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GENERAL McKINLEY:

' Gentlemen, this morning we are particularly fortunate .in hav1nf with
‘us Ir, William C, Foster, whe is the Under Secretary of. Comuerce. -

Mr, Foster in World War II, in addition to acting in numerous advisory
capacities of an official nature, held several important operating positicns
in the Var Department. He was Director of the Purchase Division,'ﬂrmy
Service Forces; ‘Special Representative of the Under oecretary of War on
Procurement, Army Air Forces; Assistant Director of lateriel for the Army
Service Forces; and so forth, For his services he was awarced the United
States i'edal of lerit and the War Department Commendation for exceptional
civilian service. The subject of his oweecn this morning is "Prewar Fconomic
Relatlonshlnb and thé Tran51tlon to Mar, M

I take great pleasure indeed in introducing lr. "illiam C, Foster.
IR, FOSTER:
Thank you very much, General cklnlev.

This is in a sense a return to old haunts, although in a new place,
I did talk on several occaslons, as General l'cKinley knows, to what used
to'be called the Army Industrial Colleze, Even so, we did have the
pleasure at thrat time of seeing a number of Ha avy officers. THis morning,
Just to make it a little different, there is my own appearance, and T
brought along to act as aides two MNavy men. ‘ o .

T am very glad to come back here, As the ueneral knows, I have had
a very keen interest in this job you are all engaged in, and therefore it
is a real opportunity for me to come back. I hope I can contribute to your—-
I won't say education because I can't contribute much to that--but T can
perhaps give you some informaticn which we have in the Department and which
might interest you in your capacities here. As I look around, I.see a great
many familiar faces that were with me in the Army, and I am nga to see
them here also

A review of the eccnomic and political foreign policy of the United
States during the period between the two world wars, and a study of the
series of steps short of war by which we aided the Allied Natlons prior to
Pearl, Harbor, provvdeo us with a number of lessons of great current signifi-
cance. The importance of the lessons to be learnea grows cut of the present
world situation. )
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It is obvious to anyone whose judgmenf is not obscured by strong
personal prejudices that a great contest is now going on all over the
world between the Soviet and Vestern systems of life. The United States
stands as the keystone of the Western system today. Her pOthical pover
is the direct result of her economic nower,

Even during this past war, when the capital equipment of most nations
of the world suffered heavy damage, we escaped unscarred, and in fact were
able to increase our productivity by almost 60 percent. 4s a result, we
are now not only the most productive nation on earth, bubt we are the mejor
source of relief supplies and credit for reconstruction,

In addition to our economic preeminence we are the champion of the
Free Society., 'le stand for the maximum degree of 1nd1v1dual choice in all
the affairs of lLfe, : .

Our individual political and legal f eedoms have tbelr economic counter—
parts. Our industry and agriculture have developed in a political environ-
ment of freedom. Throughout our history, we have held to the principle
that government should interfere in the private conduct of business only
where the public interest clearly required it. Cur businesses, like our

~individual citizens, have not been subservient to the state.

‘e believe that many of the blessings we now enjoy, as well as our
material well being, have grovin out of this froe scciety, and we are
determined to preserve it.

However, in a world that shows many distrubing signs of moving toward
totalitarianism, the ideals and principles to which we hold may be a
little dangerous. In some situations they mey turn out to be rather costly.

have 'several characteristics.
cal decisions are speedéed up by
ion. Individuals do not control

In the short run, totalitarian statess
which might be called "advantages." Politi
the simple process of outlawing the opposit
the State; they are the servants of i
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Business enterprises exist as adjuncts of the State. They are
instruments for the execution of State policy. Instead of individual
decisions by private organizations, governmental decisions based on naticnal

. goals determine the course of economic activity. Resources are allocated
by decree, -The government determines what and how much shall be produced.
Private consumers are obliged to accept wnataver supn»lies happen to be
available.

The difference oetween our system and the other is significant., The
technology, the industry, and the manpower of the totalitarisn state are
continuously under governmental control, They are immediately avullaule
in the event of war or even the preparation for war.
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Democratic countries are not in the habit of running the intimate
details of the lives and the businesses of their citizens. Therefore, in
war, the job of mobilizing and coordinating their economies takes precious
time. The governments are not used to it, ‘and the people are not used to
it. :

Totalitarian states thus have an initial mllltarv advantage., In the
light of our recent experience, this initial advantage can be extremely
important, and even decisive., Pearl Harbor crippled our striking power
in the Pacific for many months., To & less determined and less richly
endowed nation, the attack might have been a fatal blow,

"ith the advent of atomic power, jet propulsion, and super long range
bembers,. the advantage to the country which lands the first blow has been
multipllea.

The problem we are faced with, then, is clear. 'We have to maintain
our principles, and not fall into the trap of abandoning our free scciety
in the course of trying to preserve it, But we must develop defenses for
our free society -- so that our peaceful nature and our tolerance cannot
be used against us. Cur system is the hest in the long run; we"now that.
The problem is to overcome a nossible short run disadvantage. (ne means
of attacking the problem is to analyze the pattern of our past actions,
to aole historical data to our current difficulties. I shall réview our
experience for the last thirty years with this purpose in mind.

Following the first World "ar, the position of this nation in world
affairs was fundamentally altcred., This change altered the requirements
Tor our effective naticnal defense.

Until the first war, we could rely with some justification on the
bread oceans which flanked our continent to protect us against a sudden
attack. Bui after 1920, rapid technclogical dsvelopments shrank the
globe and in effect stripped us of some of our insulation against the rest
of the world, Inventions in the field of communications and transportation
brought us closer to the continents of Europe and sia than we had ever
been before.

As inventions caused the world to grow smaller, other factors caused
it to grow more interdepencdent, politically and economically. Indastrial
and commercial developments linked the whole world together more closely
than ever.

One result of this was to make wars difficult to isolate and control,
A spark set loose anywhere was liable to set off & general conflacration.

Another result of the technological change was to place great military
superiority in the hands of the proficient, the sci entlflﬁaxly competent,
and the richly endowed., Industry, civilian werkers, homes, factory buildings,
and even farms became an integral part of the potential war machine., They
therefore became first line targets for attack, Tke line of distinction
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between soldlers and civilians became blurred, The line between military
and non-military production disappeared.

¥hile these developments in technical fields were taking place, other
rather sweeping economic and political changes ocaurred. The interiude from
1919 to 1939 was marked by many restrictive economic practices. The eccnomies
of a number of the major trading nations was severely disrupted by the first
Vorld ¥War, and they resorted almost universally to defensive economic
practices. A variety of new devices for economic protection appeared.
These were in many cases devices for economic aggressicn. Nationalization,
guotas, and special arrangements became common. Vhole econonies passed
under the domination of government.

In the same period, various nations, in order to extricate themsslves
from real or imagined disadvantages in their situﬂtions, launched farth
on totalitarian enterprises, which in some instafnices developed intc national
programs of military conguest. Individual Liberties were more and more
infringed upon. Theories of racism and Statism became more prominent., The
general debasing of the human perscnality accompanied the subjugation of
private business enterprise by the State,

The United States during this time. was having difficulties of its own.
The economic instability which had been troublesome in previocus periods
became first acute and then disastrous in the late 1920's, This had its
effect on the international ecocnomic policies of the c01m*r/ Restrictive
tariffs were raised, and the country made the effort to shut itself off
from the markets of the world,

In the pothica’ field, reveiations of graft and excessive profits in
the first ¥orld "ar, plus a general disillusionment with the fruits which
had been won with the victory aroused pacifist and isclationist sentiments.
These were reflected in our political dealings with other -nations. DBocause
of deep divisions in Arcrica on guestions of internaticnal responsibilities,
our pelicices were at times blundering and at others contradictory.

As the interval botween the wars drew to & close, however, two most
hopeful programs were developed. 1In 1934 Congress passed the first Heciprocal
Trade Agrccments Act. By the time the second viorld War beg gan, we had con-
cluded reciprocal trade agreements with twenty-eight of the major trading
nations, The reciprocal trade agreements had for their purpose the lowering
of barricrs, both tariff and otheorwise, to the movement of trade between
the United States and each of the twenty-sight nations with which they had
been concluded.,

Thz second promising policy launched by the American Government uarlng
this period was the Good hblrkbor policy toward South America, This was
a deliberate effort to fosher the frisndship and support of thoseé nations.
It was 2 reversal of our alieged "dollar diplomacy" and impcrialism for
which ‘we were widely criticized in South America 1.u@r tre turn of the centur
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Hoth these nolicies were in mid-course when everts in furope had
reached a crisis, and the actual outbreak of war occurred,

Between 193¢ and December 7, 1941 the pattern of our foreign trads
was increasingly changed., 4s of 1938, our total foreign trade amounted
to about 3 billion dollara, of which nearly two billion was in exports,
and slightly over a billion was in imports. TWhen the British imrosod thelr
blockade on the Continent with the start of hostilities in 193/, vie lost
virtually our entire market in central Furope and eventually in Cccupied
Scandinavia. Our cxports to the Allied Fations in Eurcpe were mredominantly
of arms, minitions and other war goods. OCur import pattern was changed to
a lesser extent, sincc we traditionally imported chiefly raw materials,
and duoring this time continued to do so in larger quantiites. At the time
of the Pcarl Harbor sttack the volume of our foreign tradc had grown to
more than four billion dollars a year.

As the war in Furope “ontlnubd, we progressively abandoned our position
of absolute neutrality by & series of economic acts which d@plﬂltugv threw

.

at lezst a part of our welght in on the side of the Allied Nations.,

Our first action wss to impose controls over our exports, and to prevent

the outflow of goods to those nations wi+h'wF0' we were not in a state of

war, but toward whom we had adopted whot amounted to a state of belligercncy,
Under the provisions of the Hational DLLCHSO Act of JMuly 2, 1940, the
President was cuthoriszed to recuire licenses feor the wxnort of commodities
from the continental United States, The system of oxport licensecs continually
grew until, at the time of our entry into the war, it cmbraced all commodities

shipved from our ports., The oxport of a sizeable portion of these commodities
was permitted to friendly nations under a Ygencral llcvqge”' but exports of
moqt goods to Axis belligerents were virtually eliminatcd under the provisions

of the export-control uVStum.

Cur next action was the Destroyer Base denl. The Jorman submarine
attack on the supply lines tc the ”Pitﬁd Kingdom durinz the Spring and
Summer of L1940 had teken such a toll that the lUnited States was asked to
extend emergency aid. On August 20, 1940, the President announced the
transfer of fifty over-age destroyers to the United Kingdom in exchange
for 99-year leascs on eiﬁnt naval bascs zituated in British nosssssions in
Newfeundland and the Atlantic Islands. This horsc- tFSulﬂg, antic iD~uOPV
action not OnlY'G%VO Britain =sorcly needed assistance in staying in the
fight, but it made it possible for us tc strungcncn greatly our defenses of
the annrcgchps to the Panama Canal,

In Harch of 1941, w2 went onc step further in extending our help on
a large scalc to the Allicd Fations. The Lend-Lease Act, anproved iarch
11, 1941, anthorized the President to cause any department of government
to nrocure cr te repair defcnse goods for the benefit of any country whose

defense the President desmed vital to the tht(d utwtwu, and to maks such
goods avallaeble by lease, loan, or otherwis Under the provisions of

this Act, billions of dollars worth of arma, equipment, food, and other
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goods necessary to the war eflfort had already been supplied or were moving

to the Allied Mations, including Russia, at the time of our entry 1nto
the war.

Between April and fugust of 1941, we @gr‘a with Canzda to cocperate
in the production of war goods for Bri*ain. e froze the asscts of German
and Ttalian nations in this cauntry. "fe closed all German Consilates,
le forbade American busincss firms teo do busincss with a proclaimed list
of forcign concerns with Axis conncctions. Then, in august, the President
and the British Prime lidnister met on the high scas and anncunced the
Agreement in principle which is now called the Atlantic Cherter, Among
the decisions announced at this mecting was that for continued cconsidce

ollaboraticn between the Unlted Statesand Britaln for the prosecution
of the.war,

The last move was the modification of the Neutrality Act on November

17, 1941, Shortly after the outbreak of war in Burope, the United States
had adopted the Neutrality Act, which forbade the entry of Amcrican national
or ships lnte the.war zone znd nrohibited the extension of credit to
governments in default on thoir indebbtedness to the United States., This
Act, which indicated the strong determination of perhaps a majority of
dmericans toe try to stay out of the war in 1940, had scriously hampered

our efforts to help the Allies. The medification of the Act, in MNovember

of 1941, permitted the extension of crcdit to governments engaged in armed
conflict, abolished the nrohloi tlon ageoinst the entry of our vessels intc
war zones, and permitted the armdng of United 3tates merchant vessels, Unde
the provisions of this TthSCd legislation, tne Unitcd States inaugurated
the practice of convoying mcrchant ships on the high scas.

To borrow a phrase from !r. Wins ton Churchill, tuis for the United

States was "the end of the beginnin-." 7ithin a month the Japanese had
bombed Pearl Harbor znd we were formally and completely at wor.

From our experience in the interwar period and from our efforts to
prepare our defenses this last time, we have learncd a few things which
it will be useful to remember in the futurc.

The whole structure of ocur international political arrangements is
directly a part of any realistic program of national defense. These politic
arrangements can help nrotect us in tWo ways, In thc first ploace, they can
nelp wrevent wars., 4t the close of the fipst Werld Yar, the United States
was unwilling to “oin the Leaguc of Fations., This time, however, we have
not only Jolncd, but have taken leadership in the formotion of the United
Nations. 4n cffective United tions is our greatcst hope for notional
defecnse., For in an atomic age, any war is certain to be o catastronhe for

the victors as well as the loscrs.

In the second place, our political azreemcnts can DTOVldG us with alli
and support in the event that zricther war does occur,
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In the same way, the eccnomic foreign policy of the United States
is an essential element in our program of national dofensc--both as a
form of preventive medicine and as a basic means of strengthening our
ability to fight back in case of an attack.

It is a trulsm to say that political stebility in the werld, and
hence military sscurity, can exist only in conjunction with economic
stability. And at the present time the world 1s perhaps as unstable
GCOHOﬁlCdLlﬁ as it has ever been.

This rccent war destroyed a greater proportion of the productive
power of BEurope and Asla than any catastrophe in history. The pfy31cal
damage to plant and facilities is past computing.

The same prospcct meets the eye everywhers, Iven whers there was
littles devastation, as in the :idddie Epu “and India, the var neverthelcss
gave a spur to the social ferment of baockward yQOp;uS. As a result, we
are now 2 nart of Cne World in which discontent, civil war, and revolution
are the order of the day. People are re-ordering thelr cconomic systoms
and making new or stronger yolitic&l‘u; iances.

For the United 3tates, the cconomic and strotogic meaning of these
developments is reasonably plain.

Thosc countries need our goods and our capital for reconstruction
and development, I we do not offer 1t, if we turn our backs on them,
1t will st rrnpthah the hond of nol1tlcal extremists in those countrics.
Their hostility will be arouscd, Their drift into o competitive political
gpherc will be made more certain., Tensions and instability in the world
will grow greater rather than lees, Cur friends wlll become fewer. Tar
will not only hecome more likely, but cur chances of winning it if it
does hannen i1l grow loss. '

“Therefore, such instrumonts as the HEport-Import Bonk, the Torld
Bank, the Iaternationnl lonetary Fund, and the proposed Internatiornal
Trade Orsanigation are instruments of nationsl defensc on the preventive
level,

In a more direct sense, thest internatiocnal cconomic arrnngements
have a strategic importance for us, also,

- In the first nlace, worid markets for cur cxports will provide us
with putlets for our groltLy epanded productivity, They will contribate
to o high level of busincss activity in the United States, which will have
the effect of improving cconomic conditions and hence political stability
throughout the world., In strict strategic torms, g high level of business
activity is essential to the maintenance of - =killed labor force and ¢
vigorous, progressive technology capable or providing the nation with
superior strength 1n war. In these terms, econowmic de@ruSS7JUo mean that
we have to fizht wars with men whose skills are rusty, and Wlth indastrial
facilities which are obsolescent. Continuous high ievels of business

~1
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activity mean not only diminished probabilities of war, but also greater
fighting strength, greater tcchnolo ~ical proficicncy mnu industrial capacity,
in the event of war,

In the second place, intermationnl cconomic arrangements can ensure
the United Gtates of dependable sources of basic raw materials which are -
essenticl to our whole cconomy. At the present time, this is of especial
irportance to us, .

For the past hundred years, the United States has been mining the
carth of its continent at an unprecedented rate, As a resulit, our rescrves
of minerals and ores are dwindling so fast that we have come to a ncint where
we must ask ourselves how long we can hopc to meintain the kind of industrial
economy we now have, ‘e are becoming dangerously short of lead ~nd zine, for
examp lc and there is doubt right now that wc have enouzh comper to fight
another major war.

A still more urgent problem, from o military ~*“ndooulu, is the fact
that two of our greatest new technological advances dopend unon nudvrials
in which this country is deficient, Atomic power uses 2ge its basic require-
ment elther uranium or thoriam, Tie supplics of this country arc limited
to inadequate deposits of carnotite ore in the Far Vest. To date we have
had to depend on ores from Great Bear Lake in Cannda, the Shinkolowbe
deposits in the Be giam Congo, and on monazite sand from the beaches of
Truvwncore in India.

The jet engine for aircraft requires new alloy stecls capable of
resisting the terrific . internal honts which the jet gencratuo Although
we have plenty of onc of the main alloylng orcs, molybdenum, we arc
completely lacking in the other, cobalt. Indced, we zre badly short of
many of the most esscential CfTJ‘QllOJJﬂU and QOCCL“ll cd mineralgm—-~
chromite, antimony, manganese, nickel, tungsten, and vanadiurm.

It is absolutely vital for our national defense that we have access
to supplics of these materials, Therefors, international political and
ecomonic arrangements which will make it possible to acquire them from
other countries are an integral nart of our security system,

All this adds up to the fact that we cannot afford Lo resort to
isolationist practices, cither in the cconomic or political sphere, if
we assess our defensec needs roalistically.

In addition to these lessons about our international relatlonkhlnb
which we have learned from our experience in the last thirty years, we
have also learned a few things that pertain primsrily to our internal
€CONOMY ,

Internally, nationzl security reduces itsclf to » double edgad
problem. e have to develop deviccs which will enable us to rebain our
cssential freedoms for the the individual and for enterprise, and which
at the same time will enable us to overcome the initial hunilcaps which

-0 -
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cur democratic system impescs in the cvent of an atbtack. I should like
to suggest what I think are some of the more promising of these devicos.

Perhaps as never before, the past war has taught us how completely
interdependent and specialized ocur cconomy is. A breakdown in any part,
in the ceal mines, in the supply of rubber, in the supply of skilled
welders, and the whole machine 1s affected. The complex svstem is kepi
in smooth operation only so long' as our transportation and commuanicaticons
svstens function perfectly, ’

The essentiality of transportation nnd communications is such tha
they must be adequate at all times to accommodate the scvere demands o
2 national emergency. (ur present network of railroads, highways, tclephone
and telegraph lines, pipelines, inland waterways, coastal and Great Lokes
shippineg, radio broadessting facilities, nnd airlines 1s the finest in the
world. 4 first requirement of notional sccurity is that they must never
become obsolescent or imadeguate, '

I have already mentioned the devcloping .snortages in our raw materials
as a factor which places the greatest strategic importance on the character
of our internationnl relations., There ore, however, some steps which we
ourselves can take to minimize our risks on this score. Te can put into
operation more c¢ffective conservation measures to maintain cur reserves
of matural resources for military purposcs. Ve can draw more extensively
on the resources of other nations to sset our needs., By importing a larger
part of our raw matcerinl needs from others, we will hel) them and at the
same time help ocurselves. A program of stockpiling of ussentizl row moterials
is necessary to our national defense, It is my oninion that we have tended to
think in much too narrow terms in our stockpiling programs to date. The
needs of jwar are so immense, that half-way or inadequate offorts to ncet
contingencies may prove to be totally inadeguate for cur own protection.

Industrial strongti is the basis of modern military strongth. But
plant capacity and material resources arc only & part of what makes for

o~

industrial strongth., The vitalizing facters arc efficicncy and ncw invention,

Cur greatest resource in this conncction, I believe, is cur free society
and our private onterprise systom, which by the continuous process of the
exercise of individual initiative will affect ccconomies, develop more
efficient procedures and processes and achicve a better utilization of
resources. In 2 healbthy competitive situation, contimiing research for the
development of new and better nroducts and processes will be carried on,

- However, there are undoubtediy mony lines of research in which govern—
ment assistance is nccessary and where, for na 1 security, it will be
sensible for us to invest government money, The Fanhattan District Project
is of courss, the outstanding exarmple in which private interest and private
funds would have been insufficient to achieve the succoss which was won
except in a muck longer period of time. By the encouragcmeont of new
invention and research through the intelligent nnd selective oxpenciture
of government funds, we can maintain cur techrnological supcriority ang thus
strengthen cur national defense. '

ot

e

o
=




UUW I3\ O Ul Uy o Loy

Th i's nof reasonable to cxpect nrivate conwanl s which are geared
to service a peacetime market to mailntain sufficient standby facilities
in cecrtai in lines to accomodate the needs of the nation 1n_u‘war CMergency.
e have, in times past, of course protected industries through our tariff
system. These ml”ht have been unublc to compete frecly bub.werc essential
for national defense, It is also true that government fufids have financed
many new developments in the aircraft industry, and provided the capital
for new plants during the war which were rmecessary for the production of
armaments and war equipment, I believe we sheuld give thought to the
areas of our industry which are likely to be underdeveloped 1n normal
peacetime operation, a2nd to provide the means for the malntenance of sband-
by facilitie 5 whlch would be ncedod in the cvbntuallt" of wWar,

o
It is generally agreed that‘enterpriSe in the United States should not
be subject in time of peace to overriding control by the government. For
defense purposes, this can moeon that precious time must be lost in switching
our industrial and agriculbursl olant over from uncoatrolled, undirected
production to a situation in wklch national goals and national needs determi

‘the mattern of production, The flrst rcqulronsnt to minimize this aanrﬁr, I

" strong and urowresq1nr and the relationshin botw

belicve, is thabt we must congeive of- the close COOpbruthO relationship
between industry and the govvrnnon+ not as something to be cultivated oniy

after an ercrgency develops, but as- somqﬂhlﬂg to be maintained continuously-
not in the form of compulsory control but in the form of cooperative
intcrehange of information about plans and necds. 1 believe that the
relationship which now exists between the unnaruh&pt of Commerce. ond the
various business advisory groups with whieh it mointains contact can serve
as a model for other government agencies. The industrial advisory groups
with which the armod forces now deal are a similar and equally promising
line of attack,

In summary, then, if we are Lo preserve znd de‘hnd cur democracy we
mist follow policies of internntionalism, mot iso tlﬁrism, in our foreign
economic and political dealings. Herc 2t home we Lust keep oulr ecoron

o1 overnuent and industry

thirty years,

active, These are the lessons of our cxperience in the last

f'ﬂ'l

They must not be PorLottcn. L T
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