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SUBJECT: German Foreiyn Assgets

' : ' ~ I ORALDUN

. The starting point for policy on the subject of German
external assets in Article 3, Section 18 of the Potsdam
Protocol which allocates German external assets in Hungary,
Rumania, Bulgaria and Finland and German property in the east~
ern half of austria to the U...S.R. (and presumably to
Poland) and allocates othor German external assets to the
US, UK and France, for distribution presumsbly in accordance
with an overall reparation plam. As yet, no program for al-
location o German external assets among the reparation
claimants who arc to be satisfied from deliveries out of the
thpee Wostern zones of Germany and out of these German
external asscts has been made, In addition, the German eXx-
ternal assets are to a considoerable extont hypothetical _
ussets since thoy are located oither in the United Nations
or in neutrals and there is strong reason to believe that
we will encounter great difficulty in attempting to obtain
control of these assets for reparation purposes in either

type of case,
1. Assets Located in United Nations,

e

It has long been agreed US policy that German assets
located in United Nations would be allocated to those
pations under the reparation agreoment and that those
nations would be able to set off these assets against
their reparation claims. This policy continues with respect

\ to the principal reparation claimant countries such as the
United States, United Kingdom, France, Belgium, otc. There
are, however, cortain proposed modifications of this policy
with respect to certaln of the other United Nations.

e Argentina and Turkey are an exception to
the above .rule since it has always been contemplated
that they might be treated.as neutrals for these
purposes, The present thinking is along the lines
of requiring both Argentina and Turkey to yleld German
assets within thoir jurisdiction to the reparation pot
on the ground that they were peutrals. until the last
possible moment and have suffered no damage whatsoever

in tho war,

b, It is now contemplated that some comntribution
will be attempted from the lLatin .merican nations. The
Replacement Program and the campaign of Economic tarfare
in Latin America were spark-plugzed largely by the.
thought that German assots within their territory could
be expropriated and used by these nations for such
purposes as they saw fit, including their indemnifica=
tion for claims against Germany on account of damages
roal or fancied. It will also be recalled that i
; _ Resolutions 18 and 19 of the Hoxioco City Conference ,
¢ (~ : - contained a provision, inserted at the request of certain
X 7  Iatin American countries, that the rights of each

e
of the
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© similar procedure-

of the American republics with respect to German property
within its borders was nat to be impaired by anything
dono at that Conference and that each would have the
right to take action either unilaterally or in consul~
tation with respect to this property. On the other
hand, plans for a program to be presented to the
November 15 meeting of the Economic and Social Council
set up at Mexico City call for the assessing of claims
by the Latin American republics againat Germany and

the turning over of the excess above such claims of
German property within their torritory to something -
1ike the reparation pot. The argument might be made
that such German extermal assots should be used for
European relief and rehabilitation, and that the United
States will renounce such claims as it may have to these
assets in return to their being devoted to the relief
and rehabilitation of war devasted areas, Alternatively,
suggestions are being entertained that these assets
might be turned in as a partial contribution by the
Latin American countries to UNRRA or even to the Dretton
Woods Bank, These procedures may also be applled to

~
= -

-

"Argentina and to thls extent would modify the suggestion

that Argentina be treated as a neutral,

ce The British have informally indicated a feeling
that some part of the German oxternal assets in the UK
will be applied to British prewar creditors of Germany,
that 1s, creditors under the standstill agreements and
holders of Dawes and Young Plan bonds, Mr, Playfair of
the British Treasury indicated his feeling that the amount
of external ascets applicable to the British reparation
claims will thus be decreasod by the amount thus asplied
to the claims of pre-war creditors. lir. Rubin has indicated
his personal view that all German external assets in any
Allied nation should be apslied against its reparation
claim through the subsequent allocation of such external
assots would then be a matter for the particular nation to
decide. In other words, the German assots in the U.K, will
be applied against the British roparation claim although
the British micht thereaftor use theso assets to pay off
pre-war creditors. Tie other view would not only seem to
be inoquitable, and to coerce other United Nations to ive
priority of payment to pre-war creditors, but also would

give to the neutrals a strong argument for following a
thus greatly roduce the amount of German

assets whioh we might hopo to realize 1n_neutra1 territory.

German Assets in Neutral Torritory.

The Department, together with other agenciocs interosted in

Safehaven, has boen for a considerable period of time pursuing
a program designed to irmobillze German assetas in the neutral
countrios. 7This program has had a falr moasure of success and

by snd largo German assets in

the neutrals

S
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12 neutrals are froeen ty the local governmenta. wito ares
also sondacting a census of 3uch assets. 3o far,howcver,
#¢ have naot tesn sbls Lo ottain either the results of these
Censuses or agresment from any neutral to turn over the
Gerrzan external assels (with an exception to ce nentionasd)
to the Unitee Natlons or the powers occupying Germany or
the Uniteq States, United Kingdor ead France acting
together. The excertion comes 4in the case of Germen putlic
£ssets, vhere ve have had some messure of successz In
obtaining controcl over such assets in the Iberian Pentnsula
and also have -teen avle to obtain control of Germaz statce
-eontrolled organizations such as Sofindus, In other of
the neutral countries, howevor, notably Swltzerland, wo
have met sith o Success even in cbtaining control or
German public a8sets, the Swiss kaving declared that tne

. 9ccupying powers do not enjoy the status ot a Fovearament

in Germany ang that gublic assets will not be turned over
to them at lcast at present, The neutrals 1in seneral,
agalin Farticularly Switzerlsand, have taken the strong
semi-putlic view that German assets within their oorders
shoula ue sucject to claims of neutral creditora 8iralm t
Germany. These neutral clalms arise out ¢f stuandatlil
agreemcente and such pre-war detts as the [aves erd Young
Plan bonds; claims related to aneutral propertsy {n Germany
and cl=ils on Cerwan deflelts in the cleaxring brlanncs,

There 1 appended to thig menorandum & memor andum

which was drafieqd 1n London after discussions holq by
me with the Bprlti st and French im:.aasy rearascntativen
there, Tais m2morandum expressass the view tha% tas neuirai
tlaims should e, in the flrat instance, rajected entireliy;
and that ln the process of negotlation wizh tns neutrals it
may be necesasry to fall tack to the concession that
neutral claims tesed on Pre=-war debts will be recognized

to some extent as payable out of German assets lccated in
auch neutral countries. ¥e should not De prepared to
recognize the validity of the German detts in the clearing
balances, since these merely represent neutral extorsion

of credit to Germany during the course of the war. In
addition, we should take the position that neutral gropersy
iIn Germany romains and wili'presumably Ye avallsole to the
neutrals (after its having teen removed on reparation
account) when :ormal relutlons can be resumed with Germany.

The memorandum also outlines a proposal far oovtalning
control of German external assets and liquidatiang them 1n
accordance with a progran whereby the Procecda or products
Purchased with the proceeds would be made avallatle for
reparation distribution., In general, it is my feellng thes
such proceeds or products should be used for deliveries to !
countries devastated by Cermany during the war, cn the '
ground that a moral case against the ceutrals ig strengthened |
1f we can argue that the German assets will b2 used for '
relief and rehabilitation pPurposes directly,

On the other hand, the suggestion is bLeing sonsidered
that tho neutrals might purchase tha German praperty within
thelr borders by use of neutral funia Presantly tlocked in
the United States--a Proposal which 1f carvied out, would

result
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result in realizing a substaential amount of dollars for
the German external assets in neutral territory. Whether
the neutrals would go along with a program which they
might consider to be a serious depletion of their foreign
exchange resources is a question which will have to be
explored when negotiations with the neutrals for the
gontrol) and disposition of the Cerman assets are begun.

3. ct by A ed C Coun Ge

The United States representative has transnitted to the
Control Council a oroposal for the issuance of a decree
vesting all German external assets, both those owned and
controlled by persons in Germany and those owvned and con-
trolled by persons of German nationality outside of
Germany and by subsidiary corporations controlled by
corporations located in Germany. There has been British
oprosition to the i{ssusnce of this decree, on the ground
that it would damage our attempt to obtain control of the
external assets through negotistion, that the legal basis
for the decree, particularly with respect to persons out-~
side of Germany, is extremely doubtful, and that the decree
would set a dangerous precedent in international practice.
The United States 1s continuing to press strongly for the
{ssuance of the decree on the ground that it vwvill lay the
basis for our claim to German external assets, which
otherwise might be resisted on the ground tha% even though
we have authority to take ovar such assets we have not as
yet exervised such authority.

- Agreement has been reached with the U.S.S.R. that 1if
the decree .is issued the U.S.S.R. will administer German
external assets in the four satellite countries and in
Eastern Austria and that the other three occupying powers
of Germany will administer the other German external assets.

The method of administration of these assets by the
ACC has not as yet been worked out. It is tentatively
contenplated that the powers of the ACC will be exercised
through the U.S., U.i{, and French "Missions in each of the
neutral countries. It is suggested that the ACC should
accredit representatives to each of these missions and that
these representatives should act under the supervision of
the Chief of !ission in each case. The question of
1iquidation of German interests in the neutral countries :
and bdringing the resultant proceeds under the control of :
the oooupying powers is one which has many and delicate |
political ranifications and 1t therefore seems necessary ;
to keep this phase of the operation under the control of
the nolitical representatives of this and the collaborating
governments. For the same general reason,
ble to make the problem of valuation of German external
assets one for the Allied Cormission on Reparation acting
in conjunction with the iissions and the Departmeni.

It is further contemplated that a section of the Inter-
Allied Reparation Agency will handle the allocation of the
German external assets or their proceeds or. products which
might be ourchased and be available for distribution with
such proceeds. This agency could, for example, receive

reports




-4/¢

e . 1

| DEULASSIFED ; Ré&G 59
Authortty - 'l' REPRODUCED AT THE NATIONAL ARCHIVES . (9 L{ g -9 L[ g

!!!'!;ﬁ;;;“;

P

It 1s further contemplated that a section of the Inter-
Allie¢ Reparation Agency will handle the allocation of the
German external assets or their proceeds or products which
might be purchased and be avallable for distribution with such
proceeds, This agency coule, for example, receive reports on

4. Use of External Assets for Revaration or for Other

Puggoses.

kxternal assets should be used for reparation purposes
although 1t is arguable that they, 1ike other German resources,
should bve subject to the first charge principle, the peculiar
nature of these assets, the question as to their avalladbility
and the possibility that making them available for German
imports rather than for reparation payments would weaken
chances of controlling them, argue in favor of their being
earmarked for reparation, '

It 1s quite possible that there may be agreement in the
course of negotiations with the neutrals thst the German
assets or their proceeds will be used entirely for relief
and rehabilitation in other portions of Europe than in
Yermany., In other words, it may be necossary to commit
the occupying powers to use of the German external assets
for relief and rehabilitation in such countries as Belgium
and France, in order to make the necessary moral point to
the neutrals that the assets should be yielded for such
relief and rehadilitation purposes,

5. U.S, Claims Against External Assets,

It 1s suggested that to the largest oxtent possible

the U.S, should have 1ts reparation clair, whatever that
may be, paid out of German external assets, The U.S, will
not wish much in the way of industrial deliveries; and if
the hypothetical asset of external assets 1is assigned to the

| U.S,, largely, therc will be less possible source of friction

| between the U.S. (with the other countries which are trying
to obtein control of these assets) and other reparation claimants
who would have an interest in the results of the negotiations
with the neutrals, ¥oreover, assignment of external assets
largely to the U.S. will leave it open for the United States
to press the procedure above mentioned, of having the neutrals
purchase German properties within their borders with blocked
Uo.S. dollars, It will also make 1t possible to allocate the !
grestest amount of physical properties now available for

distribution
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distribution on reparation account to the clsimant Furopean
countries and to allocate to the United States (which
probtably can best afford to take this risk) the risk of
non-payment of its claim hecause of failure to reallzo on
German external assets,

The fact that the U,S. may thus be entitled to the
external assets coes not alter the possible cCesirability of
distributing the proceeds nf these assets to devastated
European countries, Some such commitment may even- be
necessary to persuade the neutrals to vield the external
assets--vhich they may resent turning over to the U.S.
Neutral resentment may also be somewhat alleviated if 1t
13 made clear that the proceeds of external assets will be
used for larger EZuropean relief and rehabilitation rather
than going into the coffers of the nation which 19 popularly
supposed already to be the world's richest., It may be
advisable, however, for the United States, even if it does
reali,e on Cerman extemal assets, to allocate its share of
such assets in accorcance with programs mentioned above for
deliveries to other countries, It will be noted that
editorial comment in the United States recently has favored
such a source and has taken issué with Ambassacdor Pauley's
statement that the United States may expect to obtain a large
portion of German external assets., In additlon, allocation
of these assets to other nations will probably 1lift the burden
on the United States to vrovide financial assistance or other
aid for the reconstruction and rehabilitation cf thegse other

countries.

The actual oroporticn which the United States will
obtain and the use to which it will put this proportion
of a hypothetical total 1s something which will have to be
worked out at n later date, presumably in the Alliec¢ Com=
mission on Reparations.

6, German Property in Vestern Austria.

Policy with respect to German property in ¥estern
Austria depends very largely on Allled policy toward Austria
and on information which 1s not as yet avallable on the
extent of German property in the three western zones., A
cable has been sent asking for information on this latter
point, In the absence of this Information 1t is suggested
that US policy should be to treat German property in Western
Austria as subject to claims in the same manner as other
German external assets but to take a position which will
permit eventual retention of a considerable amount of these
German assets by a rehabilitated Austria,

7., German Property in Italy.

The policy of the Department with respect to Italy is
to allow Italy to take over Gemman assets in Italy, To this
extent policy on German external assets should be .mocdified,



