Reparations in the Postwar Period: A Sutvey ()

Reparations payments over the past century figured prominently
in the development of the monetary theory of international trade,
mainly because they could be analyzed as part of a real—world
example par excellence of the theoretical  transfer process”, Like
capita] movements, reparations represent a transfer of income and
purchasing power across national frontiers; but unlike all but the
targest flows of private capital, official reparations remittances — being
casily observed — provide a rare opportunity for empirical verifica-
tion of the theory of balance-of-payments adjustment, Indeed, the
opportunity is most conspicuous when the adjustment process works
least smoothly — as was so often the case when reparations payments
were made, For genecrations, therefore, economists were fascinated
by the question of how official indemnities produced a physical
transfer of goods and services from one country to another. Was
the adjustment accomplished via the classical price-specie-flow me-
chanism, or was it income change that mattered? What made a
particular obligation manageable, and why were some obligations
so much more difficult to discharge than others? Perhaps the most
famous contributions to the voluminous literature on the subject
were made by Keynes and Ohlin in their memorable 1929 debate

concerning the feasibility of German reparations payments after
World War I (1).

(* The author would like to thank Anthony M. Lanyi, Burton G, Malkiel, and
Mancur Olson for many helpful suggestons.

(1) . M. Keynes, “The German Transfer Problem *, Economic Journal, March 1929,
pp- 1-7; and Berriy OmuN, “ The Reparation Problem: A Discussion », Economic Journal,
Jupe 1929, pp. 172-173, both reproduced in American Bconomic Association, Readings in the
Theory of Internationsl Trade (Philadelphia: Blakiston Company, rgsg), pp. 161-178. Fer
a comprehensive discussion and bibliography on the subject of reparations and the transfer
process, see C. P, Kindleberger, International Economics, third edition (Homewood, Ilinois:
Richard D, Irwin, 1963), ch, 18.
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In more recent years, the attentions of theorists have turned
elsewhere, and the problems of reparations payments have been

- more or less ignored. But reparations have continued to play a

role in the relations between nations — particularly between the
defeated Axis Powers of World War 11 and the victorious Allies. The
Federal Republic of Germany has transferred considerable sums to
the new State of Isracl, as well as to the victims and families of
victims of Nazi wartime persecutions {many of whom now live in
Isracl), and Italy and Japan have alse shouldered the burden of
reparations to a number of their former adversaries. Some of these
programs have by now terminated, including probably the most
well-known of them all, Germany s agreement with Isracl, which
ended with a final payment in March 1905. However, a numbcr
of reparations programs are still in operation, more than twenty
years after the war’s climax. Yet economists have failed to take
much note: no effort has been made to analyze the economic effects
~— the costs and benefits — of these programs either for the re-
mitting countries or for the recipients (2).

Why bave economists paid so little heed to reparations in the
postwar period? The main explanation, no doubt, stems from the
traditional association of reparations analysis with the theoretical
transfer process. By and large, the transfer of postwar obligations
has been managed easlly, no serious problems of balance—of—payments
ad}ustmcnt have arisen. It is therefore not surprising that repara-
tions have been ignored in formal economic analysis. This is un-
fortunate, for the preoccupation with this one, negative aspect of
reparanons has tended to obscure other equally important aspects
— in parttcular the static and dynarmc benefits for the economies
of both remitting and receiving countries, It is the thesis of this
paper that when these gains are taken into account, it becomes clear
that reparations have on balance been a positive — albeit small —
factor in the growth of the world economy since World War IL

(2) This statement applies to the reparations programs of Germany, Italy, and Japan,
but not to the one other important program of postwar reparations: Finland’s payments to
the Soviet Union, According to the armistice treaty signed by those two countries in
September 1944, Finland was to transfer exactly $300 million in kind to the Soviet Union
over a six-year petiod beginning in 1946, (In 1948 the amount was reduced by approximately
25 per cent). For a detailed analysis of the economic effects of these payments for Finland,
sce Bawrern C. Jensen, The Impact of Reparations on the Post-War Finsisk Economy: An
Input-Outpus Study (Homewood, IMinois: Richard D. Irwin, 1956
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The next part of this paper sketches in the broad outlines of
the postwar reparations programs of Germany, Italy, and Japan.
Part 1II examines the three programs from the point of view of
their origin, tracing some of the more important aggregative effects
on the cconomies of the remitting countries. This approach is
consistent with traditional analysis, which ordinarily focuses on the
costs to the donor. In this analysis, however, attention is paid to
the benefits to the donor as well. In addition, attention is paid to
the benefits to the recipients; this is the subject of Part IV, The
paper concludes with a brief assessment of the over-all economic
impact and value of reparations in the postwar period.

II

A. Germany - When the war ended in Europe in April 1945,
the victorious Allied Powers were determined to ensure that Germany
would never again become a threat to world peace. Their aim was
“industrial disarmament” — that is, the destruction of Germany’s
war potential by means of drastic reduction of her heavy industry.
Plant and equipment were to be carmarked for delivery as repar-
ations to Germany’s former enemies; in addition, most of the
country’s foreign assets were to be seized as partial compensation
for war damages. The general principles for the distribution of
German reparations were set in the Paris Agreement of December
1945, and the next few years witnessed a considerable number of
confiscations by the Allies (3). By the late 1940’s, however, the
emerging Cold War had convinced the Western nations that a
weakened Germany was no longer in their interest, and seizures

(3) In all, foreign assets with a book value of more than $300 million were scized
from the Western-occupied zones of Germany during the period 1945-51 and distributed
among the allies outside the Seviet bloe, as were some 667 industrial plants or plant parts.
See Inter-Allied Reparation Agency, Report of the Assembly fo its Member Governments
(Brussels: June rgs51). Unfortunately, it is impossible to estimate with any degree of accuracy
the true cconomic value either of these items or of the items seized by the Soviet Union
from its own zone of occupation. Therefore, treatment of this phase of German reparations
is omitted in this paper. However, for other discussions of some aspects of this phase, sce
Manurn Gorruies, ® The Reparations Problem Again *, Canadian Journal of Economics and
Political Sciense, Vel. 16, No. 1 (February rgse), pp. 22-41; and Hzmvz Komize, “On East
Germany’s Foreign Economic Relations ”, Social Research, Vol. 2g, No. 2 (Summer 1g62),
Pp. 225-237.
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were soon slowed down. In 1931 this phase of German reparations
was stopped for good (4).

At about the same time, though, the Federal Republic of Ger-
many was indicating its willingness, as successor state to the Third
Reich, to make some degree of compensation for the material losses
of world Jewry and others during the Nazi era, The Germans
also offered to defray some of the expenses being incurred by the
new State of Israel as a result of admitting and absorbing more
than a half-million Jewish refugees from the European area. Ne-
gotiations with representatives of Isracl and a number of private
Jewish organizations were soon begun, and culminated in the signing
of the “ Luxemburg Agreement” in September 1952 (5).

This Agreement imposed two separate sets of financial obliga-
tions on the Federal Republic. First, Germany agreed to pay a total
of $716 million (DM 3 billion) of reparations directly to the Govern-
ment of Isracl. Payments were to be made in twelve annual install-
ments, and were to be effected entirely in kind by the transfer of
various commodities, including agricultural products, chemicals,
metals, steel products, and transportation equipment. Although
provision was made for shortening the payment period if possible,
in fact no change was made. It was this program of reparations
that terminated in March 1965. In addition, Germany agreed to
compensate individuals for hardships such as imprisonment and
economic losses, and to provide restitution for property seized by
the Reich. Both indemnifications and restitutions were to be made
in cash, mainly to the individuals concerned or to their families,
but a portion also to the Conference on Jewish Material Claims
Against Germany (representing 22 Jewish organizations throughout
the world). A total of $107 million (DM 450 million) was allocated
to the Conference, payments to be made in twelve annual install-
ments to the Government of Israel for subsequent distribution among
the member-organizations of the Conference. As for the payments
to individuals, the German Finance Minister estimated at the time

{4) Por a discussion of this period, see Nicuoras Bavasxivs, Germany Under Direct
Controis: Economic Aspects of Industrial Disarmament, 1945-1948 (New Brunswick, New
Jetsey: Rutgers University Press, 1664},

(5) For a detailed description of the provisions of the Luxemburg Agreement, as well
as of the events leading wp to it and to its ratification by the Bundestag in March 1553, see
Kurr R. GrossManN, Germany’s Moral Debi: The German-lsrac] Agreemeny (Washington:
Public Affairs Press, 1954).
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of the settlement that indemnifications would amount to about
$716 million (DM 3 billion) and restitutions to about $36¢ million
(DM 1550 million). In fact, payments under this program, which
is still in operation, have far exceeded the original estimates (sce

Table 1).

Finally, Germany negotiated a series of more than a dozen
treaties with other European countries, and with the United Nations
and the International Red Cross, obliging the Federal Republic to
make cash payments to foreign citizens affected by Nazi wartime
persecutions. ‘This program too is still in operation. However, as
Table 1 shows, remittances under the program have been relatively
small, accounting for less than five percent of the $5.3 billion total
of reparations of all kinds paid by the Federal Republic through
the end of rg55. By far the largest proportion has been allocated
for personal indemnifications and restitutions under the Luxemburg
Agreement, Less than one-sixth represented direct shipments of
goods and services to Israel,

B. Italy - Because of Italy’s early departure from the war, the
United States and the United Kingdom rencunced all claims to
reparations, and worked vigorously to restrain the demands of the
other Allied Powers. For the most part they were successful, and
as a result the economic provisions of the Italian Peace Treaty, signed
in February 1947, placed a relatively light burden on Italy, A total
of some $360 million of reparations was to be transferred in the
form of goods and services to five countries: Albania ($5 million),
Ethiopia ($25 million), Greece ($105 million), the Soviet Union
($ro0 million), and Yugoslavia ($125 million). In addition, Italian

property in Allied territory was to be seized, retained, or liquidated, .

though here some countries agreed from the first not to press their
claims to the full, and in most cases the matter was settled by means
of special agreements. Finally, Italy was to compensate her former
enemies for wartime damages to their properties in Italy (6).

To date, Italy’s reparations debt to the Soviet Union has remain-
ed outstanding. But apart from that, as Table 2 indicates, the Ital-
ians had by the end of 1965 fulfilled virtually all of their obligations
under the Peace Treaty. Total remittances over the nincteen-year

{6) Mumisr Grinoeon, The Rebuilding of Italy (London: Royal Institute of International
Affairs, 1955), p. 30.
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period from 1947, including cash payments for damaged properties,
amounted to approximately $366 million. As can be seen, the
largest sums went to Greece (30 percent), Yugoslavia (27 percent),
France (14 percent), and Ethiopia (11 percent), Transfers to other
countries were all quite small.

C. Japan - Immediately after the war’s end Japan was treated
much as Germany was, Like Germany, the country was supposed
to be “industrially disarmed ”, Thus, like Germany, the country
found its foreign assets being distributed among its former enernies,
and a considerable amount of plant and equipment being confiscated
and transferred abroad (7). But as in the case of Germany, this
phase of reparations did not last long, owing to the deterioration
in relations between the West and Russia, as well as to the wide-
spread economic distress within Japan itself. By the end of 1947
the program of confiscatory reparations was halted, and in its place
a policy of recovery and rehabilitation was instituted, culminating
in September 1951 with the signing of the Japanese Peace Treaty.

While recognizing the obligation of Japan to make reparations,
the Peace Treaty also conceded her current inability to do so. The
amount and form of remittances to be transferred was left to the
Japanese to negotiate separately with cach of their former enemies.
Subsequently, all of the major powers renounced their reparations
claims. In fact, only relatively poor Asian countries — Burma,
Cambodia, Indonesia, Laos, the Philippines, South Korea, South
Vietnam, and Thailand — insisted on their right to receive war
damages, and ultimately agreements were negotiated with all of
them. Two kinds of agreement were reached, one calling for direct
reparations in the form of goods and services, the other calling for
an indirect form. of reparations labelled “ economic aid with no com-
pensation ” (i.e., grants, also in kind), Only Burma, the first coun-
try with whom Japan signed a reparations settlement (in November,
1954, with remittances commencing in 1955), has received payments
under both kind of agreement. South Korea’s settlement, the last,
was not signed until June 1965, and no payments were made
before the end of the period under consideration,

(7} G.C. AN, Japan's Economic Recogery (New York: Oxford University Press,
1958), p. 17. Unfortunately, #s in the German case, the true economic value of these items
cannot be estimated with any precision, Hence, these too are cmitted from this paper.
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As Table 3 shows, Japan’s total obligation under the nine
scparate agreements amounted to almost $1.5 billion, to be paid
out in annual installments of varying magnitude and duration.
Through the end of 1965, payments under just three of the agree-
ments had actually been completed, and only about two-fifths ($606
million) of the total obligation had in fact been remitted, the largest
shares going to Burma (34 percent), the Philippines (32 percent), and
Indonesia (24 percent). The remaining sums are to be transferred
over the next decade, when South Korea will also begin receiving
a relatively large share.

III

When a country is obliged to make reparations payments, two

problems are created:

A. The real burden - The obligation to make reparations
payments creates a fiscal problem of raising sufficient tax revenues.
In a broader sense, the problem is to reduce aggregate domestic
expenditures (“ absorption ") out of a given national income, It is
manifest that the greater the amount by which current domestic
consumption and investment must be reduced relative to current
national income, the greater the real burden of the reparations pro-
gram in a static sense, In a dynamic sense, the burden may be even
larger if the reparations agreement specifies that the remittances
must be transferred in the form of domestically produced goods
which do not happen to correspond to the country’s comparative
advantage in international trade. Though relatively inefficient within
the country, such industries will need to expand output, To the
extent that this exerts a disproportionate demand on capital resources,
the pattern of new investment will be distorted away from its
optimum and future domestic consumption and investment will be
reduced relative to their potential maximum. On the other hand, to
the extent that remittances are drawn from the output of domestic
industries for which costs are relatively low — or in which scale
economies are possible - the real burden will be offset by significant
dynamic benefits. Moreover, if the expansion of output absorbs
previously unemployed resources (the social opportunity cost of

whose use is zero), these dynamic benefits may be considerable,
indeed.
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B. The real transfer - The obligation to make reparations
payments also creates a balance-of-payments adjustment problem —
the problem of increasing exports and/or decreasing imports in
order to have the trade balance adjusted to the remittances abroad.
The problem is greater, the greater the amount by which the trade
balance must be adjusted. The problem can be minimized to the
extent that the payments are effected directly in goods and services
rather than in cash. Indeed, if the entire remittance is transferred
in kind, there is in a static sense no balance-of-payments problem
at all, only a real-burden problem. However, in a dynamic sense
a real-transfer problem will remain a matter for concern to the
extent that domestic prices or costs are adversely affected over time
by a need to expand output in relatively inefficient industries or in
industries with rapidly rising cost curves. Likewise, the problem
will remain. serious to the extent that the diversion of exports to
pay for reparations results in a permanent loss of traditional export
markets clsewhere. On the other hand, the transfer problem will
be diminished in importance, and may even be eliminated as a
policy concern for the remitting country, if the reparations shipmeats
themselves create or expand export markets in the recipient countries.

We turn now to an analysis of the economic effects of postwar
reparations on the economics of Germany, Italy, and Japan. To
what extent have the three programs gencrated problems of cither
real burden or real transfer?

Consider the first problem. How heavy was the real burden
of the postwar reparations programs of Germany, Italy, and Japan?
To what extent have aggregate domestic expenditures had to be
restrained in each of the three countries? A convenient first approx-
imation is provided by a direct comparison of the annual reparations
remittances with available nationaldincome data; shown in Table IV,
this comparison indicates that the burden was not very heavy at all.
Indeed, the ratios of reparations to national income were remarkably
small, especially for Italy and Japan, never rising above one-half
of one percent for the former country or above even one-quarter of
one percent for the latter. For these two countries, the real burden
seems on average to have been of about the same relative magnitude,
even though Japan’s payments in the period under consideration
were almost twice as great as Italy’s; compared with Italy, Japan’s
national income is also much greater. In absolute terms, of course,
by far the largest payments were made by Germany — 14 times
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larger than ltaly’s, ¢ times larger than Japan’s — so it is not sur-
prising that of the three countries, the proportional drain on Ger-
many’s domestic resources was greatest, But even in this case the
ratios are small: in only two years, 1961 and 1962, when remittances
for personal indemnifications and restitutions reached their peak,
did the ratio risc as high as one percent, Not even in Germany
does it appear that postwar reparations transfers were particularly
burdensome.

‘This conclusion is confirmed by a comparison of these data with
carhe.r exzflmples of reparations transfers — specifically, the Franco-
Prussian indemnity of 18711875 and the German reparations of
1919-1932, Fritz Machlup has calculated that the average annual
burden of the earlier German remittances amounted to about 2.5
percent of national incame, and that of the French remittances to
about 5.6 percent (8). This contrasts sharply with the average
annual burdens after World War II of 0.72 percent for Germany,
0.13 percent for Italy, and o.17 percent for Japan.

Moreover, even these quite small figures tend to overstate the
extent to which aggregate domestic expenditures have had to be
restrained in the three countries during the postwar period. For a
direct comparison of reparations remittances with national-income
.data implics that payments are effected entirely out of current
income. Actually, the real burden of reparations is reduced to the
extent that payments are effected, not out of current income, but
through loans or grants from abroad. And the fact is that through-
out most of the postwar years, Germany, Italy and Japan all
benefited considerably from foreign economic and military assist-
ance, principally from the United States Government. True, in the
case of Germany, as Table 5 shows, aid receipts represented a
relatively small fraction of the total amount of reparations trans-
ferred abroad, But in the case of Japan, aid receipts were usually
close to or even in excess of remittances, and in the case of Italy
they were generally a very large multiple, Thus while aid does not
seem to have reduced the burden of German reparations to any
great extent, it does seem to have enabled the Japanese to avoid
reducing absorption, and the Italians in fact to increase absorption,
out of a given national income.

(8) Frarz Macuvue, International Payments, Debts, and Gold (New York: Scribners
1964), ch. 13, ,

-~
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Finally, we should take note of two other points. First, owing
partly to the aid received and partly to other factors, national
income in all three countries was itself rising rapidly and virtually
without interruption during the years under consideration. This
made the real burden of remittances even lighter, for it is clear
that a reduction of absorption relative to income is easier to
accomplish via an absolute increase in the latter rather than an
ahsolute decrease of the former, And sccondly, owing to the terms
of the various reparations agreements, the expansion of output in
the three countries required to make their payments was permitted
to occur mainly in the traditional export industries, where costs were
relatively low and the potential for scale economies greatest. In
addition; expansion tended until the late 1950’ at least to absorb
resources that would otherwise have remained idle. This suggests
that the real burden of remittances was to some extent offset by
important dynamic bencfits, In any event, no scrious problems of
real burden seem to have arisen,

Nor have the reparations programs created any serious pro-
blems of real transfer, This was deliberate. Taking their cue from
history (particularly the history of German reparations after World
War 1), Italy and Japan insisted on satisfying their reparations
obligations whenever possible in kind rather than in cash. In fact,
all of Japan’s remittances have been effected directly by the export
of goods and services, meaning that for the Japanese there has been
no transfer problem in a static sense at all — merely, as we have
seen, a very light real burden. In the Italian case, oaly the payments
to the countries stipulated by the 1947 Peace Treaty have been
transferred in kind; remittances for damaged propertics have been
made in cash. But these have hardly been large encugh to in-
fluence the balance of payments much, actually adding up to less
than one-half of one percent of Italy’s export volume, and to less
than one-third of one percent of Italy’s over-ail foreign-trade volume
(exports plus imports). At any rate, Italy was for most of the same
period receiving much greater amounts of aid from the United
States. Moreover, for Italy as for Japan, the total of remittances
was too small to have any significant adverse effects on domestic
costs or prices. Thus for neither country has there been any transfer
problem to speak of.

For Germany, a transfer problem has been slightly more in
evidence. True, the annual payments to Israel under the Luxem-
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burg Agreement were effected in kind, but these accounted for less
than one-sixth of Germany’s total remittances through the end
of 1965. The remaining five-sixths — some $4.4 billion of personal
indemnifications and restitutions — could only be transferred in
cash, and this has given Germany some cause for concern about
managing the real transfer of its obligation, As Table 6 indicates,
these payments represented an average annual transfer problem
amounting to about 3.1 percent of Germany’s export volume (about
1.6 percent of Germany’s forcign-trade volume). However, the
magnitude of this problem should not be exaggerated, When
compared with the average annual transfer problems of 30.0 percent
of export volume (16.0 percent of foreign-trade volume), represented
by the Franco-Prussian indemnity and 12.8 percent of export volume
(6.4 percent of foreign-trade volume) represented by Germany’s
interwar-period reparations (g), the need for adjustment seems rather
less grim. And it should also be recalled that during most of the
postwar period, Germany has been concerned about a surplus in
its balance of payments, not a deficit. At a time when the author-
ities were co-rnbatting both inflation and excessive capital inflows,
these unilateral remittances abroad may actually have been viewed
as a blessing in disguise. In any event, it is unlikely that they
caused many headaches for German officials worrying about the
external accounts,

In short, it is obvious that none of the remitting countries
suffered in any significant degree from problems of real transfer,
On the contrary, they in fact tended to benefit considerably — spe-
cifically, from the opening up of foreign markets that might other-
wise have remained closed to them for decades. Though this process
of expanding trade horizons has been evident in all three countries, it
has been especially apparent in Germany’s relations with Israel and
in Japan’s relations with the nations of Southeast Asia (10).

In the first place, agreements to pay reparations created a
measure of good will and trust for Germany and Japan in the
recipient countries, whereas immediately after 1945 bitterness result-
ing from wartime experiences had been particularly evident. Before

(9) Macurur, op. cit,

(10) Conterning Germany and Isreel, see NemEmiam Robivson, Ter Years of German
Indemmification (New York: Conference on Jewish Material Claims Against Germany, 1964).
Concerning Japan and Southern Asia, see G. C. Auizn, op. cit., p. 27; and Jenome B. CoHEN
(no relation), Japan's Postwar Fcowomy (Bloomington: Indiana University Press, 1958), ch. g.
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the Luxemburg Agreement, Isracl shunned not only commercial but
even political intercourse with Germany, and the nations of South-
cast Asia were in the first postwar decade hardly less hostile towards

~the Japanese. However, once claims were negotiated and settled,

contacts began to multiply rapidly. Moreover, German and Japanese
reparations were transferred directly in the form of goods and
services, and trade tended to beget trade -— that is, as shipments
continued, they generated new demands by stimulating economic
growth in the recipient countries, by favorably affecting tastes, and
by creating a need for replacement parts and cquipment; and these
demands in turn encouraged further growth in the export-sensitive
economies of Germany and Japan. Today, as Table 4 indicates,
the share of German products in Israel’s total import bill is more
than five times greater than it was in the years immediately preced-
ing the Luxemburg Agreement. Likewise, the Japanese share in the
imports of the Southeast Asian recipients of reparations has, in all
but two cases, risen noticeably. For both Germany and Japan,
reparations have resulted in the creation of important new export
markets,

v

In conventional cconomic analysis, reparations payments arc
ordinarily approached from the point of view of their origin. This,
as already noted, helps explain why economists have paid so little
attention to the reparations programs of the postwar period, for
it is clear that these remittances have not created any significant
problems of real burden or transfer for the remitting countries — ex-
cept perhaps marginally in the case of Germany. Quite the opposite,
in fact. But reparations may also be approached analytically from
the point of view of the recipient: what is a real burden for one
country is a real benefit for another, and what may be a transfer
problem for one may be a support of the trade balance of another.
Specifically, reparations payments, like foreign aid, enable a country
to increase its imports of forcign goods and services beyond what
would otherwise be permitted by its current export receipts, and
hence to increase aggregate domestic expenditure out of a given
national income, The extent to which absorption is augmented
— the relative magnitude of the rcal benefit — may be roughly
estimated by comparing the reparations remittances with the reci-
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pient’s current national income. Similarly, the extent to which the
trade balance is supported may be roughly estimated by comparing
the reparations remittances with the recipient’s current import
volume and over-all foreign-trade volume (imports plus exports).

The importance of the postwar reparations programs to the
recipients is summarized in Table 8, which lists the total amount
of remittances received by each of the principal beneficiaries through
the end of 1965, as well as the average annual ratio of these remit-
tances to each country’s current income, imports, and foreign-trade
volume, The beneficiaries listed include all seven countrics that
received transfers from Japan during the period under consideration,
the three countries that received substantial transfers from Italy
under the Ttalian Peace Treaty (11), and Israel. It should be noted
that the table tends to understate the importance of Germany's
reparations program to the extent that it fails to include most of the
country’s cash remittances for personal indemnifications and restitu-
tions. It was not found possible to identify the location of the
numerous tecipients of these payments, except in the case of Israel;
the figure for Isracl includes both the cash payments to persons
residing there and the net transfers by Germany to the Government
of the State,

Looking at this figure, it is clear that reparations were extremely
important to Israel in the years following the signing of the Luxem-
burg Agreement. Over the entirc thirteen-year period to the end
of 1965, transfers from Germany accounted for more than one-
quarter of the State’s total imports; at the height of the program,
in 1960 and 1961, a full onethird of import volume consisted of
reparations shipments and purchases financed from personal in-
demnifications and restitutions, This obviously constituted a very
considerable real benefit to the Isracli economy, permitting an
expansion of domestic consumption and investment expenditures
to a level more than one-eighth above the country’s current income.
Reparations remittances included 49 ships, a copper-mining plant,
most of a steel plant, equipment for 1,500 factories, irrigation pipes,
railroad rolling stock, telecommunications equipment, and a wide

(11} The fourth claimant specified by the Peace Treaty, Albania, received too insignificant
an smount to be included scparately in Table 8; and the debt fo Russia, the fifth claimant,
is otill outstanding, France is not inoluded in the Table, despite its relatively large share
(14%) of total Ttalian reparations, because its prominence in the data is more or less a
statistical accident resulting from one very large remittance in 1948, See Table 2.
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variety of raw materials (12). Indeed, onc can hardly doubt that
without these transfers, Isracl would not have been able to achieve
the remarkable rates of growth that have characterized her short
existence,

For other recipients, the impact of reparations was rather less
dramatic, but nevertheless in some cases noticeably significant.
Among the bencficiaries of the Ttalian program, Ethiopia seems to
have profited most, in relative terms if not in absolute amounts:
almost five percent of Ethiopian imports over the second postwar
decade was supported by reparations remittances from Italy, And
Greece, too, has gained support from Italian payments, particularly
in the important years 1950-52, when reparations shipments consti-
tuted a full %14 percent of imports. Likewise, several of the reci-
pients of Japanese reparations have benefited considerably, notably
Burma, Indonesia, and — for shorter periods — the Philippines and
South Vietnam,

Insofar as the postwar reparations programs have afforded
several of the beneficiaries an often quite considerable increase of
imports, they have probably helped these countries to accelerate
their internal rates of economic growth. For the recipients, there-
fore, reparations have been a “good thing” -~ but not only for
them, For the remitting countries as well, the gains from repara-
tions, in terms of new foreign markets, have probably outweighed
the usual costs. On balance, then, reparations scem to have been
a small but not insignificant positive factor in the rapid postwar
expansion of national output and international trade. Their im-
portance should not be exaggerated. Still, it is true that in most
cases both remitting countries and recipients have benefited, and
the costs in terms of real burden or transfer problems have been
minimal. This is surely one of the happier chapters in the long
and often dismal history of reparations payments.

Benjamin J. CoHEN
Princeton

(12) New York Times, April 20, 1967.
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. . TABLE 2
ol STATISTICAL APPENDIX ITALIAN REPARATIONS, 1947-1965
b (in millions of dollars)
. ! TABLE 1 — = = =
o Year Greece | Yugoslavia | Francc Ethiopia | Othersa Total
GERMAN REPARATIONS, INDEMNIFICATIONS, & RESTITUTIONS, 1953-1965 _
i . {in millions of dollars) <
e : 1947 — - - - 83 8.3
: Indemnific- ’ﬁﬁ"‘ﬁﬁ“ ‘ 1948 . — - 20,3 — 7.1 276
. . atia_ans & Buropean :
Sl Year Reparations a | Restitutions Countrics & Total 1949 - 1.9 - 4.4 — 2.1 8.4
I to Israel under the 1 tonal
i [ Luxemburg ternational i 6 —_ 6.2 o
| i A > Organiza- : 1950 . 211 - 7 : 34
g ii Agreement tions b :
' : — ; 95T « . . . 3o.0 28.5 44 - - 62.9
! w8 . 6 _ . 64 952 . . . . 24-9 1.7 5.0 — — 31.6
195 . . 84 3 — 121 1953 - . - - 9-0 - 2.8 - 1.4 a2
I655 . . . . . . 04 82 — 147 j 954 « - . . 6.3 - L5 - 0.3 8.
g56 . . . . 58 62 — 220 ; 055 . . . .7 7.9 1.2 — — 0.8
1957 P 54 278 ‘ —_ 332 é} 1956 s 0.7 5.5 2.8 1.4 6.1 16-5
Co 6 — i
958 . ., z 273 333 1 _ 657 . . . . 0.6 23.7 0.3 1.2 1.4 27.2
195 o e e 63 351 - 414 i
» [ 1958 . . . . 0.6 1.8 0.2 9.2 5.9 15.7
who .. . ... 62 458 18 538
559 . . - . 0.1 1.0 - 13-5 43 18.9
whr . . . . . 64 548 76 688
. . — G. . 10.8
L 63 559 58 680 gho . .. . o 0.9 1 37
1963 . . o .. 63 497 69 629 | 96 . . . . — .4 — 49 2.8 17.1
064 . .. 63 434 " 20 517 ' 1962 . . . . 10.9 6.6 - 2.6 2.9 23.0
1965 . . . ... 75 452 5 542 1063 - . . . — 6.1 — 1.8 2.1 10.0
64 . - o« — . - 0.8 2.4 2.6
T 839 4,132 256 .5,227 4 4
965 . . . . — 2.7 — o.F 2.0 5.4
a Includes both transfers of goods and services to the Government of Isracl under the ﬁ
Ez;::;rslbzgiié%régﬁgkyand payments to the account of the Conference on Jewish Material J! Total 107.9 1002 49.8 40.2 68.0 366.1
b Austria, Belgium K Denmark, France, Greece, Maly, Luxemburg, the Netherlands, ' R . , . .
Norway, Sweden, Switzerland, the United Kingdom,’YugosJavia, the United Nations High a Albania ($11.4 million), Belginm (0.8), B?ZHR(&@:‘BUIgarmT(L%[E}Zi’ ]E:(:gn))t gz?i:c?ci
Commissioner for Refugee Questions, and the International Red Cross, Hungary (3.4), India (0.1}, Libya (3.2), Mexico {9.6), Rumania (5.3 a (0.3},

States {5.0).
Source: Bank of Ttaly.

Source: Deutsche Bundesbank,
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Tams g
FOREIGN AID RECEIVED IN YEARS OF REPARATIONS PAYMENTS a

(amounts in millions of doflars)

Germany Ttaly Japan
Year Ratio Conee | Ratio
Amount | ¥ peeetions | AU o | MOt | S ARt
47 .. - - 497 Go — —
948 . . . . - - 335 3 - -
0949 . . . . — - 442 53 - -
1950 . . . . — — 295 8.y — —
95T . . . . — — 269 4.3 — —
1952 « + . . — — a1y 6.9 — —
952 . . . . ma. n.a, 123 5.5 - —
954 . - . n.a. n.a, 134 17 — —
955 . . . 13 0.22 119 1x 86 86o
1956 . . . 3t 0. 14 49 3.0 55 3-82
W57 - 19 0.06 133 4.9 35 a.53
071 H 20 0.06 67 4.3 64 X.12
656 . .. 21 0.03 8y 47 59 .92
gbo . . . . 42 .08 80 7.4 23 I.IT
ghr . . ., 25 0.04 84 4.9 65 Q.99
9z . . . 7 0.01 24 3.2 50 0.70
1963 - . . . 8 o.01 44 4.4 nil —
064 . . . 7 0.01 82 I1 —320 —
1965 . . . . n.a. n.a, n.a, n.a. n.a. n.a.

a All aid data are shown on a net basis. For Ja i
: 1 asis. pan in 1955 and 1956, and for G
éam‘i Ital};{ﬁ the bulk of the assistance received consisted of gra?lstg and ‘lggn,s 2;‘Ei:corrxﬂ:c.he C&:‘:ﬁ‘g
States, After 1956, the aid received by Japan comsisted of IBRD loans. The megative figure
m nb4 represents an excess of repayments over new loans, &

Sonrce: . R
(rcvparavionsge_ IMF, Balance of Payments Yearbook, selected volumes (aid); Tables 1-3

i

Reparations in the Postwar Petiod: A Survey

TasLe &

RATIO OF GERMAN CASH REPARATIONS TO EXFPORTS
AND FOREIGN-TRADE VOLUME 3, 1953-1965

(in percent)

1953
1554
1935
1956
1957
1958
1959
1960
1961
1962
1963
1964
1963

Average

Exports

.00
0.71
1.36
2.20
3.25
3.10
3.58
417
459
4.66
7.88
2.50
2.61

3.10

a Foreign-trade volutne=cxports plus imports.
Somrces: 'Table 1 (reparations); IMF, Imsernational Financial Statistics, selected isswcs

(foreign-trade volume),

RATIO OF IMPORTS RECEIVED FROM REMITTING COUNTRY TO

Foreign ‘Trade
Volume

0.00
038
0.70
1.16
1.73
1.67
1.92
2.21
2.62
2.42
2.05

.47
1.32

1.03

Tapie 7
TOTAL IMPORTS

OF RECIPIENT COUNTRIES IN SELECTED YREARS

{in percent)

Average
of Three Years Average of Years
Country Prior to start 1963-65
of Reparations
From Germany:
Israel 1.6 8.7
From [apan:
Burma 17.8 24.0
Cambodia 17.7 19.6
Indonesia 14.8 27.1
Laos . 17.9 5.9
Philippines . 6.0 20.4
South Vietham 20.0 10.0
Thailand 13.5 32.6

Soureces: Tables 1-3 {reparations); UN

and IME, Direction of

Trade, sdected idssues.
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TaeLs 8

RATIOS OF REPARATIONS RECEIVED TO NATIONAL INCOME
AND IMPORTS OF RECIPIENT COUNTRIES

(amounts in millions of dollars; ratios in percent)

Average Annual Ratio of Reparations to:
Years When Amount of
R i Reparati \
Coustey R it | o |
Inceme p V'Tradc
‘olume
Brom Germany:
Loral . . . . 1953-65 | 173860 | g8 271 19.7
From [Italy:
Ethiopias . . . . 1956-65 402 o5 49 2.6
Greece . . . . . 1949-60, 1962 | 107.9 0.7 2.3 I.4
(1950-52) (76.0) (2.6) (7:5) G
Yugoslavia ., . . 195152, 100.2 0.4 L.4 0.9
1955-65
From [apan:

Burma , . . . . 1958-65 2085.4 1.6 7.8 3.9

Cambodiaa |, . . 1959-65 4.0 0.1 0.6 .3

Indonesiza , . , 1658-65 147.2 0.2 3.0 1.5

Laosn . . . . . 1959-60 2.8 0.5 2.2 2.1

1962-64
Philippines . . . 19506-65 196.7 0. 2.8 .5
(1957-60) (107-9) {r.1) . (2-3)
South Vietnam ., . 1960-65 39.0 0.7 2.4 1.9
{1961-62) {25.9) (1.3) (5.0) {2.0)

Thailand ., , . 162-05 I1.2 o.r 0.4 0.2

@ GNP, rather than national income, for the following: Cambedia, Ethiopia, Indo-
nesiz, Laos,

b Includes both cash payments for personal indemnifications and restitations to persons
tesident in Israel, and transfers of goods and services to the Government of Tsrael under the
Luxemburg Agreement, net of payments to Jewish organizations abroad made by the
Government of Israel under that Agreement.

Sources: Tables 1-3 {reparations); IMF, Inrernational Financial Statistics, selectod issues
(national income and imports); IMF, Bulence of Payments Yearbook, selected volumes (Israel
reparations data,




