abroad 
was being reduced, and aid to Greece was to be cut back. Until they

24. Emphasis on the British role as catalyst of Soviet-American confrontation in 
1945 has marked recent historical literature. See Peter G. Boyle, ‘The British 
Foreign-Office View of Soviet-American Relations 1945—46', Diplomatic History, 
3(1979), pp 307-20; Fraser Harbutt, The Iron Curtain: Churchill, America, and the 
Origins of the Cold War (New York, 1986); also Bullock, Bevin. pp. 237-9.
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became concerned with the encroachment o f Communist m ove
ments, Americans felt that such dismantling o f imperial obligations 
was far too slow. Why should they subsidize an Empire -  an 
Empire that ran an expensive social welfare policy at home to boot? 
By 1947-8, many State Department officials viewed Britain’s 
world-stabilizing role with more sympathy. At the same time, the 
sharp wave o f inflation in the United States during 1946-7 was 
sharply running up the prices o f imports that had to be paid for in 
dollars. And in contrast to the prewar situation, the former depen
dent areas no longer provided Britain with the same positive 
balance on current account. India and Malaya no longer earned 
dollars by their net exports to America, which they might then pass 
on  to London.25 Britain would also have to face the requirement 
(imposed as a condition of the 1946 American loan) o f making 
sterling freely convertible in July 1947, which would mean that her 
Commonwealth creditors might cash in their accumulated pounds 
for dollars.26 In effect, the Marshall Plan offered to redress a British 
dollar shortage so that London might continue to play an interna
tional role that would otherwise have swiftly exhausted her over
seas resources.

And yet American attitudes toward Britain remained ambigu
ous. On the one hand the Marshall Plan continued the Truman 
Doctrine’s notion of assisting Britain to bear the costs o f a shared 
strategic and ideological mission. On the other hand Americans 
resented British efforts to use American aid to sustain their primacy 
within the Commonwealth, especially since they feared that the 
Commonwealth was to remain largely closed to United States 
exports. In effect, Washington wanted the British as an interna
tional partner in a global enterprise, but did not want to have that 
enterprise yield the dividends of imperial influence (dividends 
expressed through the privileged accounts o f sterling in the Third

25. This is the argument advanced by Giorgio Fodor, ‘Why did Europe need the 
Marshall Plan in 1947?’ European University Institute Working Paper no. 78 
(Florence, March 1984). The same turnaround in the Dutch East Indies afflicted the 
Netherlands. Fodor also points out that by freezing the price o f  gold at X35 per 
ounce, the purchasing power of Commonwealth gold reserves and output in terms 
of dollars also froze at a time when prices had roughly doubled since 1938. Fodor’s 
somewhat revisionist argument can be contrasted with Alan Milward's claim that 
the dollar shortage was fundamentally a crisis caused by rapid recovery. It was a 
symptom of investment and growth, not of despair; and outside the Netherlands 
and France perhaps could have been confronted without a real sacrifice of improved 
standards of living. See M il ward, The Reronsiruftion of Wesrrw Europe, pp.5-55.

26. Bullock, Bevin, p.400; Hugh Dalton, High Tide and After: Memoirs, 1945—60  
(London, 1962). p.22l.
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World). Throughout the history o f the Marshall Plan, Economic 
Cooperation Administration (ECA) officials remained unhappy 
with Britain's barely concealed efforts to use Marshall Plan assist
ance to relieve London’s own dollar obligations vis-a-vis the Com
monwealth nations.27

While one impulse toward the Marshall Plan was the ‘crisis’ o f  
the British balance o f payments, a second was the precarious 
political situation in France and Italy. In the winter o f  1946-7, these 
two Latin countries (along with Belgium) were still governed by 
political coalitions based on the parties earlier grouped within the 
Resistance, including Communists, Socialists and Christian Demo
crats. But the Socialist prime ministers o f France, Leon Blum, Felix 
Gouin and Paul Ramadier, and Alcide De Gasperi, the Christian 
Democratic leader o f Italy, found the price o f  Communist partici
pation too high in early 1947. The Communist parties could no 
longer continue their exhortation to labour for ‘production’ that 
they had carried out with such zeal in the last months o f the war 
and even during 1946. In 1945-6 Communist participation in the 
governments helped ensure working-class collaboration in the 
austerity policies needed for reconstruction. But given the hard
ships o f 1946-7, the Communist leaders themselves feared the 
radicalization o f their working-class constituencies. They found it 
impossible to endorse austerity, and broke ranks with their govern
ment partners, refusing to support wage freezes or increases in the 
price o f coal. The Communist dissent came precisely at a moment 
the Italian Christian Democrats and the French Socialists and 
Catholics found them increasingly undesirable coalition partners, 
fractious on internal policy, domineering and sectarian within the 
trade unions. The common legacy o f the Resistance could no 
longer provide a sufficient basis for consensus.28 If the Communists

introduction: ‘Issue then is Germany'

27. See the negotiations o f  1948 over the issue of whether Britain might use ERP 
dollars for her Singapore-to-Suez dependencies in PRO: T236/822-3. The issue is 
touched on in FRUS, 1948, III, 442-4, 480-2. Similar problems were involved in 
Britain's trade balances with the Continent and the proposals for intra-European 
payments agreements. The intra-European compensations were called the little 
Marshall Plan. PRO: T236/814-20 contains the negotiations during 1947-8; also 
Milward, Reconstruction, pp 265-79; Werner Abelshauser, 'Der kleine Marshallplan. 
Handelsintegration durch innereuropaische Wirtschaftshilfe, 1948-1950’, in Helmut 
Berding (ed.). Wirtschaftliche und politische Integration in Europa im 19. und 20. 

Jahrhundert (Gottingen. 1984).
28. On the French side see ‘La seule vote possible', in Revue du Nord, 57(1975); 

Wilfried Loth, 'Frankreichs Kommunisten und der Beginn des kalten Krieges: Die 
Entlassung der kommunistischen Minister im Mai 1947'. V ZG , 26(1978), pp.9-6S. 
The Belgian events are summarized in National Archives: RG59: 855.00/3—1147 
(no. 372), 3-2147 (no. 1069), and 3-3147 (no. 1097). For France and Italy, see the
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were to be excluded from the ministries in which they participated, 
however, could the French and Italian regimes withstand the wave 
o f strikes that would follow? United States aid seemed the only  
possible way co ease the economic pressures that radicalized labour. 
When Marshall stopped in Paris on his flight to Moscow, the 
French government pleaded for coal -  the critical bottleneck 
resource.29 On the eve o f the Marshall Plan announcement, D e  
Gaspcri likewise pleaded for aid if he reconstructed his government 
without the Communists.30 Washington would make no guaran
tees. Yet what American policy makers perceived by the spring o f  
1947 was a multinational crisis o f weak governments who faced 
potential dangers o f  Communist unrest, if  not subversion. Even as 
Marshall negotiated in Moscow, State Department planners and 
SWNCC representatives were planning a new and comprehensive 
assistance programme.31

The third crisis point was Western Germany, where by the 
spring o f 1947 economic advance seemed paralysed and the Allies 
could hardly ensure sufficient provisions, much less industrial 
reconstruction. Difficulties in Germany fed back on Britain. The 
costs o f the occupation zone through 1946 were part o f  the overseas 
bill that led London to cut back on its aid to Greece. Ernest Bevin 
had hoped that fusion o f  the British and American zones would  
shift the burden, but the economic situation o f the new Bizone 
worsened in early 1947.32 The painful awareness o f this economic 
breakdown weighed on Secretary Marshall's mind at M oscow as he

reports in FRUS, 1947, 111, 690-1, 695-9, 717-22, 847-S, 863-8. Also Adolfo Pepe, 
‘La CGIL dalla ricostruzione alia scissione, 1944-1948*, Ston'd Contemporanea, 
5(1974), pp. 591-636; F. Levi, Paride Rugafiori, Salvatore Vento et al., II Triangola 
induttriale tra ricottruzione e lotto di done, 1945/48 (Milan, 1974).

29. On the winter coal shortage in general see the cables in FRUS, 1947, 111. 
48S-515; also President Auriol's plea to Marshall, 6 March 1947: 'Our problem, 
General Marshall, is coal.* FRUS, 1947, II, 190-3, as well as subsequent discussions 
o f the Saar at Moscow.

30. FRUS, 1947, III. 198-219.
31. ’At the discussions with Molotov on 15 April the Secretary himself said, "W e  

are frankly determined to do what we can to assist those countries which are 
suffering from economic deterioration which, if  unchecked, might lead to economic 
collapse and the consequent elimination o f any chance o f democratic survival." He 
said that it was our intention to help insofar as we could, to restore the economy o f  
such countries.1 FRUS, 1947, II, 340.

32. Alan Dullock, Bevin. pp.150, 349. Average caloric provision was supposed to 
be 1,500 per capita; in early 1946 and again in early 1947, it fell to almost 1.000. For 
other aspects o f British occupation policy see the essays in Josef Foschepoth and R o lf 
Steininger (eds), Die britiiche Deuliehland- und Bejatzungjpolitik 1945-1949 (Pader
born, 1985); and Claus Scharf and Hans-Jurgen Schroder (eds), Die Deutschlandpoli- 
tik Grossbritannieru und die britiiche Zone 1945—1949 (Wiesbaden, 1979),
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sought a four-power agreement.33 But did the economic crisis exist 
only because the Germans were hungry and demoralized? Rather, 
the economic difficulties testified to political disagreements as well. 
Certainly, as Forrest Pogue’s paper suggests, that was General 
Marshall’s conclusion. In his striking phrase upon the return from 
Moscow, ‘The patient is sinking while the doctors deliberate.’34

German Issues and the Advent o f the Marshall Plan

The policy tensions in Germany reflected the wider Cold War. 
Germany was not an original source o f  disagreement so long as 
German issues involved generalities. East-West tension began over 
different issues. The conflict over the postwar Polish regime, which 
tragically influenced the course o f  the Warsaw uprising o f August 
1944, was patched over at Yalta but then emerged again in the 
spring o f 1945 and lay at the heart o f  the growing divergence 
between the Soviet Union and the Western Allies. The ‘percentages 
agreement’ struck by Churchill and Stalin in October 1944, to 
allocate respective spheres o f influence, might have held for Greece, 
but it was never intended to settle the Polish issue. Nor did its 
provisions for Romania preclude a conflict over the composition o f  
the Bucharest government, where Americans resented the high
handed imposition o f a pro-Soviet regime.35 None the less, Ger
many did not appear an original arena o f dispute. The victorious 
powers, it was confirmed at Yalta and Potsdam, were to administer 
their respective 2ones of occupation, but also agree on general 
guidelines through the Allied Control Council in Berlin.

This four-power harmony was unlikely to last. The provisions 
o f Potsdam in July 1945 were reached only after hard bargaining, 
and they concealed sources o f future disagreement. The major 
apparent difficulty was the issue o f reparations. Reparations dis
putes made it difficult to agree on overall concepts for administer
ing Germany as a unit; at the same time underlying political 
differences made compromises on reparations seem impossible. 
Within the context o f the Soviet-Anglo-American split, the rep
aration issue became a festering wound that infected the overall

33. For Marshall during this period, see Forrest C. Pogue, George C. Marshall. 
Statesman, 1945-1950 (New York, 1987), pp.170-1,

34. Cited FRUS. 1947. Ill, 219.
35. For American reactions see the Ethridge report, FRUS, 1945, and the account 

in Harriman, Special Envoy; also Thomas T. Hammond (ed), Witnesses to the Origins 
of the Cold War (Seattle, 1982).
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relationship and helped preclude a unified treatment o f defeated 
Germany. At Yalta the Western Allies agreed with the Soviets that 
Germany should certainly pay reparations, and Roosevelt further 
accepted the figure o f $20 billion (with $10 billion as the Soviet 
share) as a basis for further discussion. Henceforth the Soviets 
would view the $10 billion as an agreed settlement for their 
claims.36 Between Yalta and Potsdam, Truman appointed the 
tough-minded Texan oil entrepreneur, Edwin Pauley, to replace 
the labour representative and statistician, Isador Lubin, as repara
tions negotiator. The tone o f bargaining changed, as Pauley seemed 
to approach the negotiations more as a commercial transaction than 
a moral claim. Moreover, as Charles Kindleberger recollects below, 
the stripping o f  German industry by the Russians as they entered 
Germany appalled Western observers. Railroad equipment, factor
ies, plants, were quickly dismantled, sometimes to be shipped 
back to Russia, but sometimes to rust on sidings. Kindleberger 
estimates that 30 to 35 per cent o f capital equipment was thus 
removed; the less drastic estimate o f General Lucius Clay was 
significantly lower; probably the best-informed observer, R olf 
Wagenfiihr, proposed 25 per cent. In any case, none o f this capital, 
the Soviets averred, should be chalked up against their reparation 
entitlements. It fell instead within the category o f war ‘booty*, 
whereas reparations were to be extracted at a subsequent date. Such 
behaviour did not make American reparation negotiators more 
inclined to yield on further demands.37

What became more contentious than the issue o f how large a 
reparation bill might be imposed was the manner in which repara
tions could be extracted. United States experts tended to see the 
reparation arrangements o f  the 1920s as a disaster, and believed that 
afflicting Germany with continuing annuity payments to be trans
ferred out o f current production was a recipe for continuing rancour 
and evasion. At Potsdam and in the continuing negotiations they

36. S20 billion (or RM  80 billion at prewar value) would have represented about 
one year’s G NP at the 1929 level. Ironically this was not so different from the ‘real’ 
(not nominal) burden of about 50 billion gold marks proposed by the 1921 repara
tions schedule mandated by the Versailles Treaty. That plan envisaged several 
decades of payment. Under the LO1 agreements, the pace o f dismantling would 
certainly have been quicker, although governed by the permitted standard o f living 
(and the expenses o f the occupation forces, which were to take priority).

37. On the other hand, Russians felt that the West had gained by expropriating 
patent rights and licensing fees during the war, or by enforced technology transfer in 
the aftermath. And of course neither side counted the expertise gained by recruiting 
German missile engineers. See Alec Cairncross, The Price of War: British Policy on 
German Reparations, /94/-1949 (Oxford, 1986), pp.194—218.
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secured a system whereby Germany's reparation debt would be 
met out o f ‘excess' capital. The excess would be calculated accord
ing to a level o f industry (LOI) that provided a German standard o f  
living no higher than the average o f  other European countries, 
excluding Russia and Britain. Germany was not to live better than 
the neighbours she had treated so brutally; the per capita output 
levels o f 1932 would serve as the allowable benchmark. Actual 
determination o f the acceptable levels o f industry for different 
economic sectors were passed on to teams o f economists and the 
Control Council after Potsdam. The economists painstakingly 
sought to establish allowable ceilings first on production, then on 
plant capacity. For key sectors such as steel, the economists’ esti
mates served only as a basis for the outright political bargaining 
that took place at the Control Council. The British generally 
argued for high figures so that their largely industrialized zone 
could achieve enough output to pay for needed agricultural im
ports. The French wanted strict limits; the Soviets and Americans 
proposed compromise figures, although the Russians were more 
compromising on some products than others. After arduous hag
gling over each production sector, bargaining marked by often 
contradictory claims and revisions for steel, cement, electricity, 
pharmaceuticals, etc., an LOI agreement (with an allowable steel 
capacity of 7,500,000 tons) was struck in the spring of 1946. All 
plant in excess o f the capacities stipulated was supposedly ear
marked for dismantling and distribution to Germany’s reparation 
creditors. Critics complained about the Draconian levels imposed, 
and within a year the British and Americans would press for a new 
agreement. In fact, the Germans were never able to produce up to 
the allowable ceilings until after 1947.38

Arriving at ceilings on production and the percentage o f plant 
slated for dismantling was only one problem. The other major 
reparation issue was tied up with the supposed pledge to administer 
Germany as an economic unit. Despite the brief wartime flirtation 
with partition plans, aired by Roosevelt and Churchill at Teheran, 
none o f the Allied powers continued to propose the creation o f  
several German states. At Teheran, there was also agreement that

38. For these negotiations -  which, as Kmdleberger notes below pp.82-3, really 
involved political compromises (Britain entered with high LO I allowances, France 
and the Soviets with low ones, the United States proposed ceilings in between) -  see 
Benjamin U. Ratchford and William D. Ross. Berlin Reparations Assignment: Round 
One of the German Peace Settlement (Chapel H ill N C , 1957), and Cairncross, Price of 
War, pp. 120-9. For his disillusioned assessments, see pp. 130-46; also Krieger, Clay, 
pp. 133-9.
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the Eastern border o f Germany would be moved west -  to what 
extent was subject to misunderstandings and disagreement.39 At 
Yalta the Allies confirmed the agreements concerning zones o f  
occupation worked out in the European Advisory Commission in 
London. Although the French aspired to wrest a special status for 
the Ruhr and perhaps even annexation o f the Saar, Germany was 
envisaged as a unified territory, eventually to re-emerge with  
national institutions.40 The United States military and the British 
did not want to have to feed their occupation zones at their ow n  
expense: instead, the Soviet Zone could provide grain for the 
industrial products o f  the West. Despite the growing critique o f  
American conservatives and businessmen who resented a ‘punitive’ 
treatment o f Germany, ‘appeasement1 o f  Russia and restrictions on  
West German industry, the leading Administration concepts — 
shared initially by the army authorities and by General Clay — 
envisaged that postwar Europe, including Germany, must be 
structured around East-West interchanges.

But even while affirming this commitment, the Potsdam Con
ference agreements worked to undermine it. Secretary o f State 
Byrnes resisted committing industrial removals from the American 
zone to meet large-scale Russian reparation claims. He also con
tested Soviet claims that Poland be entitled to annex outright the 
territories east o f the Oder-Neisse line. He proposed an implicit 
bargain: the Eastern territories would remain ‘under Polish admin
istration' without juridical transfer, while each power would meet 
its own reparation claims largely by capital removals from its 
respective zone.41 In addition, however, the Soviets would be 
entitled to claim 10 per cent o f  the excess capital equipment o f  the 
Western zones free and clear, and a further 15 per cent in return for 
'reciprocal' deliveries o f food and lumber and other raw materials 
that would alleviate West German import requirements. In view o f  
the agreement that each power was primarily to claim reparations 
from its own zone, British Treasury officials saw the plan as

39. Most recent on Teheran: Keith Sainsbury, The Turning Point (Oxford. 1985).
40. On the issues of the Ruhr and occupation plans, see the authoritative intro

duction by Rolf Steininger (ed.), Die Ruhr-Frage 1945/6 und die Entstehung des Landes 
Nordrhein-Westfalen = Quellen zur Geschichte des Parlamentarismus und der politischen 
Parteien, IV . Reihe, Band 4 (Dusseldorf, 1988).

41. Besides the official American conference volumes: FRUS, The Conference of 
Berlin 1945, and the recent British publication: Rohan Butler et al. (eds), Documents 
on British Foreign Policy Overseas, ser. 1, vol.l: The Conference of Potsdam July-August 
1945 (London, 1984), see Herbert Feis, Between War and Peace: The Potsdam Confer
ence (Princeton, 1960).
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‘probably a decisive step towards the separation o f Germany into a 
Western Area and an Eastern Area under Russia’.42 As one o f  the 
British negotiators o f  the Level o f Industry agreements looked back 
without illusions:

The Postdam Agreement was incomplete, unrealistic, and ambiguous. 
The clauses governing reparations proved to be contradictory and 
obscure, the subject o f long wrangles over an entire winter and issuing 
in a plan that did not last long and had no enduring effect . . . The 
Agreement implied that no reparations would be taken -  at least in the 
Western zones -  from current production (an assumption carried over 
into the Reparations Plan), left Russia free to take what reparations she 
pleased from her own zone, and yet required Germany to be treated 
during the period o f occupation as a single economic unit when the 
Western powers had little or no access to the Eastern zone and the 
Russians showed no disposition to keep the Control Council informed 
of what went on there.4

Introduction: 'Issue then is Germany'

Nor were the French more likely to cooperate, and they resisted 
all schemes for economic unity as well as pressing their claims for 
the Saar and internationalization o f  the Ruhr. Their intransigence 
covered Soviet objections, as John Kenneth Galbraith and George 
Kennan both pointed out.44

Despite the virtual carte blanche given to the Soviets in Eastern 
Germany, Potsdam itself did not doom four-power agreement on 
economic administration. The problem was that by the time the 
Soviets apparently wanted to restore four-power economic admin
istration, the Western powers distrusted their objectives. British 
observers, above all, felt the Soviets were imposing tight Commu
nist political control over the country, especially when Otto 
Grotewohl capitulated to Soviet pressure and consented to the 
merger o f his Social Democrats with the East German Communists 
in the Socialist Unity Party, justifying his actions to the British by 
arguing they had abandoned him and that an ‘iron curtain' had

42. Sir Wilfred Eady to Chancellor Dalton, cited by Caimcross, Price of War, 
p.95. For negotiations o f the LO1 agreement see Ratchford and Ross. Berlin 
Reparations Assignment.

43. Caimcross, Price of War, p.99. See also Sir Alec Caimcross. A Country to Play 
with: Level of Induitry Negotiations in Berlin 1945—46 (Gerrards Cross, 1987).

44. John K. Galbraith, Recovery in Europe, (National Planning Association, Oc
tober 1946). Also Caimcross, Price of War, pp. 141, 149. See Kennan’s judgement o f  
6 March 1946 that the Russians had let the French ’run interference* for them, in 
FRUS, 1946, V, 517. See also the essays in Claus Scharf and Hans-Jurgen Schroder 
(eds), Die Deutschtandpolitik Frankreichs und die franzosische Zone 1945-1949 (Wiesba
den, 1983).
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come to stay in the Soviet Zone.45 It was hardly surprising that the 
commitment to reciprocal deliveries was soon enmeshed in a 
thicket o f countervailing claims. In March and April 1946 the 
Soviets carried out another wave o f plant removals. On 4 M ay 
1946, responding to the failure o f either the French or the Russians 
to provide the agricultural produces allegedly stipulated under the 
15 per cent provision, General Clay ordered a halt to further 
reparation removals from the American Zone. The suspensions hit 
at materiel intended for the Western Allies (and was objected to by  
their joint creditor Inter-Allied Reparation Agency in October), 
not the Soviets, although Clay justified the stop by arguing that the 
Russians were not allowing any steps toward economic unity.46 
The British representative, General Robertson, complained that the 
Soviets were not obeying the first-charge principle against repara
tion removals before Germany was self-supporting; and the French 
and the British soon followed Clay's lead. The reparations agree
ment had broken down within a month after the level-of-industry 
negotiations had finally been concluded. During the next months 
the American response was to invite the British to negotiate a 
bizonal fusion, since the French and Russians seemed non- 
cooperative. At Stuttgart on 6 September, Byrnes told the Ger
mans that the US would not hold up their economic recovery 
indefinitely on behalf o f other powers.47 48 But the formation o f the 
Bizone was interpreted by the Soviets, as might well have been 
foreseen, not as a way station to a new four-power fusion, but as 
the nucleus o f a West German political unit.40

From one point o f view, the Marshall Plan can be seen as an 
American substitute for what became an unworkable effort to 
transfer German resources, not to the Soviets (who could claim

45. Steel report on Grotewohl visit o f 7 February 1946, in PRO; 
FO371 /55586- C1480/131/18.

46. Gimbel has argued most forcefully in The American Occupation of Germany: 
Politics and the Military 1945-1949 (Stanford, 1968), pp.57-61, that Clay's action was 
taken against French resistance to central administration and four-power economic 
agreement. Krieger, Clay, pp. 140-1, also emphasizes Clay's impatience with French 
policy. Cairncross counters that Clay's suspension and British concerns were 
directed less against resistance to new unifying measures than to ‘economic unity’ — 
i.e. the four-power commitments that had already been met See Caimcross, Price of 
War, pp.155-6. See Clay's explanations in Smith (ed.), Papers I, pp.204, 222, 236.

47. Gimbel, The Occupation of Germany, pp.74-87. For the changes in German 
policy o f all the powers during the summer o f 1946 see Gunther Mai, ‘Der Allierte 
Kontrollrat in Deutschland 1945-1948: Von der geteilten Kontrolle zur kontrollier- 
ten Teilung'. Aus Politik und Zeitgeschichte, B23/88 (3 June 1988), pp.7-11.

48. See Marshall's resume of Molotov’s statement, 17 March 1947, in FRUS, 
1947, II, 256.
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what they needed from East Berlin and Saxony and Silesia), but to 
Western claimants.49 But what rendered the reparations agreements 
unworkable was less the technical issues than the political implica
tions. Despite the quarrels they occasioned, the levels o f industry 
did not remain the sticking point with the Soviets. At the Paris 
conference in the summer o f 1946, Molotov agreed to raise the 
leve,-of-industry quotas if the Ruhr could be internationalized and 
reparations assured. And despite American statements against on
going reparations from current production, that issue was probably 
not insuperable. General Clay had never rejected reparations from 
current production outright. Nor had the economists.50 Secretary 
Marshall recognized at M oscow that it might be worth exploring 
the issue, and President Truman authorized at least exploratory 
negotiations. But the Americans insisted that Congress would 
never approve indirect reparations, that is they would never agree 
to provide aid to the Western zones so that the latter might export 
goods to the Soviets.51

But the economic issues alone were tangled in the broader stakes 
for control o f Germany. The Soviets could not accept the Bizone; 
they wanted a political unification that would give their political 
clients at the least a powerful coalition role within Germany as a 
whole. By 1947 the example o f an enforced ‘Unity Party' within 
the Eastern Zone, namely as a front for Communist repression, 
made these risks seem unacceptable. The British and Americans 
wanted a federal structure in which Lander representatives formed 
the basis o f a reconstructed polity.52 This solution was justified by 
awareness o f how the National Socialists had centralized power and 
overridden federal safeguards, but it would likewise prevent any 
strategic Communist role. Thus what rendered Moscow's compro
mises unacceptable was the Soviet demand for a voice in control
ling the Ruhr and the economy o f the Western zones. In sum the 
reparations deadlock served as a fire-break shielding Western

49. Cf. John Girnbel, The Origms of the Marshall Plan (Stanford. 1976). pp. 173-5.
50. Krieger, Clay, pp. 191-2 (Humphries'? memo of 2 November 1946) and 

193-7 (Clay’s reparation plan of fall 1946). FRUS. 1947. II. 273-4. 301-3.
51. See Marshall’s 31 March report to Truman, outlining a possible trade-off that 

allowed reparations out o f current production in return for a higher permissible level 
of industry and less dismantling o f German plant, in FRUS, 1947, II, 298-9 
(Molotov’s unhappiness at the trade-off, 1 April, p.303); Truman’s cable, drafted by 
the State Department, to Marshall, 1 April, pp.301-3; also the general commitment 
against indirectly paying reparations in Marshall's conversation with tievin, 
22 March, p.274. O f  course, the United States did end up indirectly paying 
reparations, not to the Soviets, but to the Western claimants. See n.49, above.

52. See the discussion o f 2 April reported by Marshall in FRUS, 1947, II, 304—6.
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Germany from Soviet claims at a point when the British and 
Americans had become disillusioned with any effort to revive 
four-power administration, at least on Soviet terms.53

Let us summarize the development from mid-1945 to mid-1947, 
from the convening o f the Big Three at the Cecilienhof in Potsdam  
to Secretary Marshall's brief address in Harvard Yard. Despite a 
wartime legacy o f conflicting concepts,54 Americans had begun the 
occupation o f Germany with a cluster o f  policies that had a degree 
o f  overall coherence. These policies included a willingness to  
facilitate reparation transfers through dismantling; the elimination 
o f German military industry; the initial limitation o f overall Ger
man production to a Depression-level output; vague agreement to a 
Soviet voice over economic policies for Germany as a w hole  
through the Control Council mechanism; continued American aid 
through UNRRA to impoverished European countries despite 
their politics; acceptance o f coalitions with Communist participa
tion in Western Europe; acceptance o f Communist primacy in East 
European governments but an effort to preserve the political rights 
o f non-Communists: in sum, a configuration o f policies that con
tinued the premises o f ‘United Nations' wartime cooperation.

Within little more than a year these approaches seemed obsolete. 
On 6 September 1946 Secretary o f State Byrnes promised a Ger
man audience at Stuttgart that Americans would not withdraw  
their forces unilaterally (i.e. they were there as a protection for the 
West), nor did they want the Germans to become the satellite o f  
another power. For Clay, whose 19 July effort to reformulate 
policy had served as a source for the Byrnes speech, these state
ments authorized a revision o f previous directives and stronger 
efforts to revive economic activity.55 The election o f a Republican 
Congress in November 1946 testified to a growing domestic im
patience with endeavours at cooperation. By early 1947 a new con
figuration o f American policies would emerge: resistance to Soviet 
claims for a voice in West Germany; the hope o f  removing C om 
munists from the coalitions in France, Italy and Belgium; w illing-

53. Cairncross, Price of War, pp.159-60; Pogue, Marshall, Statesman, pp.176-90; 
see also Philip Baggaley, ‘Reparations, Security and the Industrial Disarmament o f  
Germany: Origins of the Potsdam Decisions’, Dissertation, Yale University, 1980.

54. Still useful is Paul Y. Hammond, ‘Directives for the Occupation o f Germany. 
The Washington Controversy*, in Harold Stein (ed.), American Civil-Military Deci
sions. A Book of Case Studies (Montgomery, 1963), pp.311-464.

55. Gimbel, The Occupation of Germany, pp.74-87; Krieger, Clay, pp. 160-4. 
Krieger emphasizes that even while Clay looked toward recovery o f the West 
European economy he also hoped for a reparations solution with the Soviets until 
early 1947, pp. 196-7.
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ness finally to provide a major new foreign assistance programme, 
if it served a coherent scheme o f European development built upon 
open economies.

Even after Byrnes’s Stuttgart speech, American policy remained 
subject to conflicting bureaucratic agendas and contending visions 
o f reconstruction. One attraction offered by a foreign assistance 
programme targeted on Western Europe was that it allowed the 
Administration to overcome the intramural squabbles between the 
advocates o f German recovery in the Military Government and 
those in the State Department who worried about French resistance 
to measures that would abet German resurgence. Defining a foreign 
assistance commitment to Western Europe as a whole would justify 
helping West German recovery, even while it secured French 
acquiescence.56 Conservative businessmen and Congressmen were 
often more impatient with remaining controls over non-military 
German production than the War Department and the US Military 
Government. General Clay also hoped for some sort o f reparations 
agreement and understood that Western countries as well as the 
Soviets still expected further dismantling o f  German factories. He 
resisted the State Department’s growing consensus that Europe 
was irrevocably divided. O f course, there was uneasiness about 
German recovery in the United States. But as a political position, 
the view that Washington should not allow German industrial 
reconstruction and instead must be more conciliatory to the Soviets 
was increasingly confined to the Henry Wallace wing o f  the Dem o
cratic Party, the Committee to Prevent World War III and such 
journals as The Nation or PAY -  a homeless American left that was 
rapidly being marginalized or exploited for a pro-Soviet agenda.57

By the end o f 1946, to recapitulate, the configuration o f  Ameri
can policies was being modified piece by piece: UNRRA was under 
attack, the British wanted the level-of-industry ceiling raised again, 
American conservatives were angry at dismantling, the German 
economy was reaching the limits o f its recovery; soon the winter 
weather would reduce the transport o f food and fuel to dangerous 
levels. The French government felt especially exposed; it was 
desperate for American coal; it was also domestically vulnerable to

56. Gimbel, Origins of the Marshall Plan, pp. 35-49, on divisions within the State 
Department, see Galbraith, A Life in our Timet, pp.240-55; and Gunter Bischof, 
Introduction to Kindleberger’s Lettert from the Field.

57. For contending currents see Alon2o Hamby, Beyond the New Deal: Harry S. 
Truman and American Liberalism (New York, 1973). Also Norman D. Markowit2, 
The Rise and Fall of the People’s Century: Henry A. Wallace and American Liberalism, 
1941-1948 (New York, 1973).
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labour unrest from unions that could no longer get their rank and 
file to acquiesce in wage freezes or price rises for necessities. In 
France and Belgium Communist leaders felt compelled to break 
ranks within the cabinet coalitions, oppose government austerity 
measures and incur dismissal lest they lose working-class support. 
With all these pressures the moment had come for an integrated 
West European initiative. Herbert Hoover’s presidential mission o f  
February 1947 had urged removal of the limits on German indus
trial production, but had seemed too great a concession to C on
gressional conservatives and the War Department to please the 
State Department. In light o f the frustrating Moscow Conference 
o f Foreign Ministers and Secretary Marshall's sense o f urgency, 
officials at the State Department rushed to propose more inclusive 
concepts. Charles Kindleberger's memoir provides the perspective 
from the viewpoint o f the State Department officer; Forrest 
Pogue’s contribution reveals Marshall's sense o f crisis. Out o f that 
crisis came Under-Secretary Acheson’s Delta Council address in 
Cleveland, Mississippi on 8 May 1947, K ennan’s engagement o f  
the Policy Planning Staff, and Will Clayton’s dramatic report o f  the 
European crisis -  culminating in Marshall’s 5 June Commencement 
address. Marshall’s brief and sober speech was hardly the final 
word, but it envisaged the essential elements. It announced the 
administration’s readiness to offer a substantial American aid pro
gramme targeted toward long-term needs, assisting the European 
economy as a unit, and asking the Europeans themselves to deter
mine their priorities.

The Marshall Plan and West German Institutions

One o f the characteristics o f German nation-building throughout 
the modern era is that political structures often follow the creation 
o f economic institutions. It was easier at crucial points to develop 
authorities for economic exchange among the German subdivisions 
than to unite them politically. Prussian bureaucratic leadership 
helped extend the Customs Union or Z ollvere in  among the mem
ber states o f  the post-1815 German Confederation a generation 
before Bismarck could consolidate the Second Empire. The insti
tutions o f the Weimar Republic rested upon collective agreements 
between labour unions and industrial interest groups that were 
forged as the Empire faced defeat and revolution at the end o f the 
First World War. So too, the Federal Republic o f 1949 would  
follow two years o f quasi-governmental functions that the Bizonal 
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authorities had been granted in the field o f  economics from late 
1946 to 1948. The first public debates over the shape o f the political 
future took place in the meetings o f the Bizone’s Economic Coun
cil, so that many o f  the parameters o f the Bonn Republic were 
determined within the earlier crucial biennium. During that period 
the Christian Democratic Party as a whole largely abandoned its 
own trade unionists’ early postwar leanings toward collectivist 
economic approaches (as expressed in the Ahlen Programme of 
1947). As director of the bizonal economic administration, the proto
ministry o f economics reorganized in February 1948, Ludwig Erhard 
could emerge as a voice for social-market liberalism, sanctioning a 
belief in private capitalism that Adenauer and his close advisers also 
preferred to fuzzy schemes o f Christian socialism.58 The Social 
Democrats had already taken up the role o f political opposition, 
sensing that their concepts o f a planned economy were effectively 
stalled both by the other parties and by the hesitations o f the Allies. 
The perceived requirements o f economic reconstruction thus fore
shadowed many o f  the political outcomes that would shortly 
follow. In postwar West Germany, as earlier, institutions for 
economic administration served as the embryonic form of political 
structures.

Given this situation, the European Recovery Program exerted a 
formative role on the emerging West German state and economy. 
It did so, moreover, as part o f a new transatlantic institutional 
structure o f private-public collaboration. The organization o f the 
Recovery Program helped influence how policy was made -  by 
mobilizing an extensive network o f interest groups within and 
across national lines. Just as crucial, it decisively integrated the 
West German political economy with the Western countries, so 
that a neutralist or Rapallo international option was far more 
difficult than might otherwise have been the case. Finally the 
Recovery Program helped renew Germany’s economic vocation as 
an exporter o f value-added industry. The remainder o f  this intro
duction will consider these outcomes in turn.

58. See Gerold Ambrosius, Die Durehietmng der sozialen MarleturirUthafl in West 
Deutsehiand (Stuttgart, 1977); also Volkhard Laitenberger, *Auf dem Weg zur 
Wahrungs- und Wirtschaftsreform. Ludwig Erhards Wirtschaftspolitik im Fruhjahr 
1948‘, Aus Politileund Zeitgesrhichte, B23/88 (3June 1988), pp.29-42. For the Bizone, 
see Tilman Piinder, Dai bizonate Interregnum. Die Ceschithte des l/ereinigten Wirt- 
schaftsgebietes: 1946-1949 (Waiblingen, 1966).

- 2 7 -



Charles a. iviaier

Private-Public Collaboration

Michael Hogan, Thomas Schwartz and Werner Link's essays all 
demonstrate in different ways how the structure o f the Recovery 
Program exerted a formative role on patterns o f policy making. T o  
a degree there was an irony here. For with respect to cooperation 
between public and private sector leadership, the Marshall Plan 
brought to American policy structures political approaches that had 
earlier been more familiar in Germany. Germany’s prewar experi
ment in democracy, the Weimar Republic, had given a major voice  
to business and labour representatives through the Ministries o f  
Economics and Labour, the provisions for an Economic Council, 
and compulsory arbitration o f labour disputes. American policy  
making began to experiment with similar collaboration under 
Herbert Hoover’s Ministry o f Commerce and later his Presidency, 
but generally remained less interventionist and collaborationist 
until the N ew  Deal. As Hogan emphasizes, those active on the 
American side, such as Paul Hoffman and Averell Harriman, 
believed in an active partnership between business and the state:

Given their organic view of society, their faith in private expertise, their 
flexible attitude toward labor, and their support for modest social 
programs, economic planning, and overseas expansion, these men were 
destined to play a pivotal role in America's twentieth-century search for 
a new economic and political order. Their outlook linked them back
ward to the technocorporatism or the National Civic Federation and the 
associationalism o f Herbert Hoover, and forward to what Robert 
Griffith has called the ‘corporate commonwealth* of the Eisenhower

On the other hand, after 1945, Adenauer’s advisers -  especially 
Ludwig Erhard -  distrusted the significant state role that had 
characterized the Nazi period (and the Weimar Republic). As 
Schwartz emphasizes, Erhard sought to rely on free-market mech
anisms and a rapid dash for economic growth. This often led to the 
paradox that when West Germany faced economic turbulence in 
1950 and 1951, the Americans insisted on more governmental 
control than German policy makers desired.59 60

But the ECA represented an advance over earlier ‘neocorporatist* 
initiatives in American policy. It brought labour into a framework

59. Hogan, The Manhall Plan, p . l l .
60. See also Werner Abelshauer, 'Ansatze “korporativer Marktwirtschaft" in der 

Korea-Krise der fruhen funfziger Jahre*, VZG , 30(1982).
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of foreign-policy collaboration that had hitherto remained beyond 
their participation. To be sure, labour played a limited role. Trade 
union representatives were included at the Paris headquarters o f  the 
ERP and on each country team. It was understood that the collab
oration o f the moderate unions was essential in blunting the strong 
role that the Communists could play, in France and Italy especially. 
Still, American labour representatives were not assigned any gen
eral supervisory position: their assigned, and self-confirmed, role 
was to work with the European unions, not to determine aid 
priorities or advise on fiscal policies. On the other hand, the 
prevailing fiscal policies that ECA spokesmen urged on Europeans 
were the activist, Keynesian approaches that labour fervently sup
ported for the sake o f  high employment.

In dealing with unions in France and Italy, American Federation 
of Labor and Congress o f Industrial Organizations (AFL and CIO) 
representatives were most preoccupied about limiting the Commu
nist domination o f  the union movement. This meant support for 
Social Democratic or Catholic labour alternatives and an effort to 
undercut the W orld Federation o f Trade Unions that seemed under 
Communist influence. But in Germany, the Communist role (out
side Berlin) was less imposing. Hans Bockler’s unified union 
movement tended to follow the British model more, in that Marx
ist elements were overwhelmed by traditional union leaders. Henry 
Rutz, AFL representative in Berlin, was desperate to get pro- 
American union leaders the support they needed so that their 
newspapers and announcements could be circulated in the face o f  
harassment and limits imposed by the pro-Soviet elements.61 But 
he did not have to worry that the Communists really held the 
loyalty of the West German workers, whereas in Italy and France, 
the Communist labour leadership was in fact far more deeply 
rooted than the Social Democratic dissenters.62

This does not mean that German labour representatives merely 
adopted Anglo-American economic concepts. Social Democrats

61. See reports from Rutz, Joseph Keenan and others in State Historical Society 
o f Wisconsin: AFL papers, William Green Papers, Florence Thorne files, 117A/8A, 
Boxes 16-17.

62. On the results for labour see Horst Lademacher, ‘Die Spaltung des Welt- 
gewerkschaftsbundes als Folge des beginnenden Ost-West-Konflikts', in Othmar 
Nikola Haberl and Lutz Niethammer (eds), Der Manhall Plan und die euro pane he 
Linke (Frankfurt, 1986), pp.501-34; also the essays by Manfred Boni on the Italian, 
Herman Jan Langeveld on the Dutch, Alan Sked on the British, and Einhart Loren2 
on the Scandinavian union movements, ibid., pp.339-58, 381—439; Ronald Radosh, 
Ameriean Labor and United Statei Foreign Policy (New York, 1970); Peter Weiler, 
British Labour and the Cold War (Stanford, 1988).
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had advocated extensive state planning within the Bizonal Econ
omic Council, but they did not have the support to impose their 
concepts. By and large, as Klaus Schwabe's essay shows, Social 
Democratic and trade union leaders accepted the Marshall Plan 
although they sometimes fretted that it might lead to a capitalist 
restoration.63 Certainly for Erhard, American aid, currency reform  
in the West and liberalization o f the economy added up to a 
coherent programme. But despite his clear dislike o f centralized 
planning and his ‘ordo-liberal’ sympathies, 'Restoration' does not 
seem the appropriate term. Erhard's advocacy o f competition was 
new; he combined a reliance on the market with an acceptance o f  
the traditional German emphasis on an extensive framework o f social 
insurance. None the less, as o f 1948 he also clearly opposed the 
anti-capitalist rhetoric that suffused not only the labour movement, 
but also the middle-class and intellectual opinion o f the day. And as 
inflation briefly surged in the wake o f his liberalization measures in  
the autumn o f 1948, labour spokesmen urged the reimposition o f  
price controls.64 German working-class leaders, moreover, differed 
from their counterparts in the British Trades Union Congress 
(TUC) or the AFL in their desire for a voice over the enterprise. 
Whereas British and American unionists distrusted state control o f  
collective bargaining and wanted to preserve an adversarial rela
tionship, the Germans prized co-determination and fought hard to  
achieve varying degrees of it. As Werner Link's essay documents, 
the AFL and CIO were willing to support their German colleagues 
in this effort because it seemed important to them, even though it 
was a foreign objective for the Anglo-American unions. The other 
major arena for a transnational cooperation, which linked public 
officials and the leaders o f unions and industry, was the effort to  
boost productivity. ‘The politics of productivity* became the ideo
logical byword o f the Marshall Plan era. What it meant in econ
omic techniques was often vague; but in political terms, it signified 
labour-management cooperation, frequent invitations for Euro
pean business and labour leaders to visit the United States, a whole 
network o f collaboration that fleshed out the intergovernmental 
structure o f the aid missions. Along with Italians, British and

63. Hardach. ‘The Marshall Plan in Germany*, p.450. See also Link’s essay, 
pp.293ff below, for trade union attitudes. The historical critique of West German 
postwar developments as a ‘restoration* marked much of the literature o f the 1960s 
and 1970s; for one o f the best accounts from this perspective see Eberhard Schmidt, 
Die verhinderte Neuordnung: 1945-1952 (Frankfurt, 1970).

64. G. Beier, Der Demonitrations- und Generalitreik vom 12. November 1948 (Frankfurt, 
1975).
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others, Germans were enthusiastic participants in the productivity 
missions that played so important a role in the texture o f  the 
Marshall Plan.65

Integration

If there was a spectre floating before European and American 
statesmen, it was that a poor and impoverished Germany might 
make an arrangement with the Soviets such that, as the country 
recovered wealth and power, it did so as a partner o f M oscow .66 
Over the era o f the Recovery Program the answer to this fear 
consisted o f what would be called ‘integration*. Integration would 
come to mean the effort to weave the emerging West German 
authorities into the transnational structures being created in the late 
1940s and early 1950s.67 The point was that ‘integration’ could not 
really be coerced. To persuade the Germans o f the virtues o f  
integration, they had to be steadily granted more self-rule and 
encouraged in prosperity. But the very autonomy that was to be 
returned to the Germans piecemeal also meant that they might in 
theory choose a non-Western course. In retrospect, o f course, it 
seems difficult to envisage a different course from what was chosen. 
But in fact, Kurt Schumacher o f the Social Democrats (SPD) and 
such early Christian Democratic leaders as Jakob Kaiser did speak 
for an independent role between the blocs. The SPD was virtually 
even with the Christian Democrats (CDU) in the first federal 
elections, even if  a pro-integration coalition o f parties clearly had a 
majority. None the less, despite all the reserved rights over West 
German foreign policy retained by the Allies, integration would 
have to be the upshot o f persuasion. McCloy and every Western

65. See Charles S. Maier, 'The Politics o f Productivity: Foundations of American 
Foreign Economic Policy after World War I I ’, now in idem, In Search of Stability 
(New York, 1987); also Anthony Carew, Labour under the Marshall Plan: The Polities 
of Productivity and the Marketing of Management Science (Manchester, 1987); Pier Paolo 
D'Attorre, 'Anchc noi possiamo essere prosper]. Aiuti ERP e politiche della 
produttivita negli anni cinquanta’, Quademi Storici, 58, vol.20, 1(1985), pp.5S-93; 
David Ellwood in Rossi, I I  Piano Marshall e I'Europa; Richard F. Kuisel, ‘L'Ameriean 
Way of Life et les missions fran<;aises de productivity en France’, Vingtieme Siede, 
17(January-March 1988), pp.21-38; also Wemer Link’s essay below, pp.282-330.

66. See Bevin’s reflections on this possibility, cited in Bullock, Bevin, p.268.
67. For a useful guide to the theme of European economic integration as a 

continuing aspiration o f American foreign policy see Hans-Jurgen Schroder, “Mar- 
shallplan. amerikamsche Deutschlandpolitik und europaische Integration 1947-1950’, 
Aus Politik und Zeitgeschichte, B I8/87 (2 May 1987), pp.3-18.
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statesman understood that constraint would not bind for very  
long?8

Hence, the structure o f Germany’s participation in the Marshall 
Plan was a sensitive issue. Over the four years o f the plan it 
changed enormously. At the initiation o f  the plan, there was no  
Federal Republic. In effect the American army authorities who had 
to pay for the Bizone’s net deficit on current account would plead 
for German needs. State Department officials (and later ECA  
delegates) who were responsive to the French and other Western 
European allies had to stand up to the Pentagon’s particular per
spective. By the end o f the ERP, the issue was no longer the needs 
o f a penurious occupied territory, but the policy decisions o f  a 
robust, aspiring, if  still precarious industrial power.

Thomas Schwartz’s contribution to this volume reveals how the 
Marshall Plan authorities endeavoured to deal with the German 
leadership both before and after the Federal Republic came formally 
into existence. In many respects, o f  course, the Americans exerted 
uncontested authority. During the months o f direct occupation 
General Clay ruled Germany but was also the representative o f  the 
ECA. Once the High Commissioners took over after ratification o f  
the London Accords and the Constitution, they still retained im 
mense reserve rights and prestige. What is remarkable, however, is 
how much give and take with German authorities these structures 
allowed, at first because o f the tension that Schwartz reveals be
tween Clay’s priorities and the often differing objectives o f the 
State Department and the Marshall Plan authorities -  a tension 
between utilizing German productive capacity within the cadre o f  
the Marshall Plan for recovery o f Western European nations as a 
group or reattainment o f a viable German economy that would  
lessen the burdens on America’s occupation authorities. By and 
large, spokesmen for the State Department, conscious o f French 
needs and hesitations about German resurgence, and spokesmen for 
the ECA, with their vocation o f European recovery, emphasized 
Germany’s productive role in the West. Once the American mili
tary no longer had direct responsibility for zonal viability, the 
conflicts within the American establishment over the size o f the 
German aid share or the level o f German coal prices might ease.

68. Sec Hans-Peter Schwar2, Pom Reich r.ur Bundesrepubhk. Deutschland im Wider- 
streit der aussenpolitische Komeptionen in dm Jahren der Besatiungsherrschajt 1945-1949 
(2nd cdn. Stuttgart, 1980); also Manfred Overesch. ’Einheit oder Teilung? West- 
deutsche Entscheidungstrager vor der Gesamtdeutschen Frage 1945—1947’, in Fo- 
schepoth (ed ), Kalter Krieg und Deutsche Frage, pp.269-90. For Kaiser, see Werner 
Conze. Jakob Kaiser Poliliker zwischen Ost und West 1945-1949, (Stuttgart, 1969).
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But the West German authorities had their own priorities, so that 
just as General Clay had once fought for higher coal export prices, 
so Ludwig Erhard would want them too. Only the synergistic 
pattern o f European economic growth in the 1950s could ease these 
disputes. But as the economic growth took root, the material stakes 
o f integration increased.

Alan Milward has suggested in his major study o f postwar 
Western Europe that in effect the ‘integration* achieved by the West 
Germans occurred not because of, but despite, the Marshall Plan. It 
was rather a function o f the integration o f the Franco-German coal 
and steel industries that Jean Monnet and Robert Schuman pro
posed in 1950 -  a concept narrower than the ERP*s effort to deal 
with all o f  Western Europe.69 Milward suggests in his essay in this 
volume that the same indirect effects occurred with respect to West 
Germany’s economic performance in the 1950s. The country’s 
remarkable export performance grew up less within the framework 
o f institutional ‘integration’ than outside it. N ot the Europe o f  the 
early Common Market and certainly not extra-European territories 
provided the demand for German economic growth. Michael 
Hogan’s survey implies, in contrast, that the Schuman Plan and 
West German integration fulfilled the promise o f  the Marshall Plan 
-  the culmination by the West Europeans themselves o f  the objec
tives originally held for them by Paul Hoffman and other Marshall 
Plan authorities. Perhaps the process was less smooth and unilinear 
than Hogan proposes; none the less, the upshot did not disturb 
Americans. Milward concedes too that the European performance 
o f the 1950s (including the remarkable record o f  German growth) 
took place at the cost o f American exports. Perhaps Milward draws 
too narrow a balance sheet. Until the end o f the 1950s the United 
States was less concerned about the demand for its export industries 
than the general climate o f European stability. In this sense, Hogan 
is right to argue that from Harvard Yard in June o f  1947 to the 
Treaties o f Rome a decade later, the advance o f integration was 
consistent with the original Marshall Plan vision. True enough, by 
the end o f  the 1950s, after a decade o f worrying about a chronic 
dollar gap, the United States balance on current account began to 
flag. First Eisenhower and then Kennedy had to confront the new 
dilemma o f a dollar glut, which in the intervening three decades has 
overturned many of the international economic premises of the 1950s. 
None the less, such a denouement hardly discredits the policies

69. Alan S. Milward, The Reconstruction of Western Europe 1945-1951 (Berkeley 
1984) pp.466-75.
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o f  the late 1940s. All successful policies create new and unantici
pated problems; the unsuccessful ones just exacerbate the old ones. 
By the late 1950s Western Europe and the United States were to  
have the good fortune to face new dilemmas, not the old ones. In 
this sense ‘integration* had worked, and the premise o f the Recov
ery Program -  that German political and economic advances could  
take place within a framework that rendered them not threatening, 
but actually beneficial to the other nations o f  Western Europe —was 
confirmed.

Economic Results of the Marshall Plan

How much difference did the Marshall Plan make in econom ic 
terms? Was it decisive in the resumption o f economic growth, or 
would that process have taken place in any case? The issue deserves 
scrutiny because readers o f this volume will find two divergent 
statements. In line with his general interpretations o f  postwar 
German economic history, Werner Abelshauser argues that the 
conspicuous events traditionally chosen as spurs to German growth  
-  the Marshall Plan and the currency reform -  had relatively little 
effect. He suggests that the economic indices reveal a postwar 
take-off before ERP aid came on stream and before the introduction 
o f the new Deutsche Mark that apparently restored goods to the legal 
market economy.70 For Abelshauser, the trend lines o f the postwar 
period exemplify less a post-1948 ‘miracle’ than the frequently 
observed intensive catch-up o f  economies that have emerged from  
wartime commitments or enforced low-growth epochs. There was 
no decisive input from the currency reform or the Recovery Pro
gram -  merely the stronger-than-normal growth that intervenes 
after a period o f collective effort for non-economic goals. Abels
hauser is no longer the only ‘revisionist* about Marshall Plan aid.

70. Werner Abelshauser, Wirtuhaft in Wtttdtui{(hland, Abelshauser, ‘Wiederauf- 
bau vor dem Marshallplan. Westeuropas Wachstumschancen und die Wirtschafts- 
ordnung in der zweiten Halfte der vierziger Jahre’, VZG , 29(1981), pp. 545-78 For 
the catch-up model see Dictmar Petzina and Werner Abelshauser, ‘Krise und 
Rekonstruktion. Zur Interpretation der gesamtwirtschaftlichen Entwicklung Deutsch- 
lands im 20. Jahrhundcrt', in W -H . Schroder and R. Spree (eds), Historiiche 
Konjunkturforuhung (Stuttgart. 1980), pp.7S-114. For critiques, see B. Klemm and 
G. Trittel, Vor dem “ Wirtschaftswunder": Durchbruch 2um Wachstum oder 
Lahmungskrise? Eine Auseinandersetzung mit Werner Abelshausers Interpretation 
der Wirtschaftsentwicklung 1945-1948’, VZG , 35(1987), pp.571ff.; and Rainer 
Klump, 'Wirtschaftsgeschichte der Bundesrepublik. Zur Kritik neuerer wirtschafts- 
historischer Interpretationen aus ordnungspolitischer Sicht*, Beitrage 2ur Wimchajis- 
und So2ialgtschiihtt, 29(Stuttgart, 1985).
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In his major book, Milward, too, tended to minimize the role o f  
the Recovery Program. Asking what would have been different 
without the Recovery Program, Milward suggests that at worst 
French and Dutch investment would have been slower if American 
imports had had to be curtailed. On the other hand, he recognizes 
the role o f the ERP in maintaining incomes during the early years 
and in clearing bottlenecks.71 The crisis o f 1947, he argues, was one 
of constraints on rapid growth, not o f impending collapse.

This mode o f  ‘revisionist’ argumentation has provoked re
sponses from several o f the other authors included here. Charles 
Kindleberger continues to reaffirm the importance o f Marshall Plan 
aid. Christoph Buchheim has recently reaffirmed the decisive role 
played by the currency reform.72 And the contribution o f Bor- 
chardt and Buchheim in this volume is clearly designed to demon
strate again what had earlier been the intuitive notion that the 
Marshall Plan was a decisive contribution.

Such controversies are fruitful. They can force examination o f  
alternative premises and compel reflection as to what quantitative 
indices o f success really represent.

As editor o f this volume I do not believe that it can be simply 
claimed that one view is wrong and the other right. What is 
important is to understand the differing criteria that have been 
brought to bear. They will yield different estimates o f  the import
ance o f the Plan. Those who minimize the economic role o f  the 
Marshall Plan have usually proposed one o f  two arguments. The 
first is that the funds constituted only a small amount o f actual 
investment. To be sure, this argument holds true more for Britain 
and France than Germany and Italy. In Germany in 1949 ERP funds 
did amount to one quarter o f  gross domestic capital formation. 
They remained high through the first half o f 1950 and thereafter 
were overshadowed by the capital generated at home.73 From the

71. Milward, Reconstruction, pp. 112-13, with the admission ‘that the current 
trend to play down its importance should not be taken too far* (p. 112}.

72. See the strictures against Marshall Plan revisionists (myself included) in 
Kindleberger, Marshall Plan Days. For the controversy on the effects of the currency 
reform see the critiques of Abelshauser in A. Ritschl, 'Die Wahrungsreform von 
1948 und der Wiederaufstieg der westdeutschen Industrie. Zu den Theorien von 
Mathias Man2 und Werner Abelshauser iiber die Produktionswirkungen der WSh- 
rungsreform*. in VZG , 33(1985), pp,136ff; also Christoph Buchheim, ‘Die Wahrungs- 
reform 1948 in Westdeutschland’, VZG , 36(1988), pp. 189-231.

73. Hardach, ‘The Marshall Plan in Germany', provides percentages o f net fixed 
capital formation, pp.472, 479. See also Wiederaufbau im Zeichen des Marshallplanes 
(see n.5); and Pohl, Wiederaujbau, pp.90—4. For methodological problems and 
estimates see also n.B, above.
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viewpoint o f the donor, moreover, the funds were substantial — 
even if relatively painlessly generated. As noted above, they  
amounted to about 2.0 per cent o f the GNP, more than any other 
voluntary transfer o f resources from one country to another since 
the Second World War, and matched later only by the involuntary 
transfer in the mid-1970s to the oil-exporting countries.

In fact, the argument for the crucial role o f Marshall Plan funds 
rests less on their magnitude than on their having played an 
especially strategic function in overcoming potential bottlenecks o f  
the economy. This is the tack taken by Borchardt and Buchheim, 
who suggest that because liquid capital was so scarce, there w ould  
have been severe constrictions in clothing on the one hand, and 
more basically, electric power on the other. Without ERP aid for  
helping to rebuild electrical facilities, energy output would have 
had to be priced higher, and industrial expansion would have been  
far slower. Similarly, if  the Marshall Plan had not financed cotton  
imports, provision o f textiles and needed clothing would have 
lagged decisively.74

In effect the argument relies on a hypothetical alternative input- 
output table for the West German or Western European economies. 
The implicit question is: What if there had been no Marshall Plan? 
Indeed the economist and former participant in the ERP, Harold 
Van B. Cleveland, explicitly posed this question in a thirty-fifth 
anniversary symposium o f  the Marshall Plan in 1982. His answer 
too was surprisingly ‘revisionist’. Europe without the Marshall 
Plan would have grown, he insisted, but in a less Keynesian 
expansionist manner. Capital would have been accumulated, but at 
the cost o f wages and salaries. In effect, the European Recovery 
Program, Cleveland implied, allowed an investment programme 
without cutting into wages. Internationally, it allowed for con
tinuing imports from America without serious erosion o f  the 
European standard o f living -  an argument similar to Milward’s, 
although Milward suggests even more provocatively that only for 
France and the Netherlands would cutbacks have been required.75

74. Cf. Gunter Bischof's similar argument for the role o f  counterparts in k ey  
Austrian sectors such as steel and electric power: ‘Foreign Aid after World War II*, 
in Werner J. Feld (cd.), New Questions in Economic and Security Policy: U.S.-W est 
European Relations in a Period of Crisis and Indecision (Boulder, 1985), pp.7 9 -9 1 . 
Werner Abelshauser has contested the Borchardt-Buchheim approach in ‘Hilfe und 
Selbsthilfe: Zur Funktion des Marshalplans beirn westdeutschen Wiederaufbau*, 
VZG, 33(1989), pp.85-113.

75. Harold Van B. Cleveland, ‘If  there had been no Marshall Plan' in Stanley 
Hoffmann and Charles S. Maier (eds), The Marshall Plan: A Retrospective (Boulder
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But this point is crucial. The Marshall Plan was decisive politically 
because it facilitated growth without cutting into wages. It enabled 
the accumulation process after the Second World War (whether 
usefully described by the catch-up cycle Abelshauser discerns or 
not) to take place, in effect, painlessly or at the expense o f  some o f  
America's surplus. By thus permitting growth without the usual 
compression o f wages, it facilitated the American gamble on the 
Social Democratic elements o f the labour force as a viable counter- 
force to Communism.

N ow  this argument is not entirely true for West Germany. For 
throughout the 1950s the per-worker wage share o f  GNP declined 
even though the absolute level o f real wages increased sharply.76 In 
effect, West German labour traded moves toward increased equality 
for the dividends o f increased growth. This was precisely the 
trade-off that labour in the Weimar Republic had not accepted.77

Still, the general argument is valid: without the Marshall Plan 
there could have been growth and recovery, albeit slower. The 
growth records o f  East European countries were also substantial in 
the years that followed, although their less developed starting point 
and the exactions o f  the Soviet Union still left them far poorer 
societies. Nevertheless, without the Marshall Plan the political 
costs o f  growth might well have been far higher from the view
point o f welfare-state liberalism. Growth would have required 
European workers to endure austerity far longer. This might have 
produced a working class that that was radicalized and uncom
promising, and thus a European politics far more prone to Com 
munist appeals. In turn, such alienation could have led to an 
economic gridlock between workers struggling for purchasing 
power and entrepreneurs insisting on the need for profitability. 
Europeans might have had to endure in 1947—8 a continuing 
downward spiral into paralysis that aborted the earlier trends 
toward recovery. The crisis o f  the winter o f  1946-7 that galvanized 
American efforts could well have been more prolonged and more 
costly. Postwar Western Europe would probably have remained in 
the political configurations o f 1946, governed by unstable and divided 
coalitions that included Communists and Christian Democrats.

Introduction: 'Issue then is Germany'

and London. 1984), pp. 5^-64; for Milward's argument see The Reconstruction of 
Western Europe, pp.35-9, 92-113.

76. R. Skiba and H. Adam, Ddi westdeutsehe Lohnniveau 2 wise hen den beiden 
Weltkriegen und noth der Wahrungsreform (Dusseldorf, 1970).

77. As in fact Knut Borchardr has argued with great verve, claiming that Weimar 
was afflicted with wages that were structurally too high for viable performance. See 
Wdehstum, Krisen, Handelsspielrdume der Wirtschaftspolitik (Gdttingen, 1982).
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The decisive change o f postwar politics -  the capacity to leave 
behind the politics o f the interwar period with its totalitarian 
appeals on the left and the right -  would perhaps have not occurred. 
West Germany, Italy and France would have languished in a 
twilight politics subject to anti-democratic revivals. The Marshall 
Plan was essential, not necessarily for recovery itself, but for the 
broad-based expansionary recovery that stabilized the European 
welfare state.

To focus on the economic balance sheet alone is in fact mislead
ing. The ERP was part o f a political strategy that yielded remark
able coherence. It helped to structure Western Europe as a geopol
itical region with West Germany as the keystone o f that region. Its 
premises o f  class collaboration allowed for non-Communist, Social 
Democratic labour consolidation. Its initial overture to the Soviets 
forced the Communist parties into a process o f  sclf-ghcttoization.

As one surveys the years from 1945 to 1955, two watersheds in  
European international politics stand out on the Western side. B oth  
concerned Germany, and in large part both arose out o f the intrac
tability o f the German problem between the superpowers. The first 
was the Marshall Plan, which in effect confirmed a division o f  
Europe, but made out o f that division a brilliant second-best 
strategy from the criteria o f what had been American aspirations in 
1945. The second watershed -  and here one must venture a frankly 
speculative opinion -  involved the rearmament o f Germany, w hich  
American policy makers placed on the Western agenda in the wake 
o f the Korean crisis.78 Both were fundamental to the architecture o f  
Europe (Western Europe certainly, but also Eastern) for over forty 
years. Both were fundamental to the development o f a prosperous 
and democratic Federal Republic. From the cluster o f events in  
1947-8 -  hardly to be treated as separable or in isolation -  follow ed  
the formation o f the West German (and East German) regime. T he  
rearmament issue may have represented less a switching point, 
more a sequel o f the earlier decisions. But military politics raised 
the stakes o f  all decisions hitherto taken. The pressure to rearm, to  
add a dimension o f military security to the economic prosperity 
under way once again by 1950, confirmed the division o f the 
continent and gave Konrad Adenauer a new dimension o f  bargain
ing power to press for the restoration o f sovereignty. Bonn has not

78. See Saki Dockrill, ’Britain and the West German Contribution to N A T O ,  
1950-1955’ (Dissertation, King’s College, London. 1988): Bruno Thoss and Hans- 
Erich Volkmann (eds), Zwischtn Kalttm Krieg und Entipannung. Sichtrheits- und 
Deutichlandpolitik dtr Bundetrepublik im Mdchteiyitem der Jahre 1953-1956 (Boppard 
am Rhein, 1988).
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been Weimar; the second German Republic is a far freer and more 
prosperous and more egalitarian society than any previous German 
national regime has enjoyed. But this does not mean that powerful 
themes of continuity do not mark its history. In this case the 
emergence o f the German state structure within the Spannungsfeld, 
the force fields, o f the world powers is a continuing characteristic. 
West Germany was anchored in the configuration o f international 
politics perhaps more than any other society o f its power and 
wealth. The German left has condemned this anchoring as a 
crypto-colonialism; they analysed West Germany as a ‘penetrated’ 
system without autonomy. But this integration can better be seen 
as allowing a new start, as making possible for the first time in 
German history a politics o f welfare and growth that had earlier 
seemed elusive or contemptible. There are worse legacies o f inter
dependence.

Now, as this book nears publication, Germany has once again 
been united. The cold war has dissolved. The conditions in which 
the Marshall Plan evolved have been decisively transformed. But 
the Marshall Plan can still count as instrumental in contributing to a 
German democratic stability that has largely removed any uneasi
ness which might otherwise have attended this new phase o f  
history. It has turned out to be an investment in German as well as 
West German democratic development. And as Western attention 
now focuses on the economic difficulties o f newly emancipated 
Eastern Europe, the initiatives o f the late 1940s can serve a new 
role. They remain a model o f how intelligent and farsighted econ
omic assistance can strengthen societies that face formidable dif
ficulties but, like Western Europe in the 1940s, are skilled and 
determined to prosper and remain democratic.
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