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FOREIGN ECONCHMIC PEIATICHS IN WARTIME

10 June 1949

GENERAL HOLNAN: In a war effort our country will me cpmmitited
to the utilization of its totasl nationzl resources. These resources may
be effectively utilized in two ways: to meet cur own urgent wartime needs
anc for the assistance of cur friends and allies, But economic assistance
is no*t a cne-way sireet. There will be deficiencies in our own wartime
econonmy which must be supplied from resourczs generated abroad, So the
formulation of any mutual economic assistance program betwsen friendly
nations is z metter tc which it may be well for us to give close considera-
tion in our study of econcmic mobilization.

We are privileged this morning tc have with us the Honorable
Christian A. Herter, Yember of Cougress from Massachusetts, Mr., Herter's
distinguished career in the publiec service began in 1915, when he received
an assignment as attache to the hherican awbassy in Bcrline. He has served
in the State Department; in tiae Devariment of Commerce, under Mr, Hoover;
in thc Massachuseits Legislature; and as a Merber of Cengress since 1943.
As head of a spoeial congrassional commitiee he has recoived national
acclaim for his effords te bring closcr o the American public an under-
standing of the Eurcopean economic problems, In lizy of this year he
received the Captain Dollar award for "distinguished contribution to the
advancement of American foreign trade.”

It is 2 great privilege te welcome t¢ this platform Mr, Herter,
who will address the combined colleges on the subject of "Forelgn Scononie
Relations in a TMuture Ewergoney." . Herter,

R, MERTER: T am very grateful to you, General, for bthat kind
introduction. '

First let me sy that as T appreach this assigament you have given
me, I do so with very groat humility. T don't pretend o be an expert ab
2ll in this fiecld., 1T hove some roservations parvicularly in regard to
the wording of the assignmen®, the last tvo sentences of which I think I
ovght to read to you, "This lecturs will include z discuesion of the
problems and difficultics encountered in adjusting the requirements of
foreign nations and the ability of the Federzl Government as presently
constituted to cope with the problem during a period of nationzl emergency.
The spoaker will alse present tho messurcs that he considers necesszry o
insure a fairly coordinated and integrstced program during war.®

Chviously, Yo discuss that subject ai all requircs 2 great wany
assumptions. At least for the sake of what I hove to say I cannot go
into the field in which you cre cxperts, thot of predieting the course of
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a future war. I haven't the vagnest idea how long it might last. I have
some 1dea with regerd to potential encmics, I hoven'!s the faintest idea
whethor the type of warfare to wivdch we have become accustomod in the
last two wars would be involved; nomely, that whish can bo brought to a
conclusion only by the use of land foress operating cver large land
massese I that assumption is = corrcct one, if it fair to assume that

a war is likely to be of censiderable duration, let us say, three, four,
or five years, & war in which wo have to mcbilize all our-dorestic
rescurces -in order to carry it to o succcssful conclusion, then I think
we can begin to take a lock et our foreign economic problems based some-

-

‘what on the cxperience of the last wors and begin g projection, if you

‘like, with respect to scme of the factors ﬁhét will come into those

" foréign rclations,

The subjeet divides itsclf into five rough grouvs. The first
has to do with strotegic matcrials, the sceond with pre-emptive buying,
the {third with purchasces to meintzin friondiy cconomies and friendly
governments, the fourth wriih sulling to thusz friendly governments and
friendly countrics, and the fifth with rcsiriciions nccosszry to
coordinave ocur wiar cffort with that of our alliss.

In thce matter of strategic materinls I am assuming that all of
you are more or less familiar with the matberials which are essentizl in
our industrial production te moke our wor potential as offective as
poszibles Bub T would like to rezd a few figures from a2 pardt of the
report that we made when The Sclect Committee on Foreign Aid came back
from Europss This committce was instructed by the Cengrsss to study not
clone the problems of foreign £id but ulso the rescurces that arc avoil-
eble to the United States and the droim on our resources that might come
as a result of Toreign aide '

In conjunction with that study, e hod sone of our bsst mining
men nake an estimate with respoet to those strotegic moterials that
might be of ths utrnst importence in the funciloning of £ war cconony
and, in many cases also, o poccehime econormy. In the report they made
an estimate as to the continuing available reoacurces of cormercial grade
and cormercial price in the ™ited Stctes. Thedr figures indicate the
muber of years of supply of the fcllowing matorialss” one, chromitey”
two, mangancsc; thres, asbestos; threc, wercury; four, antimony; four,
copper; four tungsten; seven, vanadiun; nine, grade L bouxite; 12 lead;
16, eadmiumy 18, petroleum; and 18, zince

Obvicusly those figurcs wore bosed on the commercislly lmovn
deposits thot were availoble, There hove beon discoveries made since
that time. Aldso, those figures car be shodad from the polint of view
of readjusting cur industrial cquipment to teke care of lower-grode ores,
beceause 21l of these figures can be cxprnded considerably if you usc
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lower-grade ores. There are,hovever, other zroups of materisls that are
not rvailable to ws at all, particularly industrial diamonds, flake

rapkite, guurtz crystels, and similar vroducts, for which we are
nﬂturﬂlly dependent upcn ovarssas sources.

- In this same very brief study, there vas some diseussion as to the
pessibility of rezdiusting our cconomic processcs and cur industricl
processes so that in the event of ar emergency we could make use of
substitutes wherc it was not possible 4o kecsp on hend or acguire an ample
supply of some of thesc strntegic materisls, Ve found that in the free
enterprisc econory which we hove in our country it is o vevy-diﬁ”*cult
and very clunsy thing to usc substitutes auring 2 period of omeorgency.

In Germary it was different. The Germens during the scven years
rreceding the outbreak of war had boon werking very dlllgrntlj on the
use of substitutes throuvghout their ontire econhmy_f* ing that a
blockade would be instituted 2t the beginnming of any war and that many
materizls from the oubside world would conscquently be unavailable.  They
viere able to do this because of thoir plammed ceenery, becouse of the
nolitical systom that had besu insti tut“d in 1933 =nd vwhich onerated from
then on. ‘

Such a system is nobt very adaptnble to our ovm form of ceonorny
wnless you gentlonen will take over the country immedintoly in cesc of an
cnergeney and will have unlimited rosources and power over our incustrinl
plonts at the outset. For instance, there would hnve to be huge prepara-
tivrs for the conversicn of coal to oil, for the use of lower-grade
materinls of one kind or ansthor in »lacec of the highor grzades o which

our 11dustr1ul equipment is adapted, and so on. As this does not appear
practical, centimuing supplics of criticnl maverinls beeome of very vital
impcrtance.

Wearly 21l of thos
distances from cur ovn sh
ability to us onc becemes
shipping would be ave ilable in orwer to lFW‘“t tb‘o- rarr moterials or
concenbrates or finishced products from othier ccuntrics. That is a2 matter
of pure speculation. Ve naturally hove the problem of continuing our
rerchant marines You, in the study that vou hove becn making, undoubtedly
‘have figured very closely as to hovr 1LQH tonnegs you ore n01np to necd

(=)

to move human bzings from one cortinent to another, again assuaing that
we vlay the rolce of having tc send a very large nhpudi ionary force over-
scas and having to supply it somovhore on the shores of Eurose or Asine
Shipping has zlways been a very limiting factor in werbime and in sone
cases o controlling facter. There again all I coan de is to assune for
the moment that thore will be smole shipping te go to any ccrner of the
carth and oring thosc materials brclk t6 the bnlt*d States. Bub thot is
oly ong phasc of the ~ver-all nrcblcms

matorials ore found n% very considerable
. TFure again, to discuss their avail-
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The mext phase is one that to my mind deals with the most
important faet in connection with cur entire foreign relations in a

period of war; that is, money as such has very limited value, During

the last war cver and over sgain we paid foreign countries: or foreign
producers for strategic materiols, essential war materials, in money
which in turn ceuld not be converted into consumer goods. So the dollars
s such had a very limited value., In view of this limited value, the
problem at once arcse as to the extent to which we should be required to
redeen those dollars in terms of goods produced oub of our civilian econonmy
in this country, sc as to give the dellers real purchasing power, Most of
these critical materizls that T am speaking about are found in the Hiddle
Bast or Southeast Asiz or in South America or in British dominions or
colonies. In nearly every case the haul is a very long one. In nearly
every case the guestion of purchasing these materizls is one of consider-
able difficulty when the problems of what to give in exchange is taken
into consideration.

I shovld have menticned at the beginning that I believe there is
anothor assumption that bes to be mode ir comnechtion with the discussion
of this problen; that the mechanisms of the United Nations function so
that in effect we should not have any neutrals in the event of anciler
war. That assumptlon is cne on which I keep iy fingers crossed, because
I am not that much of an optimist., I think it is an assumption that 211
of us have beern going one Uy guess is that, regardless of the obligztions
thet may have been undertaken in connection with the United Mations,
neutrzlity wey still be found in anotker wer. The minute a2 nation begins
to purchase from neutrals rather than alliss, the problems become very
complicatcd,

Ict me eite 2 few examples, beginning perhaps with the most
difficult nroblem we have %odar in desling with both political govermments
and institutions. That is the guestion of oils. You no doubt have studied
the preblem of oil in groat detszil, but T do not know whether you have
gone into the peliticel implications that make the oil problem a very,
very difficult cnec,

Today there are two srias, 25 you know, outside of the United
Stetes that arc preducing vost quantitizss of oil and vhich zre capable
of very much greater production., One is Venoczuel: and the other is the
Middle Bast. The cconemy of Venesucle is completely dependent on oil.
The taxes that are levicd or the production and oxport of oil rcyrescnt,
in effect, the only taxes that there are in the ontire nation. They run
the entire economy and the entire governmsnt of that nation. Thercfore
Venezucla is obviously cempletely dependent in its internal structure on
continuation of the cxport of oll. In the Middle East cach econorny is
boecoming more and more depcndent on o scrizs of royolties which the larse
oil companics are poying for extraciing ¢ile %Yhese royoliies nre expectced
to incrcnscs The Jotcst conesssion that hat heen grented calls for double




the royaltics that cre being paid by the Anglo-Arcbian Comparny and some
of the other developers of Middle Ezst oil.

‘Obviously the shipment of that cil is again dependent on the
tanker picture 'and the protection of tankers. Wa could undoubtedly take
care of our cwn domestic riccds, if rotioned, from our own domesiic pro-
duction, But certeinly the rcst of the world would be dependunt on the

production from these other scurees.

At this moment the production that is in Americen hands in both
Venezuela and the Liddls Eost is being seriously curtailed, lorgely
beeause of domestic political eonsiderations in this conntry; The large
companics that arc the principel holders of concessions in those two
arcas could ship oil intec this country and market it a grent decl below
the current market prices in the United States. If they do sc~-and they
could do so very profitably--they would at cnecs be sttacked nnd settacked
very bitterly by 21l the independent producers in the United States. The
independent producers weould telk about 2 menopoly being seb up and would
say thot through the ilmportation of Venezuelan oil we were destroving
their business beeause they con cperate enly ot 2 great deal higher level
of prices than that which sould still be pessibleo for the large concerns.
As a result, the larger concerns are holding off on their imports teday.
They are practically carrying the independents by maintaining a high-price
structure for oil.

At the same time that policy is very definitely cncouraging the
depletion of our ovm reserves. Jt presents a very difficult and very
knotty problem, becnuse, as you know, we are conbinually drilling o
tremendous muber of wells and using very large emcunts of steel for that
purpose, CQur production per well or per hole is infinitesbmal cormared
with the Middle Zast operatlcen, Last year, as I reczll it, the 115 wells
that were drilled in the Middle Fast produced proven reserves running
about ten tines as groat as the now rescrves that we opened with nearly
30,000 new wells,

I cite that only in connection with the followring oroblomsd

If in wartime we should fecl that wo cannot import Vonezuelan oil, for
exorple, we will et oree hove the very inmportant vsycholosical droblem
zs o what to do with Vénezuela, vhich would be foeod with the collapse
of hor internal econemyes Therco would be tremendous uncrol:yrcnt’;rd
tremendovs wnrest in Venezucla, There would be 2 potential aange » vhich
to ry mind is the most to be fearcd rotontial in tho ovent of the next
war, of discovering that arca, which we consider te be a friendly zone,
being bered into frow within and being tipped over %o the Comrmnist side.




Tin is anotaer example, Tin is & pratty iImportant Toctor for
the operation of any arny. - Those of you whe hiave been opening tin cans
in two wors renlize how vital a facter it is. Our tin stockpiling
operations have moved very slowly, to say tihe least, Tin is cbtained
fron three areas—-fromw lnloya, Indonesis, and in an inferiecr grade fron
Bolivias, Put again those countriss are o tremendous distance oway and
their economics ore dependent to o very grect extent on tin. Certainly
Boliviat's is, The Ixiayen Peninsula is dependont on tin and rubber; and
Irdenesia is dependent upon tin, rubber, rice, sugar, and & very few
other corsmodities.

e rust keep the sea lures open, 25 I sec it. Thet becomes
alnost essentinl, net only from the point of view of carrying stratcegle
mabericls here, but also from the point of view of suvpporting the
ceononiles of the countrics concerned, which are nubt in serious jeopardy
if we do not kecep up the purchases of their rreducts, I could go
thrcugh 2 considerable list of those sirotosice rateriols, but would rathes
go on to the development of some of thesce othor pointse

Noxt we have the question of pra-cuptive buying., Pre-cmptive
buying issomething thich I think has to be worked sut in advance. During
Torld Var I the Unitcd Stotes purchased colossal quantities of Suedish
iren orc thot it nover mode any use of whotsocever, and then had the
devil's own time diswvosing of it vhon the wor was over. The cre was’
murchased solely to kesp iv from getting ints the hands of the eneny.
During World Wor II beoth the Russions and ourselves did o certain amount
of pre-captive buying. The CGermans tried to de it, bub the Germans were
essenbially barred from doing pre-cmpbive buying becouse they were greatl
handicaprned by the fact I menticned o few roments ago, that of being
unable to translate any medium of cxchange with which they could ray into
coods, and veople were unwilling te take currency which could not be tran
lated inde goods, So in that particular opcraticn we had considerable

3 : + I
AGVLNLage over the Gerrans.

Curisusly cenough, since the end of the war, we find a corlain
arount of pre-emptive buying has centinucds The Russians heve done some
pre-enptive buying from the Secandiravian countriss and Finlande They
did that because they vwontod to establish the dependence ef thow countrie
on Russiz and not on the Western Yorld,

Then we come to the guestion of buying cortoin corrmodivics that
we cannot consider sbsolutely critiecsl, but which arc very Limoriont Ior
us to purchose in order to raintain the cconomics of countrics that we
need o kecp friendly and where we do net wont to run She denger of theix
being taken over internally by the Communists. I think that wocl might
be cited o= <o of thossz cormoditiese Faturnlly we hove a trenendous
need for wool. It could almost be put under the heading of critical




materials, There were itremendous decreases of our flocks of sheep

during the war pericd. The movement had already begun prior to the war
because sheep growing was becominz less and less profitable on certain

of cur ranges. But it was very surprising to me to find that we produce
in this country only about one-third of the wool we use, That means

that two-thirds of this commodity has to come from elsewhere in the world.
The most obvions sources are Australiia, some countries of Scuth America,
and South Africa, again all very distant points. They are not only very
distant points, but the commodity is very bulky.

To my mind Australia does not uresent to great = problem {rom the
noint of view of its inbternal econo”", its ovm internal vpclicy. but
when vou are dealing with the South dmerican countries, it is really
important that we should continue their economies st as high a lavel as
we possibly can in spite of the fact thei to accomplish this we may have
to nake some very real sacrifices. Vool is one item where we can make
very recal use of whatever amount e buye It is to ouwr rmtual interest
%o have that trade continuo. :

You can go to the other extreme end take bananas. Certainly no -
one can say that bananas are essential tc us in the ovent of war. Vhen
we are under all sorts of restrictions, bananas are obvicusly not essential,
although they =rc & very pleasant foodstuff, But bananas are a vital -~
element in the economy of some four Central American countries--Iznama,
Guatemala, Hondures, and Costa Ricas. Those  small nations form a belt
right across the Isthmus. If those nations, becauss of serious impair-
ment of their sconomic lliv, should be taken over by the very alert agents
vwho are working vigorcusly there, it would be an extremely serious thing
for us, There agein we have tried to do what we could in past wars. Ve
had great difficulties with the bananz trede during the last wer due to
the shortage of shipping. £ grest many banenas that came vo this country
cane Lo the Gulf ares in 2Ll kinds of scHooncrs, old tubs, and z variety
of other vesscls. Every effort w:as made, however, to maintain that trade
because of 1ts 1mpo**arce to the cconomies of thosec particular countries.

Coffee from Brazil, offec from Puerto Rico, and sugar from Cuba
are other items that arc of t“ﬂn ndous importaonce in the internal econ-~
omies of those countriss

n the For Fast we would hove a very definite responsibility, it
seems Lo me, in lifting the copra and the sugar from the Thilippine Islands,
The Philippines acre sitiing in a very tough snot todays Undoubtedly these
islands will be one of the key areas in any militery operations which we
right have to conduct in thoe Pacific. If anyone teday should say that
the Philippines crc not in danger of foreign cconomic attack, I would
argue with hinm very strenuously, becausc there is a strong Communistic
movement going on in the Philippines at the moment, one which undoubtedly
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would be accentuated to a merked degree in the cvent of our being unable
to maintain the economy of the Islands through contimuing our foreilgn
trade with them.

Finally there is the problem to be faced of what we could give
of cur own suvbstance to our allies, That, I think, is an extremely
difficult guestion to discuss vithout zgein ﬁaklng a mumber of assunmpblons
that are probably unjustified. A tremendous amount would depend on where
we were pubiing our major efiort and the contribution that the other
nations themselves could meke to that efforte 4 grzal deal would depend
on whether or not, taking the continent of Europe s =2n example, we were
engaged in & liberation operation or ongoged in 2 holding cxzeration
sonewherce alongz the Oder or Rhine or scme other point in the conbinent
of Europe; Agoin it would depond on whether or nob owr major efforts were
being made nenr the' hodlt“rr=ne°n, in the Middie Zast, or in some other
scetor of the globe., Therce is no question but what with our tremendous
geonoric strength and trenendous cancelty for preduetion in an all-oud
war in which we can cssune that we will heve allics, e vould again be
dravm on in very 1ﬁrau mensure for a conbribution of a mart of owr pro-
ductive powor.

How to estimate that T wouldn't know. During the last var—-I an
afraid that here I arn f21ling iato the error that I am told militbry men
arc liable to fall 1rto, nanely, that of ithinking of fubure wars in torms

of past wvars; but I know of nothing ¢lsc by which to guldo our thinking
cxecept the cexpericnce of pust wars=<we lost very carly in the game the
productive cadacity of the Lov Couﬂ rics and Fronce. ¥We had to make up
not only that, but we had also to moke un for a tremendous part of the
Britlsh efforte On tep of that we had mnke a contribution to the
Russirns, a very vital contribution, pe thps the contvolling contribution
in the over-all effort so far os the corntinent of Europe is concerneda

In another war I think we would k¢ c2llzd on again for & grent
amWﬂMMmh But in this ¢ lerlqﬂwth through the work that
~you do, you will hnve reachked an agrc“ﬂc“t with thz General Staff and with
these who control the econonles of thess other nations that hove great
productive pewer os to what ench notlen is going te concentraic on and
what éach nation is geing to contribute. This might solve ot loast vart
of the problem, but it won!t solve one ©f the Zroblems thot T want to
emphasize most and onc which we are lc: st concerned with now, which is
the production of eivilian goods nt o time whon cur entire coonoty or the
grenter poart of our coonony has o bo conVQrtod to wortine goods.

I can rccall, both in world War T but mors porticularly in
Vorld ¥ar TI, a vhele scrics of incidents that took ploce thet wore terridbl
headaches to operators of the wor offort and terrible heeodnches tc our
policy makers, Thot vms when nations in control ef some of tho critical
meterials, or sorme of the luxury items if you want te call coffec z luxury
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item-~items of that kind--were insistent on receiving civilian supplies

in return for goods that they shipped to us, They didn't want war goods
in any way, shape, or forms They wanted to keep their people happy. The
pressure that they put on us to export automebiles for one thing, but more
particularly agricultural. equipment—tractors and so on--was tremendous.

I vas at the house of a friend when a telephone call came from
Rio de Janeiro from the then Under Secretary of State, Sumner Welles, who
was in a conference there with some of our Iatin American friends. He
was trying to negotiate the purchese of some very badly needed foodstuffs,
it so happened, from Argentina, Argentina was being very stubborn. He
called up asking if it wouldn't be possible for him to make 2 commitrent
then and there for the delivery of & certain amount of zpgriculitural
machinery to Argentina, He sald he had to get clearance on it right avay.
He was afraid that if he didn't have that avthority by eleven olclock, the
conference would break dovn and we would be in a very bad situation.

Again, that clearance was really tough to get, because wre wore
putting a tremendous burden at that time on the farmers of this country
to produce to the maximum and we were giving thom very fow tools with
- Which to preoduce and wore taking away from them a very lsrpe percentsge
of their manpower., Yaybc some of you can remomber the howls of dnguish
that came from the farmers of this country when they hesrd that agricul-
tural machinery vas being cxported to Argentina that they could have used
on their farms tc replace vartime equipment or to develop lerger acreages.
The. political repercussicns were tremendous,

That tyve of decision does have teo be made., Tt is extromely hard
to know at just what levcl it should be made, because the diplomnts,
vhosce Jjob it is %o keep other nations in as happy 2 frame of mind as
possible, are naturally anxious to get the maximum that thoy can out of
our total preduction in order to acecomplish their gim. On the other hand,
the ones whe arc producing for war in the country end thosc who reguire
egsonvially the ssme type of cquipment or ecivilisn goods bring tromendous
pressures to keep anything from going overscass Thore vwas very little
realization of the importance of some of thet material going overseas.

It is very difficult to strike a balonce that ean really be elfective in
reeting both requirementsa,

That in wy opinion is o most difficult task ond & mest compliezted
onc to lzy ocut in advance, because in decling with the shilting political
machinery in fifty or sixty countrics thet are outside the Russicn orbit
you have a shifting problem, There arc nations which ars pretty solid
from the point of vicw of not wanting to play in the Communist gome ot 21l

tne possiblo exception of Isracl, are fairly irvmne to Corrmunist doetrine.
Cn the other hond, they live under conditions of poverty, under conditions
of discase, and there is 2 very fertile ficld for Corrmunist indoctrination.
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HWe should not deceive ourselves into thinking that Cormunist
indoctrination is not moving very fast in the Middle Bast. The revorts
we have recently received are none too sncourzging. In the Latin American
countriss to the south of us we naturally have very strong church
influence that is working apgainst the Corrmnist doctrines On the other
hand, those of you whe kmow Centrzl and South Amcrica know it is = very
small jurp from seme of those cxisting dictetorships to Cormunist dichator-
shipse. It 1s hard for us at the roment 4o believe that the city couneil
of Rio de Janeiro was Communist & few ycars age, that there is a vory
lorge pereentage of Cormmnists there now, 2nd that the lesislative bodies
in nearly ail those countrics have o protty large Communist reprostntotion,
Everyvhere Corrmnist cctiviltics scize on cconomic dislocation. The lonzer
this economic disloeztion lasts, the greater becomes the danger of revolu-
tion from writhin,

For that reason, gontlemen, it sccrs 4o me thot it is tromemdously
important as a part of the over-zll] phase of any econonmic mebilizaiion
within this country to give some consideration to the minimum regquircments
which have to be met in order to keep the cconomy of other nations, which
are 1iikely to be tipped over tc the Comrunist side, on our side of the
feneces I think it is noive to-assume that rerely becazuss we have paper
derocracies, vapcr allies, now, they will always remzin on cur side in the
event of ancther wor.

Finally, let me just stress agein that in the cvernt of wer, monsy
carnot keep people happy, because roney cannot buy consumer goods ot such
a time, During times of controlled cconomy there is no guarantec that
money can buy the things these ccuntries want. We rust buy these things
through the exchange of civilian goods. That meons that only through the
exchange of goods can we kecp on our side many nations who today are in
real danger of being influencoed adverscly and five years hence ray be in
greater danger of taking the enemyis gide,

COLCNEL METIS: Gentleren, T an sure these of you who have becn
engaged recently in reloting the various elements, controls, and funcitions,
particularly these of you who have beon intercsted in the foreign
econoric relations aspeet of this over-all plan, will have a lot of
questions thet you will want to ask Congressmon Herter at this tine. We
will throw the mceting onen to questions.

I will stert off by asking this: In tho cvent of another crergeoncy
de you think that this over~cll function of zdministering foreimm cecnomic
rolations should be in the Dopartrent of State or sorme other cstablished
ageney of the Government, or do you thirk it should be in an emergoncy
ageney ostaplished to develop the function?

CONGRESSIAN HERTER: I think it would heve to be in an eroergency
agencye It night well be a coordinating group, such as the National
Security Resources Bosrd, which we hove 2ot the present time, representing
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the different denartments of the Govormment. Bub 34 is chvicus that you
are going to have conflicting inter:sts here, You hove cavtein officisls
of the Government today who, theoretically =2t least, 2re laoking out for
key segments of the over-all picturc. The Secrctary of Comorce is
responsible prirarily for the domesiic eormercial intoresta of the country,
elthough at times ke touches on the fercign ficld very def:nitely. The
secretary of Stote noturally has 4o conecern hirself prinerily with the
foreign ficld and hes te be told very definitely wha' the limitations are
within which he can operate, ‘

sSomeone has to balance internal eivilion needs, the ninirmm neods,
with the war requircrmonts, That again 15 & funchion of conrdinating the
operations, It has to be done vrebty close o the cabinet level, although,
as I said, during the last viar bhere vere a great many subordinnte comit-
tees that were dealing with specific cormodities or with specifie indus-
trial processes. o

Thereforz, I think sorethine in the ncturs of a War Produstion
Board mizht agoin have %o beo set up. It depends o lot op how well
prepared we are in advancs., Ve have a great gift of irmprovising when
an emergency comes. Somebimes it gobs us into 2ll “inds of trouble.
I take msre hove from the very type of thing that you are duoing novwe-
trying to spell cut as many unknmm factors as ean beo gpelled ocut in
edvance, so that the machinery will be available to operate very quickly,

WUESTION: Do you think that the present orzanization of ECA
could be cffeevively uvsed as the basis of this erergoncy wartine
organization?

CONGRESSMAN MERTOR: I wouldn?t know. I would have scme doubts
about it, The ECA crgonization is = eorparctively smell organizatione
Not that a smrll orgarizetion ean't functisn effcebively, but it has only
&dout 850 people in Burove, I think, and approximately the same nurber,
800, in Washington, I% is dealing with » lot of proplzms where in effect
it is doing a screcning job for other coundtries - It touiches only sixteen
countriess I think the toughest problem we-heve %o doal with ot present
is China, That problem just arcse reezntly, but other sroblems are
continucusly arising. We have to think clso sbout Incoresia, Southeastern
Asia, India, end the ¥iddlc Baste These arc very lorge areas nol covered
by the ECA orgonization, I think vou wenld have to pob other personnel
to cover those arcas. Alsc I think that the TCA is in no way trained
from the peint of view of -ur cwn dorostic nilitory requircments and would
requirs entirely new indsctrinotion %o be effective. :

o ot

QUESTION: ¥r. Congrossman, you menticned that during World War T
We vere able tc deny the Gormans cerbtoin eritical raterisls which were
neadeds Do you fzel that todry during peacetinme wo could deny to the
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Sovict Union certein strategic moterizls that they need by carrying out
this program of orceemptive buying in Indonesia, for instuance, in things
Llikc rubber, tin, copper, and so forth? Do you feel thot there is a
possibility of putting it inte effect teday?

COHGRESSMAN HERTZR: I think you hove brought up a very vital
probleme The success of ZCA in the last fifteen months in increasing
the productivity of Burcpe has very cbvicusly brought up the whole
questicn of marketing. We are all hoping the rrocuctivity of Japan and
Gerpany can be brousht tec & point where thrcugh their overseas scles
they will no longer centinue to be & very hcavy burden cn the American
toxpeyer. There are realliy ornly three nrcas in the world whore they can
find markets for their goodse In Great Britain peridicularly, and certcinly
in the Low Countries, Italy, Germany, and Japen, there is one identical
fundomental problem that we have to keep sur oyes on, and that is that
they cannot possibly fued themselves, sco that, in order to kesp their
poople alive, they have no zlicrmative but to sc¢ll thoir geeds in some
rarket which in turn will <ive ther foodstuffs for the preducts of their
labor, That means that they have to do everything they con to get these
markets in order o keop themselves alive, =nd already the competition
is beginning to be touch,

- One of the places where they can sell their goods is the United
States, where any incrcase in the sale of foreign goods during this
declining phase of ouvr econcry will obviously cousc trermendeous political
howls of cne kind or ancther. Another alternative is to go into the

tin Amorican field, intc South Africs, and into the Australian ficld.
But these are fields vwhere we in the last fouw years have been trying not
only to regoin through the sole of civilian zoods scme of the dollars
that couldn!t be spent during the wor veriod, but sre also filling
morkets that were vacated by the Japanese and Gerrans, Everybody is
trying to get inte these merkets cnd toke them away from the United Statesa
That produces repercussicns boeause of the very sharply declining foreign
trade of the United Stctes,

The only cbher place where they con secll their goods is Russia
and the satellitc countries, Today I think you have not only the ECA
people bulb rest of those who are decling with the vroblem soying that
Russia is thie place %o sell those things. There in my opinien you have
a very debatable point., There is no dovbt n proat rmarket in Russia ond
the sobellite countrics for these consumer gosds in exchange for grain,
timber, coal, and various other things.

Todey we nre at a disadvontoge ccnpared to Russia from thz point
of view of eritical materiolse Ve hove been getting mongenese and chrome
from Russia, They arc begimning tc cut down on us to keep us fron having
those materinls ot the present tinme, so that they can use our shertage of
them as a trading point for getting the kind of industrial machinery and
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other things that they need. Thus Russio nhas inersascd its zdvantage
very rapidly. You will find a scrious development of thet in Asia,

The British and some of the other couniries are cocnvinced tnzt, whother
thcy want to or not, they will have tn do business vith Cormmunist Chinc
and that the sooner they degin snd the ¢ar"br velume of it they geb the
bﬁttcr off they Wlll bG.

So you have 4o balance the questisn of increasing the war
potonti"l of Comrmnist arcas with the question of what should be done to
maintain the pr“duct1v1ty of the ECA countries and to help build up the
otnc; motionse There is cne alternaiive., Thoat is the auestion of
-_whcther ts develop underdeveloned arcns znd croobe new morksts. This is
o fairly slow and continuing process, one which cannot meet the emergency
thhu we arc going te bo faced with in twoe years from now, o
I can citc one story that moreqy shows the political disposition.
The cther day thrce manufacturcrs of textile machinery come to Weshington.
A1l three were from New Znglands They woere Lit to be tied because for
many years thcey have becn furnlshing Scuth Awmerica with textile machincrys
when suddenly therc -arrived in Rio a wissicn of Japanesc headed by a
number of Jap machincry rmnufscturers whe were of fering Japarese toxbile
machinery at 40 percont below the pricc that we cculd deliver it from here
‘Those Japanese textile machinery marufansturers had ccp*ﬁd the American
machincry bit by bit, paying nothing for patonts; paying noshing for
_ conyrights, and in somc cases actually c:o::y:a.n’v the imprint of the nane
of thé manufacturer on the machinery.

The Anerican narmfoctursrs teok the matter up with ~ur government
officinls and were told that th authorities in Japan had d issued a direc-
tive to get Japan on as near 2 self-sufficient btasis as possible as soon as
possible throuch selling Japnneqe goods to world mnrksts. Japopl!s normal
markots in Asia ore gonee IU has to sell somewhkere. It has to sell its
products.  Jdapan hes bo dnport forde Thet is our respensibility,
obvicuslye. As between thess c"tflmcUing interests thcre is net much
coordination.

I think you are poin e sec the sanme thing happen with German
goods very soons You sre corbainly soing teo find it happon, ond are now
finding it happening, with British and Fronch szoods, Belgian g o:ds, and
Dutch goodse It ig goding te be 2 very acute preblem thot we mizat just
as well lock in the eye. Someone is soing o hrwe to nzke ‘hat major
decision, whether to let these countries exchange commoditics with Russia
~and the satellite cdunurles ~r let thom morlwu their goods in Scath

,mer:.c

COLONEL NELIS: What answer was given to thu renufacturers in that
situation? '
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CONGRESSHAN HERTZR: They got no comfort at 211 except that the
army promised that it would try to get the copyrishts and patents pro-
tected in Japan in the future, '

QUESTION: Asswring thot irn o wer emergeoncy we have ot least
trd emergency organizations, one charged with handling foreign ccoromic
relations and the cother chargzed with develeping our naticnel procurernent
pclicy, which of these twe bedles in your opinion would have prlnMry
interest in offshore requirements?

CONGRESSMAN HERTER: I would suess that it would be the crgoniza-
tion charged with handling foreign oconondic relaticns that weuld probably
wnve to carry out the mechanies of offshore requirements, But obvicusly,
the precurcrent requirements would have te be figured by an orgenization
which is responsible prinorily for domestic ruqulrorcnus. In other words,
that organization would have te come up with the list of requirenents and
then turn it over te another crgonization to sec whot it could do with the
liste The second orzanization in which obviously there would .be people
responsible vrimerily for the foreisn field, would have to rake decisicns
such as vhat they could get, how they coulu get it, and what types of
sacrifices would have to be made in order to rmot it.

The last 1s the nest difficult thing. You just cannct gt this
chreme or whatever it may be from Turkey or anywhere elsc unless you can -~
agsure the Turks or the other people that they in turn will be given this,
that, or the other thing--whatever it may be. Thern somebody will have to
balonee up those factors and decide whether it is te be done. And we
would hove to hove centinuous interlecking in the two crgonizations,
continuons exchange of information, assuming, of course, that you have
o orgenizations, with another centralized group ot the head of the
W’hOlG, 'thlngo v

QUESTICN: Congressmen, sutpocsc we run into o sitwation siviler
to the one you described in re-ord wo arzenting thit we hed during the
lost war, where we found it impossible to sunply that country with the
geods it required, 4ssuning that cortein enuntrics vwould nod enter into
an agreenent with us, whet would be the advisability of using a bleckade
to proevent them from joining hands with the enery, thereby denying the
enery adsess %o bdheir goods:

“  CONGRESSMLN HERTER: That is always an cxbrerdty Shat cne con
go to, but it dozsn't solve tho primcry probleme The prcblem,inAtbn cose
of srgentinn wns that we wore s ﬁﬂlyln the British with o ccheidercble
part of thedr materials and all of their necot, all except that which was
domestically produced. We had te get the meat from Argentina. The minute
you say to the drgentineans, "You 2re zoing to get no rorc eivilian
goods," they say, "all right; you arc geing to et no more meat." Then
you can put on 2 bleckade to keup then fron trading with others. They
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don't care particularly about the blockade, but they do care about the
loss of their trade. In the meanwhile where are you poing to get the
meat o supply the British? ’That is the difficulty. You will have the
British on youwr neck morning, noon, and night, saying: "Fer the love of
Pete, do something. Give these people something to keep them hapry. Ve
need this meat. Give them what they want out of your raticn cards if
necessary.m -

You are immediately faced with these very unpleasant alternatives,
and they are real alternatives during a war period. The British will say:
"0.Ke Don't do any business with Argentina. Don't give it anything. But
give us some of your supply of meat. You divvy with us and give us'a
part. We would be delighted to have you do that to Argentina if we can
have some meat. We have turned our entire gconomy %o war purposes. You
are still operating some of your civilian economy. Give a little of it
to Argentina and then give uws our meat.” .- ‘

QUESTION: I would like to ask a question going bacik to the subject
~of oil that you tallked about, Of course, oil is just one of these items
that we are using up in the United States., What 1s the chance of bring-
ing in these materials from other countries and conserving our own
supplies? ‘

: CONGRESSIAN HERTER: That is one of the biggest political problems
that we have, It alwvays comes up in connection with stockpiling opera-
tions, After any war a large part of our stockpiling should be done
through purchases from overseas. Ve shouldn' constantly be depleting
our own resources any more than necessary, Our commercizl requirements
for all thess eritical materials are very great. We don't want to deplete
them any more than we can nelpe

Cniy recently, 23 you kndr, the nrices of lead and copper have
becn going down quite materiallye. There have bsen very large lcad
devclopments in Africz and also in the Yukon. Companies such as General
Lead send representatives to Washington who say: M"ihy are you spending
ECA funds and other funds to develop lead in foreign countries? We can
get lead in our own couniry ncw. PFlease take our lead. (Je are enbitled
to keep our full production going. Tske our lead before you go overseas."

There at once you run into a head-on collision betwesn the
domestic preducers and the conscrvetionists, The domestie producers would
ather have us keop & lot of marginel mines going in this country than to
bring the material from Peru, the Belgian Congo, and some other places,
There you have a continuous conflict. I don't think you can ever solve

the problem until the Emerican pecplc become very conscious of our
dwindling supplics and the very rcal danger that lies in these dwindling
supplies, particulszrly in the metals fleld, It is true in the iron ore
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field. Or tzkec mangnnese as an example. We have large guantities of
terribly low-grade mangenesc in Minnesota. The domestic people say,
"Instead of importing mangsnese from Russia and Brazil, let us develop
this low-grade stuff." Bubt it is very uncconomical to hondle. '

S0 you have this conflict betwecn the opposing political forcos
going on all the timc. You never can adopt a really effeciive policy
until the people of this country give the politicians sufficicnt backing
to say: Mo, Wo arce geing to hold some of ovr production in reserve for
the national good, gven though we nmay hmrh individual companies in doing
s0," - In 0il we have probaply the most drametic cexample of any of the
corrodivies vhere we need to do that. Iron orc is another and therg are
a number of other scarece meteorials, '

COLCMEL NEIS: VWhat is being donc to zequaint the American public
with this particular problem that you mentioned?

© CONCRESSMAN HERTEZ: T know of no organized effort. Of course,
we are waking some steps to acgueint then with our dwindling resources.
Sore people say thasc sicps arc being overdone, The excuse is also given
thot we will surely be aoble to find plenty of theose things within our om
borders if we only spend morc money in geolegicnl sxploration and so one
Bock in the days of Gifford Pinchobt ond Theodore Rooscvelt; I think we
had a geod meny conservabicnists in the country, but today we ssenr %o
have very fow. Ve hoar something about conservetion of our timber re-
sources, about reforesiotion, but very 1ittle aboubt the conservation of
our minerals,

QUESTIONs During the last war nest of the ceonomice warfare:
battles took pleca in neutral countries--Swedon, Switzerland, Spain, and
Portugal., You szaid we did that rotber badly, took things for vwhich we
hod no use, We can assune that e will have thoat type of zctivity in a
future war, becouse of the difficuliy of scme of these naticns remaining

“neutral, I believe irn yeur tolk you refierred to thot and said you
expected sonme of them to be neubral. I wonder if you would develop bhat
point 2 little nore.

CONGRGSSHAN HERTZRs Thether or not thoere will be any neutrals in
another war is purely o mottor of econorics. Theorctiezlly it should not
be, Theoretically they all would heve to tzke sides ons way or the other.
On the other hand, as a fagtual motter it is very touzh for us to tell
people in the countries bordering on the satellites or bordering on
Russia that they have to declarc wor on Russia, vwhen we know that that
will mean protecting them, a2nd when they know we connot protect then or
help them in sny woy ot all. '
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It all comes down to the bare fact that countries like Burma,
China, Indonesia, the Philippines, couniries of that kind, will say:
"You want us to declare war. O, K. What are you going to do to protect
us? Are you going to send your Navy to protect us? Do you guarantee to
keep our shipping going? Do you guarantee to take all our products if we
go to war? Obviously we have to have some guarantee on some of those
things. Ve can't just stick our necks out and get then chopped off." So
I am a li%ttle skeptical as to whether in this phase of the war thnere
wouldn!t be some neutrals.

COLOKEL NEISt Do you feel that from the standpeint of legisla-
tion or the war powers of the President we are adequately implemented to
ageressively pursue these activities, or do you think that additional
legiglation is indicated?

CONGRESSHAN BERTER: I don't know whether additional legislation
i1s indicatzd, The President inevitably in the event of the outbreak of
war or the imminence of war would be given almost unliimited powers, as
he always has been, I say "unlimited powers." They have to be nearly
unlimited for the effective operation of a national effort such as we
would be called on to make., But you just cantt wait until the outbreak
and zive those powers to him then., That would be a luxury you cantt
afford at this time. So while I see some danger in a comnlstely
regimented economy under a single control, I think it muest be previded
for in advance and sc sct up that it can immediately be put intc opera-
tion when an emergency arises.

GENEPAL HOIMAK: Congressman Rerter, you have certainly given
us a very interesting and comprehensive discussion this morning cn
foreign economic relaticns, For the Industrial Oollege and the National
War College I would likec to say that we are deeply grateful to you. Some
of the things which you have told us this morning we will remember for a
great many dayse Thank yous

(22 July 1949--250)53.
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