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Abstract: Through the prism of original resources kept by the
US National Archives, and secondary literature, the article deals
with the American aspect of the negotiations for the accession
of Yugoslavia to the European Payments Union (EPU), which
operated between 1950 and 1958, with the primary objective
of eliminating obstacles in the Western European trade. Yugo-
slavia never become a full member of the Union; it did, however,
became affiliated with it just before the Union was abolished,
when Yugoslavia achieved currency convertibility for foreign
trade balances.
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The Path to the Integration of the Commercial Payment System
in Western Europe

In June of 1947, the United States of America adopted the Euro-
pean Recovery Program, better known as the Marshall Plan. The motives
behind it were both humanitarian and strategic. The latter motive had

*  The research was made possible by the support of the Fulbright scholarship and the
national program Slovenian History (P6-0235) funded by the Slovenian Research
Agency (ARRS). I would like to thank Dr. Aleksandar Zivoti¢, Dr. BoZo Repe, Dr. Dugan
Necak, Dr. Peter Miksa, Maja Vehar, Dr. Claire Strom, and Ivanka Ponikvar, MA, for
their insight and support.
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a particularly direct impact on European integration, part of which was
the establishment of a new economic order in Europe.! Such watershed
moments are the fruit of a decade of long negotiations or epochal turn-
ing points that call for a break with all the causes that led to them. After
one such critical turning point, namely World War I, agriculture, indus-
try and services were severely damaged. Western Europe was particular-
ly successful in tackling the effects of the war. Belgium, Norway, Sweden
and the United Kingdom managed to achieve pre-war production levels
by the end of 1946 due to their intensive post-war recovery, while France
reached 98% and the Netherlands 83% of their pre-war production. Slow-
er growth was present only in Italy, Greece and West Germany, where ma-
jor war damage and the post-war political and strategic situation of the
Cold War hindered reconstruction.?

Western Europe faced a balance of payments crisis as early as 1947,
despite the rapid signs of recovery.® The crisis was caused by a high de-
mand for imports of raw materials, food and other products from abroad.
During the post-war reconstruction period, the countries of Western Eu-
rope opted for an expansive monetary policy to ensure their population’s
high or full employment. With social security in place, the standard of liv-
ing increased, and consequently also consumer demand for various goods.*
After World War 1], international trade in Europe was conducted on the
basis of bilateral agreements, which determined the value of annual trade
between two countries and a convertible exchange rate between individual
currencies. All of that had to be worked out in order to stabilize the balanc-
es of payments. According to the basic principle, equilibrium is achieved

1  Michael J. Hogan, The Marshall Plan. America, Britain and the Reconstruction of Western
Europe, 1947-1952, (Cambridge: Cambridge University Press, 1987), 165.

2 Byron Gerald August, The Economics of International Payments Unions and Clearing
Houses. Theory and Measurement, (London: Macmillan Press, 1997), 152.

3 Balance of payments is a systematic record of all economic transactions of one
country’s entities with entities of other countries over a given period of time. Balance
of payments covers flows of goods, services and capital with a foreign market over a
given period of time. There are two types of economic transactions: credit transactions
and debit transactions. Credit transactions take into account the export of goods or
services, unilateral transfers of capital to the country, capital inflows based on loans,
direct and portfolio investment, and the utilization of foreign exchange reserves. Debit
transactions include imports of goods and services, unilateral transfers to foreign
entities, and outflows of capital on the basis of loans granted to foreign entities, direct
and portfolio investments abroad, and the deposit of foreign currency reserves abroad.
The balance of payments can be divided into three sub-balances: current accounts,
capital-financial accounts, and balance sheets of net errors and omissions. More in:
International Monetary Fund, Balance of Payments Manual, (1993), 6.

4 August, The Economics of International Payments, 152-153.
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when revenues arising from exports cover expenditures arising from im-
ports. Each country therefore aims to achieve at least a state of equilibri-
um between income and expenditure, or record surpluses in the balance
sheet. If countries were unable to replace imports with an equal amount
of exports, they had to cover the resulting debt with monetary payments.
The problem arose when the debt increased so much that creditor states
did not want to accept large amounts of foreign currencies, as it would
surpass their need to buy new goods from them. In addition, general con-
vertibility systems were not in place to allow for that money to be spent
on trading with a third country.° Under such conditions, European trade
was extremely limited; European products were not sufficiently utilized,
and above all, economic development was hindered.®

Consequently, the crisis period of war and post-war reconstruc-
tion eroded the ability of Western Europe to stabilize its balance of pay-
ments. They tried to tackle the issue by extending repayment of bilateral
capital-financial accounts, which led to a continuous bilateral imbalance.
Furthermore, such circumstances could lead to a re-emergence of discrim-
inatory trade practices, which were a constant in the 1920s and 1930s,
when ideologically and politically related countries concluded more fa-
vorable agreements. The United States and most Western European coun-
tries considered such practices dangerous and therefore undesirable. The
market crisis motivated the creators of the subsequent Marshall Plan to
subject Europe to a reform package similar to the one carried out during
the Great Depression in the United States; a sort of European New Deal.”
Hence, the increasingly inevitable paralysis of European trade was the
major motivation for the creation of the Organization for European Eco-
nomic Cooperation (OEEC),® which initially brought a group of 16 Euro-

5  Example: Belgium was traditionally a steel exporter, while Denmark and Norway
imported it. Conversely, Denmark and Norway exported less expensive products,
such as dairy products and fish. These could not be exported to Belgium in sufficient
quantity to cover the purchase of the required quantity of steel; furthermore, they
could not cover their imports with surpluses in the balance sheet with a third country.
Thus, Denmark and Norway had to reduce the amount of purchased steel in order
not to accumulate too much debt.

6  National Archives and Records Administration (NARA), Record Group files 469 (RG
469), Records of US Foreign assistance agencies, 1948-1961 (RUSFA), Entry 1457,
Box 3, EPU-1951, The European Payments Union, 1.

7 Hogan, The Marshall Plan, 293.

8  Its name was changed into the Organization for Economic Co-operation and
Development (OECD) in 1961.

153



TOKOBH UCTOPHJE 3/2019. 151-169

pean countries® into the US sphere of influence. Although the most vis-
ible role of the OEEC was the division of US economic aid as part of the
Marshall Plan, its paramount task was to remove obstacles in European
trade. Therefore, a special mechanism was set up within the OEEC, which
became the first step toward the integration of European post-war trade
- the European Payments Union (EPU)."°

The initial negotiations for the establishment of the EPU, and there-
fore the liberalization of trade, began in 1948. After two years, in July of
1950, and after three failed agreements, the negotiators agreed on the
three main pillars of the OEEC: 1) the European Payments Union, 2) the ab-
olition of quantitative import restrictions, and 3) an informal consultation
mechanism on important economic policy issues of each member state.?

The European Payments Union

The EPU introduced financial mechanisms that paved the way for
European trade integration. The goals of the Union were to create a single
competitive market in Western Europe and achieve general currency con-
vertibility. Countries did not deal with the equilibrium of the balance of
payments with individual trading partners, but with the Union as a whole.
The system promoted trans-European trade by allowing each member to
compensate their deficit in trading with one member with the surplus
they had in trading with another member of the Union.!?

The implementation of the EPU measures was taken over by the
Bank of International Settlements (BIS), the policy was supervised by the
EPU’s governing board, while the initial capital investment of $350 mil-

9  Austria, Belgium, Denmark, France, Greece, Iceland, Ireland, Italy, Luxembourg, the
Netherlands, Norway, Portugal, Sweden, Switzerland, Turkey, the United Kingdom,
and the Federal Republic of Germany. The latter was initially represented by the
joint leadership of the American and British occupying zones (The Bizone) and the
French occupation zone, prior to its declaration of statehood. In addition, the Free
Territory of Trieste operated in the OEEC, until it was re-integrated into Italy. More
at the Organization for European Economic Co-operation, date of access: June 2019,
https://www.oecd.org/general/organisationforeuropeaneconomicco-operation.htm

10  August, The Economics of International Payments, 154-155.

11 NARA, RG 459, Entry 1457, Box 3, EPU-1951, Memorandum on European Payments
Union, 25 July 1950, 1.

12 August, The Economics of International Payments, 155; Hogan, The Marshall Plan, 165.

13 NARA, RG 459, Entry 1457, Box 3, EPU-1951, The European Payments Union, 1;
Ljubisa S. Adamovi¢, Politicka i drustvenoekonomska kretanja u savremenom svetu,
(Beograd, 1963), 34.
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lion came from the Marshall Plan. The founders of the agreement high-
lighted the following Union objectives:*

1. Ensuring the liberalization of European internal trade;

2. Supporting members of the OEEC on their path to independ-
ence from “extraordinary outside assistance”;

Ensuring a high and stable level of trade and employment;

4. Restoring general currency convertibility.

The multilateral payment mechanism introduced by the EPU had
four basic components:*®

1. the central banks of OEEC members provided unrestricted
loans for trade within the OEEC area at constant exchange
rates;

2. Dbilateral balances were made monthly for each of the mem-
ber states;

3. the net balance of payments of individual OEEC members was
calculated in relation to the state of the Union as a whole;

4. net deficit countries partly repaid their monthly deficits in gold
and dollars, while the Union extended a loan for the remain-
der of their debt (only 25% of the debt on average).*

These provisions ensured that countries could not resort to dis-
criminatory trade policies. Each member state was given a symmetrical
credit and debit quota, which was initially valued at 15% of the value of
transactions in the dollar value of 1949, both imports and exports. Within
this percentage, a country could collect credit or debit transactions. The
closer they got to the maximum quantity of the quota, the higher were their
monthly payments in gold and dollar reserves. The maximum payment de-
lay was 60% of the quota. In this way, the EPU provided permanent trade

14  August, The Economics of International Payments, 156; NARA, RG 459, Entry 1457,
Box 3, EPU-1951, The European Payments Union, 3.

15 August, The Economics of International Payments, 156.

16 These percentages gradually increased until 1958, but never exceeded 60% of the
debt.
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credits for the revitalization of trade within the OEEC.Y If countries came
close to the maximum, the Union could react with three mechanisms:*®

1. adapting liberalized policies, such as the reintroduction of
quantitative limits for debtors, and greater liberalization for
lenders;

2. changes in macroeconomic policies that would alter import
consumption and divert it to exports;

3. approval of additional loans above quotas.

With such mechanisms, the EPU secured liquidity in the inter-
national trade of OEEC members, which reached a value of nearly $140
billion between July 1950 and December 1958 (when the EPU was abol-
ished). It is important to note that most of the trade was still bilateral, but
because of the Union, it was faster and more transparent. Payment disci-
pline increased, resulting in substantial bilateral surpluses of $23.2 bil-
lion. As much as 80% of all debts were paid in gold, and only 20% in loans.
The success of the EPU was therefore primarily evident through the es-
tablishment of effective multilateral clearing mechanisms."’

Currency convertibility

One of the main goals of the EPU was the reinstatement of convert-
ibility of members’ currencies. If a currency is convertible, the economic
protagonists may exchange the currency for gold or other currencies, pay-
ing off their deficits and loans with greater ease. Non-residential convert-
ibility is crucial in international trade, since it enables foreign exporters
to use their profit to purchase goods from anyone and in any currency for
purchase or payment in any other currency. Residential convertibility af-
fects those individuals who wish to exchange the currency in their coun-
try for any other currency. Pressured by the United States, Great Britain
was the first to introduce convertibility in 1947. One pound was worth
four dollars, while convertibility was backed by a US loan of $2.5 billion,
which evaporated in five weeks. Great Britain was thus forced to elimi-
nate convertibility. Other countries and the OEEC dealt with the question
of convertibility with caution. It was June of 1953 when the members of

17 August, The Economics of International Payments, 157.
18 Ibid., 158.
19 Ibid.
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the OEEC started offering transactions in European currencies outside
the EPU mechanism to individuals. In 1954, the London Commodity Ex-
change restarted their operations and offered sales in European curren-
cies for goods purchased in dollars. Henceforth, Great Britain and West
Germany took the main role in such trades, and increased the transfer ar-
eas in pounds and deutschemarks, becoming intermediaries of sorts be-
tween other European currencies and the dollar.?° By 1958, all the member
states, with the exception of Greece, Iceland, and Turkey, simultaneous-
ly reintroduced convertibility for their currencies for all kinds of transac-
tions. By reinstating the convertibility system, the importance of the EPU
quickly diminished. Hence, it ceased functioning on January 1, 1959.%

Yugoslavia’s Advancement Toward the European Payments Union

After the Tito-Stalin split in March of 1948, Yugoslavia slowly
turned toward the West due to the economic and political blockade im-
posed by the Soviet Union and its Eastern-European allies. Yugoslavia pri-
marily relied on the United States and partly on Great Britain and France,
who supplied large amounts of economic aid after 1951. It was an alter-
native to the Marshall Plan; a part of which Yugoslavia could not become
in 1947 due to Moscow’s dictates. It was also repeatedly rejected by the
United States after the dispute.?? Nevertheless, the United States was Yu-
goslavia’s biggest economic partner after 1950, since two thirds of the Yu-
goslavia’s international trade was with the States. The reasons are two-
fold: the United States hoped that Yugoslavia would have to adopt at least
some principles of free trade through the increased flow of Western eco-
nomic aid, and trade with the West; which, according to Washington’s pre-
dictions, would be followed by a political transformation and democrati-
zation.” On the other hand, Yugoslavia was forced to accept foreign aid,
since until Stalin’s death all doors to the East had been closed.?*

20 Ibid., 163-164.

21 Ibid., 165.

22 John R. Lampe et al,, Yugoslav-American Economic Relations Since World War 11,
(Durham and London: Duke University Press, 1990), 28.

23 E.g.: Lorraine M. Lees, Keeping Tito Afloat. The United States, Yugoslavia and the Cold
War, (The Pennsylvania State University, 1997).

24 Andrej Markovi¢, Ivan Obadi¢, , A Socialist Developing Country in a Western Capitalist
Club. Yugoslavia and the OEEC/OECD, 1955-1980“, The OECD and the International
Political Economy Since 1948, eds Matthieu Leimgruber, Matthias Schmelzer, (London:
Palgrave Macmillan, 2017), 90.
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[t soon became evident that one of the most troubling factors of
the Yugoslav economy was the instability of the foreign markets. The main
reason for its trade balance deficit was its strategy of accelerated econom-
ic growth, which was based on industrialization, which depended on im-
ports,? while the country did not export enough. Nevertheless, in 1951,
the Yugoslav Government asked the United States to release the foreign
currencies past international mechanisms in order to overcome the “cri-
sis of the Yugoslav economy”?¢ by purchasing raw materials. The US rep-
resentatives warned the Yugoslav Government that the crisis would not be
manageable by regular troubleshooting such as within the Yugoslav pro-
posal, but only with a long-term strategy. Foreign Minister Edvard Kar-
delj then said that the Yugoslav Government was also hoping for a defin-
itive solution in the form of an agreement on Yugoslavia’s partnership in
the newly founded EPU, or even in the OEEC. He did expect that member-
ship was not an option before 1953 or 1954.%” Like other countries out-
side the EPU, Yugoslavia transacted with its trade partners through bilat-
eral trade and payments agreements that determined the value of import,
export and quantitative trade provisions. When Kardelj expressed interest
in joining the EPU, the American Government warned Yugoslavia that it
would first have to fulfill certain technical requirements.?® The said phrase
is not explained further in the document. However, other documents point
out that it is an adjustment of the Economic Cooperation Act, which also
dealt with OEEC and EPU membership and their founding documents.?

But Yugoslavia was not discouraged by the technical requirements.
The United States, however, remained cautious, as shown in the letters
by the US economic attaché in Belgrade, Emile Despres,*° who wrote to

25 Oskar Kovac, Spoljnoekonomska ravnoteZa i privredni rast. Problemi i iskustva
Jugoslavije, (Beograd: Institut ekonomskih nauka, 1973).

26 In March 1951, the minister of foreign affairs, Edvard Kardelj, asked the ambassador
for an immediate release of £4 million and $20 million; as a donation or as a loan.
More in: Foreign Relations of the United States (FRUS), 1951, Europe: Political and
Economic Developments, Vol. IV, Part 2, document 406, date of access June 2019,
https://history.state.gov/historicaldocuments/frus1951v04p2/d406

27 Ibid.

28 NARA, RG 459, Entry 1457, Box 3, EPU-1951, Informal memorandum on dealing with
currency transferability, 31 July 1950, 3-4.

29 NARA, RG 459, Entry 1457, Box 3, EPU-1951, Memorandum on E.P.U., 5 February
1951.

30 Despres was an experienced economist, specialized in international monetary policy.
He was one of the first people to warn about the exchange control system introduced
by the treasurer of the Third Reich, Hjalmar Schacht, which ultimately led to the
rearmament of Germany, without risking a balance sheet crisis. Despres was also
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Stanislav Kopcok, deputy foreign trade minister, urging him to consider
alternative ways of resolving the problem of currency convertibility and
paying off the debts. One of the propositions was to conclude a series of
agreements on payment transfers with Yugoslavia’s largest European
trading partners. All the agreements would be identical, even though for-
mally they would be bilateral agreements, which would ensure Yugosla-
via the following:

1. the Yugoslav Government would be able to convert the surplus
of one foreign currency into a currency of any other country
with which Yugoslavia would sign a similar agreement; and

2. the Yugoslav Government could use the surplus of one foreign
currency to cover the deficit with any other trading partner
with which Yugoslavia would sign a similar agreement.

Despres’s idea suggested a parallel EPU system that would - if
implemented - act as a similar substitute as the tripartite economic aid
acted in lieu of the Marshall Plan. Yugoslavia would not be a member of
the EPU, but it would have access to its most important mechanisms out-
side the Union. Despres believed that such an arrangement would only
be temporary and would help Yugoslavia overcome the period before it
finally joined the EPU.3! The proposition was, however, not entirely coor-
dinated on the US side. Ralph C. Wood, director of the Finance and Trade
Division at the Office of the US Special Representative in Europe, based
in Paris, wrote in a letter to Despres that it was necessary to conduct cer-
tain talks before any further procedure leading to the conclusion of pay-
ment transfers agreements. He particularly found it necessary to consider
whether Yugoslavia was actually capable of creating a surplus in one part
of its trade, which could cover its deficit in the other part.3? Despres im-
mediately dismissed this claim by stating that the current trade exchange
was impeded by all the obstacles that arose from the lack of precisely such

an adviser to the US State Department on German finances, and a member of the
US delegation at the Potsdam Conference. Prior to his departure for Yugoslavia, he
worked at the Economic Cooperation Administration, which managed the Marshall
Plan. The ECA opened its office at the US Embassy in Belgrade in 1951, when Emile
Despres arrived, with the objective of delivering aid.

31 NARA, RG 459, Entry 1457, Box 3, EPU-1951, Informal memorandum on dealing with
currency transferability, 31 July 1950, 3-4.

32 NARA,RG 459, Entry 1457, Box 3, EPU-1951, A Ralph C. Woods letter to Emile Despres,
20 August 1951.
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agreements.** Nevertheless, Woods, despite his own reluctance, report-
ed that in the months since Kardelj’s intention, the US advocated through
their representatives in the EPU that Yugoslavia’s accession to the organ-
ization would facilitate the supply of economic and military aid. The Unit-
ed States represented that position mainly due to strategic motivations. It
was, however, restrained while communicating with Yugoslavia. The official
appeal advised the US representatives in Belgrade not to give the impres-
sion that Yugoslavia’s membership in the EPU was only a matter of time.?*

Meanwhile, EPU membership became one of Yugoslavia’s main for-
eign trade policy goals. Josip Broz Tito himself expressed the intention of
joining the EPU to a group of US journalists from the Christian Science Mon-
itor in August of 1951 during a press conference at Brioni. He made it clear
that Yugoslavia wished to become a member of the Union immediately, al-
though its membership ultimately depended on other countries.** Trade Min-
ister Milentije Popovi¢ added that they were not aware what the position of
other EPU members was regarding the potential accession of Yugoslavia.?®
The US diplomats suspected that the unusual display of intentions was or-
chestrated by the Yugoslav leadership to provoke a response that would help
them evaluate the level of support they had.’” The 17 August news confer-
ence was followed by a three-hour discussion between Despres and Kopcok.
They debated the Yugoslav membership in the EPU and Despres’s proposi-
tion on transaction agreements. Kopcok explained that bilateral agreements
were quite expensive for Yugoslavia and added that negotiating with every
country was exhausting and even demeaning. He made it clear that Yugo-
slavia would not beg to be accepted into the EPU, but also said that techni-
cal requirements could not be the only thing barring Yugoslavia from join-
ing. Despres confirmed that technical requirements were just one of the
impediments. The issue of the debit and deficit status of Yugoslavia com-
pared to the EPU members and the problem of the difference between the
economic institutions of Yugoslavia and those of the EPU members, which
could impede the liberalization of the Yugoslav trade, still remained open.

33 NARA, RG 459, Entry 1457, Box 3, EPU-1951, Emile Despres letter to Ralph C. Woods,
23 August 1951.

34 NARA, RG 459, Entry 1457, Box 3, EPU-1951, A Ralph C. Woods letter to Emile Despres,
20 August 1951.

35 NARA, RG 459, Entry 1457, Box 3, EPU-1951, Emile Despres letter to Ralph C. Woods,
23. August 1951.

36 NARA, RG 459, Entry 1457, Box 3, EPU-1951, George V. Allen telegram, 10 August
1951.

37 Ibid.
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Much of the concern was related to the EPU governing board, which coor-
dinated the fiscal and payment policies between the EPU members.* The
board could easily decide not to accept Yugoslavia due to its debt, or could
first demand the repayment of debts to the members of the Union. Yugosla-
via was not capable of doing that on its own, which meant the United States
would have to subsidize it. However,; the United States was not willing to do
that.3® Despres then reintroduced the idea of Yugoslavia concluding a se-
ries of payment transfer agreements. He could not guarantee a successful
implementation, but he did relay a message from the US representative in
the EPU, who said that such a solution was possible with intensive nego-
tiations. Kopcok expressed fears that concluding such agreements would
make the EPU members demand the decrease of swing trading from Yugo-
slavia,*® which they could not afford in their current state.

In early September, the American Embassy informed Kopcok after a
series of correspondence with the US representatives in Paris and Belgrade,
that Yugoslavia would be rejected if it applied for membership in the EPU at
that time. KopCok thus asked to try to establish the proposed payment trans-
fer agreements between the member states of the Union and Yugoslavia.*
The Embassy lobbied strongly for the agreements to be implemented, but
not only for practical reasons that would facilitate business in internation-
al trade. They pointed out that Yugoslavia was ready to abandon the poli-
cy of nonparticipation in international organizations where the countries
of the Western Bloc were exclusive members. It was therefore necessary to
take advantage of Yugoslavia’s desire to join a West-dominated organiza-
tion.*? Despite Belgrade’s bidding, Paris was still reserved about the pay-

38 NARA, RG 459, Entry 1457, Box 3, EPU-1951, Robert F. Allen telegram, 21 August
1951.

39 NARA, RG 459, Entry 1457, Box 3, EPU-1952, Telegram from Paris to London and
Belgrade, 16 February 1952.

40 NARA, RG 459, Entry 1457, Box 3, EPU-1951, Robert F. Allen telegram, 21 August
1951.

41 NARA, RG 459, Entry 1457, Box 3, EPU-1951, Richard F. Allen telegram to Paris, 7.
September 1951.

42 Ibid. - This attitude was reflected also in the conclusion of the so-called Balkan Pact of
1953/54, when Yugoslavia entered into a political and military alliance with Greece
and Turkey. This alliance indirectly tied Yugoslavia to NATO. In 1952 Yugoslavia
also managed to advance its role in the United Nations by being elected into the UN’s
Economic and Social Council. In parallel rapprochement of Yugoslavia toward the West
and specifically the EPU, Yugoslavia entered negotiations for membership within the
Council of Europe, but for the most part, they were not successful and largely ended
in 1953. Later, Yugoslavia was not interested in joining other integration processes
in Europe, especially after the death of Stalin resulting in reserved relations with
the European Economic Community as it was formed in 1958. More in: PaTomup
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ment transfer agreement. They believed Yugoslavia did not create enough
surplus as a major debtor to utilize such agreements efficiently. On the other
hand, they still thought the agreements would facilitate the use of tripartite
aid, especially the aid donated by France.*® After intensive correspondence
and talks with Despres in Paris, the US State Department finally approved
the start of negotiations to conclude transfer agreements at the end of Sep-
tember of 1951. At that time, they decided that Yugoslavia should be sup-
ported in joining the organization, if it still wished to. The increased coop-
eration between Yugoslavia and Western Europe was in line with the goals
regarding Yugoslavia set by US policy. Furthermore, the Americans noticed
that Yugoslavia was shifting its exports from potential buyers in Europe to
the United States in order to acquire dollars to buy goods in Europe, when
quotas within bilateral agreements would eventually run out. The State De-
partment believed that such non-economical practice would cease with the
conclusion of the transfer agreements.**

The accession was supposed to be gradual. US financial experts
simply did not understand the Yugoslav economic system well enough
to vouch for all their debts to the EPU members. The Yugoslav member-
ship in the EPU was therefore considered too risky, both to the members
of the Union and to the United States, until it was absolutely clear what
its system of self-management and its foreign trade policy meant.*> They
were, however, aware that the members of the EPU could reject the prop-
osition for concluding payment transfer agreements. They utilized the
interim period of studying the Yugoslav economy to start promoting the
idea among the members of the Union. The US representatives in Europe
were instructed to present the idea on agreements to Great Britain and
France first, at the meeting in Paris, where they could come to a consen-
sus for a coordinated conclusion of agreements, while the evolution into
full membership was not completely ruled out.*

Munukuh, 3a6opaseeHa esponcka enuzoda: Jyeocaasuja u Cagem Egpone 1949-1958,
(Beorpazn: UHCcTUTYT 3a caBpeMeHy uctopujy, 2014); Hukosia MujaTos, ,JyrociaBuja
U yjenumaBame 3anasne EBpone 1950-1958, Tokosu ucmopuje 2/2016, 177-196;
Yugoslavia: Political Diaries, 1918-1965, Vol. 4, ed. Robert L. Jarman, (London: The
Broadway, 1997);

43 NARA, RG 459, Entry 1457, Box 3, EPU-1951, Richard F. Allen telegram to Paris, 12
September 1951.

44 NARA, RG 459, Entry 1457, Box 3, EPU-1951, State Department telegram to Embassy
in Belgrade, 28 September 1951.

45 NARA, RG 459, Entry 1457, Box 7, OEEC-1952, Jan. thru May, Telegram from Economic
Cooperation Administration to OSR Paris, 21 January 1952, 1.

46 Ibid.
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Even though the State Department gave the green light for nego-
tiations on the agreements, things did not move an inch for a couple of
months, despite Yugoslavia’s constant bidding.*” The first talks between
the US representative and the representatives of Great Britain and France
in the governing board of the EPU took place no earlier than late Febru-
ary of 1952. The initial reactions of Hugh Ellis-Reese, the British repre-
sentative, were mostly reserved, but not directly unfavorable; while the
French representative, Pierre Calvet, believed the French Government
would probably support the proposition, as France at that time had a trade
surplus with Yugoslavia.”® Due to the British reservations, new talks fol-
lowed, where the British reiterated the doubts of some US diplomats that
the agreements would prove to be fruitless because of Yugoslavia’s debt to
the members of the Union. Furthermore, Great Britain had payment issues
of its own, so they did not want to deal with countries outside the Union.*’

Table 1: Demonstration of the trade conditions of Yugoslavia
as related to the EPU countries for the year 1951 (in millions)*°

YUexportsto | YUimports from +0r- Currency
Austria 335.371 289.010 +56.361 Schilling
Benelux 228.207 607.793 -399.586 | Belgian franc
Denmark 7.810 20.076 -12.266 | Danishkrone
France 2.675 4.512 -1.837 French franc
Italy 8.517 15.635 -7.118 [talian lira
The Netherlands 13.422 35.684 -22.262 | Dutch guilder
Sweden 11.323 15.070 -3.747 | Swedish krone
Switzerland 32.875 16.964 -15.783 Swiss franc
Great Britain 10.694 10.943 -249 | British pound
West Germany 160.638 183.729 -23.091 | Deutsche mark

47 NARA, RG 459, Entry 1457, Box 3, EPU-1952, Robert F. Allen Telegram to Paris, 16
February 1952.

48 NARA, RG 459, Entry 1457, Box 3, EPU-1952, Telegram from Paris to Embassy in
Belgrade, 27 February 1952.

49 NARA, RG 459, Entry 1457, Box 3, EPU-1952, James Williams Riddleberger Telegram
from Paris to Belgrade, 8 March 1952.

50 NARA, RG 459, Entry 1457, Box 3, EPU-1952, E. A. ]. Johnson Memorandum, 9 May
1952.
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In 1951, Yugoslavia actually had a large debt to the EPU members.
The only surplus it had was with Austria, while the balance with Great
Britain was nearly even.>! This led to a complete cessation of all further
talks on Yugoslavia’s accession into the Union, which itself was busy eval-
uating its own operations in 1952. As a result, a series of meetings took
place by the end of summer, but Yugoslavia was not the focal issue. It was
in autumn, during the second regional conference of mission leaders of
the Mutual Security Agency (MSA), which oversaw the military and eco-
nomic aid to the European countries, when they agreed upon giving Yu-
goslavia a special amount between 20 and 25 million dollars as part of
the aid to Yugoslavia for 1953. The purpose of that donation was for Yu-
goslavia to repay its debts to the countries of the EPU according to the
general EPU settlement rules. That way, Yugoslavia could establish a tem-
porary and loose regime of trade with the EPU - similar to the potential
conclusion of the transaction agreements - where the main trade partner
would be the BIS. That would enable allow for an easier implementation
of such propositions, as opposed to complying with all the EPU govern-
ing board requirements.*? But even such an arrangement would require
the Board’s authorization.

The Board was supposed to debate the inclusion of Yugoslavia to
the convertibility system at the 30" Board session, in November of 1952.
They decided to deliberate on the issue during the next session in Decem-
ber, where they were to discuss similar intentions of Spain, Egypt and Ja-
pan.>® But since the next session was summoned in haste and only the
members who had their headquarters in Paris were present, the discus-
sion was rescheduled for the next meeting.>* The partnership with Yugo-
slavia was finally discussed at the 32" Board session, where they did not
discuss payment transfer agreements, but Yugoslavia’s potential acces-
sion to the currency convertibility system. While certain members ad-
vocated implementing this cooperation, other members, notably Swit-
zerland, refused to support the “experiment” for “political reasons.” The
governing board therefore decided not to allow the partial integration of
Yugoslavia and the other aforementioned countries into the EPU system.

51 Ibid.

52 NARA, RG 459, Entry 1457, Box 3, EPU-1952, State Department letter to Paris and
Belgrade, 28 November 1952.

53 NARA, RG 459, Entry 1457, Box 3, EPU-1952, Report on 30th Session of the EPU
Managing Board, Nov. 17-22, 11 December 1952, 1.

54 NARA, RG 459, Entry 1457, Box 3, EPU-1952, Report on 31th Session of the EPU
Managing Board, Dec. 2-3, 11 December 1952.
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They did, however, agree unanimously to repeat the entire process with-
in six months to one year.>®

The US Administration faced a dilemma. The American Embassy
in Belgrade still signaled the need to bring Yugoslavia closer to the EPU,
while the Yugoslav Government still lobbied for membership or as strong
an affiliation as possible. Washington continued to receive ambiguous re-
ports from US representatives in Paris on the advisability of accepting Yu-
goslavia, considering its economic and foreign policy situation, which was
in part still tense, mostly due to the issue of Trieste. Washington was ready
to pick any side. If the main objective of Yugoslavia's cooperation was to
bring it closer to Western Europe and the Western Bloc, the United States
was ready to support the consolidation of Yugoslavia’s foreign trade bal-
ance with US purposive subsidies - which was also allowed by the Rules
of Commercial Policy, which governed the EPU. If, however, the primary
objective of bringing Yugoslavia closer to the EPU was to alleviate their
debt issues by offering them simpler trading with creditors, then Wash-
ington believed the entire effort was not justifiable.>

Numerous concerns arose during the implementation of any of the
objectives. They worried how the American public would accept the fact
that their government would let other countries help Yugoslavia with no
restraints in the event Yugoslavia was allowed to join the EPU. If they con-
tinued to limit the aid via the MSA supervision over Yugoslavia’s transac-
tions, what would be the response of the Yugoslav Government and the oth-
er members of the EPU?>” On the one hand, Washington hoped their fear
was an overreaction, since Yugoslavia would have to accept US supervision
of their transactions due to their debt. If that would not work, they would
try the method of soft persuasion. They would attempt to convince the Yu-
goslav Government that the members of the Union did not know the Yugo-
slav system well enough, so they would suggest an implementation of ad-
ditional safeguards provided by the United States. Should this suggestion
fail, they would resort to extortion. The US was willing to withhold its eco-
nomic aid of $25 million in 1954 if Yugoslavia refused to accept US super-
vision as a condition of operating within the EPU.*® There was, however,
still the issue of technical requirements, which, according to Kopcok, could

55 NARA, RG 459, Entry 1457, Box 3, EPU-1952, Report on 32nd Session of the EPU
Managing Board, Dec. 15-18, 22 December 1952.

56 NARA, RG 459, Entry 1457, Box 3, EPU-1953, Lester J. Gottlieb Memorandum to Edgar
A.].Johnson on Yugo Participation in EPU, 16 January 1953, 1.

57 Ibid.

58 Ibid, 2.
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be resolved. Yugoslavia’s ability of adjusting its system according to the
EPU founding documents was still questionable; especially the trade pol-
icy rules that tackled discriminatory policies, dealt with the liberalization
of trade, etc. Washington was thus initially ready to negotiate a temporary
membership for Yugoslavia for a period of one year, to see how Yugoslavia
would adapt to the rules and what kinds of relationships the other mem-
bers of the Union would create.>

Just a few days after the expressed doubts from Washington, the
EPU governing board agreed at the 33 session in January 1953 to start
the negotiations to let Yugoslavia repay its trade debts to the members
of the Union through the EPU mechanism by exchanging the income cur-
rency to the debt currency via the convertibility mechanisms.®® It was in
fact an implementation of the proposition given by Emile Despres in July
1950. The members of the Board still had misgivings about the benefits
of bringing Yugoslavia closer, since Yugoslavia primarily had remained an
indebted country. They estimated, however, that some useful compensa-
tion could come via trade with Turkey, Greece, and Austria.®

Quite soon, it became evident that the initial agreement on coop-
erating with Yugoslavia was not final. In March of 1953, a proposition for
Yugoslavia to start cooperating with the EPU by June was issued but not
supported. The only agreement was that the representatives of the individ-
ual member countries would discuss the issue with their governments.¢?
However, by the next session, the governing board finally confirmed that
Yugoslavia would start preparations to compensate the currencies to re-
pay its debt within the EPU convertibility systems. At the same time, an
identical mechanism was authorized for Spain, Egypt and Japan.®

In Lieu of EPU Membership, Observer Status in the OEEC

Despite giving Yugoslavia access to the EPU convertibility mecha-
nisms, the status of Yugoslav payments did not improve much. Great Britain
revoked all financial aid to Yugoslavia within the tripartite aid program in
1954. That was enough to push Yugoslavia into a new debt crisis, which it

59 Ibid.

60 NARA, RG 459, Entry 1457, Box 3, EPU-1953, Report on 33rd Session of the EPU
Managing Board, January 19-24 1953, 29 January 1953, 7.

61 Ibid.

62 NARA, RG 459, Entry 1457, Box 3, EPU-1953, Report on 35rd Session of the EPU
Managing Board, March 25-28 1953, 7 April 1953, 6.

63 NARA, RG 459, Entry 1457, Box 3, EPU-1953, Report on 36rd Session of the EPU
Managing Board, April 20-25 1953, 30 April 1953, 3.
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tried to solve by acquiring new loans from West Germany and Italy. There-
after, Yugoslavia reacted to the first signs of crisis by employing bilateral
agreements with US help. The US representatives tried to explain to their Eu-
ropean allies that the developing Yugoslav economy needed access to West-
ern loans.®* In order to bring it closer to the Western institutions and enable
it to secure the said loans, Yugoslavia requested OEEC observer status the
very same year. This was granted on February 25, 1955.% Yugoslavia’s role
in the organization developed slowly, since it had to figure out first what
its role as an observer actually would be. The first objective both sides had
to achieve was adjusting all of Yugoslavia’s foreign trade exchange protec-
tive measures and getting the exchange system to comply with every EPU
stipulation. Yugoslavia eventually succeeded and for that reason, by 1957
it became officially affiliated with the EPU. By 1958, it achieved currency
convertibility with the majority of OEEC members and their currencies like
other EPU member states. More importantly, the EPU became an important
lesson in economic planning and trade with Western European countries
for the experts of the Yugoslav federal institutions.®®

Summary

The idea of Yugoslavia joining the European clearing and currency
convertibility system was not born out of a desire for integration into the
Western bloc in general, but out of sheer necessity. In the beginning of the
1950’s, Yugoslavia's foreign trade balances were in deficit, negatively af-
fecting its economic growth and general development. Consequently, the
Yugoslav Government lobbied for full membership in the European Pay-
ments Union. At the time, the United States was Yugoslavia’s largest trad-
ing partner, as well as the largest contributor of financial and military aid.
In applying its policy of drawing Yugoslavia closer to the Western Bloc af-
ter the Cominform crisis of 1948, it sought to influence its West Europe-
an allies into allowing Yugoslavia to make use of some of the mechanisms
implemented by the EPU. However, in the beginning the member states
were reluctant to let Yugoslavia align with the Union due to the political
reasons surrounding the question of Trieste. Later, the association was
prevented by the large trade deficits with most EPU member states. How-
ever, in 1953 Yugoslavia was allowed to enter into an affiliation with the

64 Lampe etal., Yugoslav-American Economic Relations, 50.
65 Markovi¢, Obadi¢, “A Socialist Developing Country”, 92.
66 Ibid.
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EPU and use some of its mechanisms. Consequently, Yugoslavia achieved
currency convertibility by 1958 along with other West European coun-
tries, which was one of the overall motives for the establishment of the
EPU as an organization.
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Pe3sume
KopHesnuja Ajiten,

EBpoIicKa 1J1IaTHa yHHMja U IPeroBopu
0 IpUCTyHawy Jyrocjaasuje

AncrpakTt: Kpo3 npusMy OpUTrHMHa/HUX U3BOpa KOjU Ce 4y-
Bajy y Hanuonannom apxuBy CA/l-a U ceKyHAapHe JiuTepa-
Type, 4iaHaK ce 6aBM aMepUYKHUM aclleKTOM IIperoBopa ca
@®HP JyrocsiaBujoM 3a npucTtynamwe EBpornckoj niaTHoj yHUjU
(EITY), koju cy Tpajaau uaMmehy 1950. u 1958. roguHe, ca rias-
HUM LIM/bEM YKJ/alkama Npenpeka y TproBuHu 3anazsHe Espo-
ne. JyrocsaByja HMKaJ, HUje IOCTaJa IIyHOIIpAaBHA 4YJIAHULA,
a/Iu jecTe IOCTaJla NIOBe3aHa Ca HbOM HEeNOCpeJHO Ipe Hero
LITO je YHUja YKUHYTA, KaJ, je JyrocjaByja MOCTUIJIA KOHBEP-
TUOUJIHOCT 3@ CIOJbHOTPTrOBUHCKU POOHU GaJjlaHC.

Kiby4He peuu: JyrociaBuja, OpraHusalnuja 3a eKOHOMCKY ca-
pazamy u passoj, OEELl, ekonoMcka nmomoh, EBporicka nmiaTHa
yHHja

W eja npuk/byYema JyrocaaByje eBpoICKOM CUCTEMY KJIMPHUHTA U
KOHBEPTUOU/IHOCTH BaJlyTa HUje HacTaJla U3 XeJbe 3a UHTerpanujom y 3a-
najiHu 6JI0K yoniTe, Beh U3 uncte notpebde. [loueTkom 50-1x cno/bHOTP-
TOBHMHCKHU OUJIAHCH JyrociaByje 6WIU €y y LepULUTY, LITO je HEraTUBHO
YTULAJI0 HA lbeH eKOHOMCKHU PacT U ONIUTH pa3Boj. CX0HO TOMe, jyrocio-
BeHCKa BJIa/ia je JiobMpasia 3a yHONpaBHO YIaHCTBO y EBporickoj nuiaTHOj
yHuju. Y To BpeMe CjesumbeHe /IpxaBe cy 6u/e Hajsehu TpProBUHCKH Map-
THep JyrocyiaBuje U AaBaJe cy Hajsehy puHaHCHjCKy U BojHy momoh. [Ipu-
Memyjyhu cBojy NOJIMTUKY NpUO/IMKaBakba JyrociaByje 3anajHoM GJIOKY
HakoH kpu3e KomuHdopma 1948, HacTojasie cy Jla yTHYY Ha CBOje 3ana/i-
HOEeBPOIICKe caBe3HUKe Jia JyrociaByju oMmoryhe kopuihermwe HeKUX Me-
XaHu3aMa Koje cripoBogH EIIY. Y noueTKy cy Ap>kaBe 4iaHuLie OKJieBajle
Jla ce JyrociaBuja NpyOJIMKY YHUjU 360T OJIMTUYKHUX pasJiora oko Tpcra.
KacHuje cy npuK/byYrBame Clpeyrid BeJIMKU TPrOBUHCKU JeQUIIUTH ca
BehuHoOM 3eMasba wianuna EIY. Mehytum, 1953. JyrociaBuju je 103BoJbe-
HO 7ia cTynu y 4iaHcTBo EIIY 1 kopucTu Heke off lberOBUX MeXxaHU3aMa.
JakJie, 1o 1958. roguHe JyrociaBuyja je MoCcTUI/Ia KOHBEPTHOUIHOCT Ba-
JIyTe 3aje/JHO ca OCTaJIUM 3allaZJHOeBPOIICKUM 3eMJ/baMa, IITO je 610 jesiaH
0J1 MOTHBaA 3a ycnocTassbatbe EIIY kao opranusanuje.
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