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FOZEIGN ECONO~/IC P~,IATIONS IN VIAR.TI]~'.~, 

I0 June !949 

GEh'EP_&L HeLl'AN: In a war effort our cotu~tr7 will be committed 
to the utilization of its total rmtional resources. These resources may 
be effectively utilized in tv~o ways: to meet cur ovm_ urgent wartime needs 
and for the assistance of our friends and allies. But economic assistance 
is not a one-v:ay street. There-aJ.ll be deficiencies in our ova% wartime 
economy which must be supplied from resources generated abroad. So the 
formulation of any mutual economic assistance program bet~i~een friendly 
nations is a matter to ~'hich it may be well for us to give close considera- 
tion in our study of economic mobilization. 

We are privileged this mornim_g to have with us the Honorable 
CDmistian A. Herter, Member of Congress from ~ssachusetts. ~. Herter's 
distinguished career in the "oublic service began in 1916, <~rhen he received 
an assigrnnent as attach~ to i~he American embassy Jm Berlin. He hzs served 
~ the State Department; in the Department of Cormnerce, under Nr. Hoovcr; 
in the Nmssachusetts legislature; and as a Member of Congress since 1943. 
As head of a special con~ressional committee he has received national 
acclaim for his efforts to bring closer to the .<merican public an kuder- 
standing of the European economic problems. In l~y of this year he 
received the C~ptain Dollar a~vard for "distinguished contribution to the 
advancement of American foreign trade." 

° 

It is a great privilege to welcome to this platform }it. Herter, 
~:;ho v~_ll address the combined colleges on the subject of "Foreign -conozmc 
Relations in a Future Emergency." L~. Hotter. 

~ra .... u_ to you, General, for that kind 
introduction. 

First let me say that as I approach t1-z[s assignment you have given 
me, I do so with very great humi!ity. I don't pretend to be an expert at 
all in this field. I have some reservations particularly in regard to 
the wording'of the assig~mnt, the last two sentences of ~::hich I think I 
ought to read to you. "This lecture will include a discu~,sion of the 
problems and difficulties encountered in adjusting the requirements of 
foreign nations and the o "'" of ~bl~ity the Federal Government as presently 
constituted to cope v~th the problem during a period of national emergency. 
The speaker will also present the measures that he considers necessary to 
insure a fairly coordinated and integrated program during ~,mr~" 

Obviously, to discuss that subject at all requires a ,%Teat many 
assumptions. &t least for the sake of ~hat I have to say I caltuot go 
into the field in xvhich you are experts, that of orcclct~k, the course of 
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a future ~,-ar. I h~ven't the vaguest idea how long it might last. I have 
some idea ~_~th regard to potential enemi6so I haven't the fa~z~test idea 
-~ncthcr the type of v~'arfare to v.d~ich ~.'~e bnvc become accustomed in the 
iast tv:o -;:ars would bc involved; namely, that ~rhich can bc brought to a 
conclusion only by the use o£ land forces operating over large land 
masses. If t~t asstLmption is a correct one, if it fair to assume- that 
a war is likely to be of considerable duration, let us say, tDmee, four, 
or five years, a ~%~ar in ~,~hich -,:.'e ha~e to mobilize all our'domest, ic 
resources .in order to carry it to a successful conclusion, then I think 
~-,~e can beg_~ to take a look at our ~o~e~gu~ economic problems based some- 

• ~ :v,'hat on the experience of.the last ~:m.rs and begin a projection , if you 
like, .v.'ith respect to •some of the factors th.~t will come into those 
. foreign relations. 

The subject divides itself" into five rough groups. The first 
has to do ~ith strategic ~%tcrials, the second with pre-emptive buying, 
the third ~,;ith purchases to mc, intaS~, fricndiy economies and friendly 
governments, thc fourth ~...'ith soil~g to these friendly governments and 
friendly cotuutries, and the fifth v,'ith restrictions necessary to 
coordinate our~.~ar effort ~-:ith that of o~r allies. 

In the r~tter of strategic r~tcrials I am assuming that all of 
you are more or less f,?.ziliar ~..rith. the mat~~rials ~,,~hich are essential in 
our ir~dustrial production tc mmke our w~.r potential as effective as 
possible. But I ~','ould like to re~d a few figures from a part of the 
report that~ve ..'~nde ~'~hen The Select Cor~uittee on Foreign Aid came back 
from Europe. This co~.~mittco was instructed by the Congress to study not 
alone the problems of forei~ aid but also the rosetu~cos that arc avail- 
able is the bhited Sts~tes and the drain' on our resources that might come 
as a result of foreign aid° 

Iu conjtunction ~':ith that stud~', ~,.'e had Some of our best mining 
men r.~ake an estJ~wnte with respGct to those strategic m~..tcrials that 
might be of the utmost ~.mportance in th,:~ fungtien~ng of ~ ~'.~ar econoro ~ 
and, ~ rnny cases also, a pec:cetJ_u..e economy, lu the report they rode 
an estimate as to the continuing available resources of cor.~uercial grade 
and co1."~aercial.price in the T.hitod StctGs. Their fi~ires indicate the 
nmmber of years ef supply of the following materials:" one, c.~ontite; 
two, ~nganesc; three, asbestos; t!~rce , r.er~ury; four, ant~.mony; four, 
copper- four tungsten; seven, vanadi~; nine, grad0 A bauxite; 12 lead; 
16, cadmium; 18, pctrolcur~; and 18, zinc. 

: Obviously those figures wcr~ based on the co~.uercially ! - a ~ o ~ m  

deposits that ~:rerc availableo There h~-v<: been discoveries m~do since 
that tir~e. Also, thos~ figures can. bc shaded from thc point of vic~<r 
of readjusting our industrial cquipmcnt to take care of lo~ver-grade ores, 
because all of those figures c.o.n be cxpandcd considerably i£ you usc 
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lo~;zcr-grade ores. There are~ho~ever, othcr groups of m~.tcri~ls that are 
not available to us at all, particularly Ludustrial diamonds, flake 
graphite, quc~rtz crystals, and s~i!ar products, for which wc are 
naturally dependent upon overseas sotu-ccs. 

In this same very brief stuc~y, there ¥.'as some discussion as to the 
~ssibility of reac~ust~ng our economic processes ana our ~zdustrial 
processes so that in the event of an emergency u~e could make use of 
substitutes where it ",~as not possible to keep on hand or acquire an ar, ple 
supply of sor~e of these strategic ~z.tcrials. b'e found that in the free 
enterprise econo,~y ~.:,'hich ~:~e h-..ve in our country it is a vez?" difficult 
~nd very clumsy thing to use substitutes during a period of emergency. 

Zu Germany it was different. The ~er.~ns during the seven years 
preceding the outbreak of -÷.'at had boon vzcrking ve~# diligently on the 
use of substitutes throughout their entire econo~.~v figuring that a 
blockade would bc ~stituted at the be~_rnuing of any war and that ~nny 
.~mtcrials from the outside ~;orid ~-~ould conscqucntly be unavailable. They 
~Tere able to do this because of their p!anncd economy-, because of the 
political system tl~,t had been instituted in 1933 .und ¥.'hich opcratcd from 
then on, 

Such a system is not very adaptnble to our ov.~_, form of cconor.~ 
unless you gentlemen ~;;ill take over the country ir.mcdi~_tely in case of an 
emergency and will have u~.limited resources and po~.'c-," over our industrLul 
plants at the outset. For instance, there would h?ve to be huge prepara- 
tions for the conversion of coal to oil, for the use of lo~.~er-gradc 
matericls of one kind or another in place of the higher gr'~dcs to which 
our industrial equipment is adapted, and so on. As this does not appear 
practical, continuing supplics of critical materials become of very vital 
importance. 

Nearly all of those materials are found o.t very considerable 
distances from our o',',~q shores. There ~gain, to discuss their avail-- 
ability to us one beccr.es i~m~ediately involved in the oroblcm of ~-.~hat 
shipping would b~ available in order to imp::~rt these raT: ~.terials or 
concentrates or finished products from other countries. T1~'b is a ~tter 
of pure speculation. Wc ns~t~rally ~.ve the problem of con-;inuing our 
merchant marine. You, in the study that you In;,'.ve been mak:Lug, undoubtedly 
have figured very closely as to ho~'r m~o~ tonnage you are going to need 
to move htu,~L~n beings from one continent to another, again assuming that 
we play. the role of having• to send a very large expeditiona~T force over- 
seas and having to supply it scr~vhore on the shores of Europe or Asia. 
Sb_ipping has alu'ays been a very limiting factor in wartime and in some 
cases controlling factor. There ~'~ ~ a ~,_n all I can do is to assume for 
the moment that there -~'il~: be ample shipping to go to any .corner of the 
earth and bring these ~:~.tcria!s back t5 the United States. But that is 
only one phase cf the ~vGr-all prcblcm~ 
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The next phase is one that to my mind deals with the most 
important fact in coDmection with our entire foreign relations in a 
period of war; that is, money as such has very limited value. During 
the last war over and over again we paid foreign countries" or foreign 
producers for strategic r~eteria!s~ essential war materials~ in money 
which in turn could not be converted into consumer goods. So the dollars 
as such had a very limited value. In view of this limited value, the 
problem at once arose as to the extent to which ~ve should be required to 
redeem those dollars 5m terms of goods produced out of our civilian economy 
in this country, so as to give the dollars real purchasing p~ero Most of 
these critical materials that I am speaking about are found in the ~iddle 
East Or Southeast Asia or in South America or ~ British do,~_uions or 
colonies, In nearly every case the haul is a very long one. In nearly 
every case the question of purchasing these materials is one of consider- 
able difficulty ~vhen the problems of v, hat to give in exchange is taken 
into consideration. 

I should have " ~" ~ ~ • men~_~.one~ at t~,_~ beginning that I believe there is 
another assumption that has to bc ram.de in com~ection v.~th the discussion 
of this problem; that 'the mceha~_isms of the United Yations function so 
that in effect we should not hays a~ neutrals in the event of another 
war. That assumption is one on ~,:g~ich I keep ~- fL~gers crossed, because 
I am not that much of an opt~.ist. I think" it is an assumption that all 
of us have been going on. I~ guess is that, regardless of the obligations 
that ray have been undertaken in cer~ucction with the United Nations, 
neutrality may still be found in another ~.,~ar. The minute a nation begins 
to purchase from neutrals rather than allies, the problems become vet 7 
compiicatcd° 

Let me cite a few ~ examples, begi_~nin{ perhaps with the most 
difficult problem we have today in de,-",!ing with both poiiti~zl governments 
and Lnstitutions. Tb~t is the question of oil. You no doubt have studied 
the problem of oil in ~-cat detail, but I do not kno~,~- whether you have 
gone into the political implications thzt make the oil problem a very, 
very difficult one. 

Today there are t~'o ~rc<:.s, zs you !~ow, outside of the United 
States that arc producing vast quantities of oil and which arc capable 
of very ~uch greater production. One is Venczue!:~ c~nd the other is the 
}~iddE[e East. The ccono~v of Venezucla is ooml~.lete~<~ dependent on oil. 
The taxes that are levied on the production and export of oil rcpresent, 
in effect, the only taxes that therc are in the entire nation. They run 
the cntire econo.~g and the ent~me govcrrm.cnt of that nation~ Thercfore 
Venezucla is obviously completely dependent in its internal structure on 
continuation of the export of oil. in the I{iddlo East cach econo~j is 
bccom~g more ~n:d more dcpcndent on ~. series of royalties which thb large 
oil co,panics arc pa:Ting for extr~<cting oil. Those royalties ~rc expected 
to incrcase. The ictcst concession that has bccn g~antcd calls for double 
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the royalties t~mt are being paid by. the Anglo-Arabian Company and some 
of the other developer-s of ~iddle East o~-I. 

Obviously the shipment of that oil is again dependent on the 
tanker picture 'and the protectior] of tankers. V~'e could undoubtedly take 
care of our e~an domestic r;ecds, if rationed, from our o~:n domestic pro- 
duction. But certai.~ly the rest of the world ~vou!d be dependent on the 
production from these other Sources. 

At this :nDment the production that is in American hands J_n both 
Venezuela and the l,[iddle East is being seriously curtailed., largely 
because of domestic political considerations in this count~. The large 
companies that" are the principal holders of concessions in those t~:0 
areas could ship oil into this country and market it a great deal bele~r 
the current r nrket prices in the Lhited States. If they do so--and they 
could do so very profitably--they -~eould at once be attacked and attacked 
very bitterly by all the independent producers in the L hired States. The 
independent producers ~vould talk about a monopoly being set up and ~vould 
say that through the i-ttportation of Venezuelan oil ~':e "~,'ere destroying 
their business because the7," can ooerate only at a gTeat deal higher level 
of prices than that t'rhich would still be P0ssiblm for the [Large concerns. 
As a result, the larger concerns are holding off on their :hr<ports today. 
They are practically carrying the independents by mnintailn:Lng a high-price 
structure for oil. 

At the same t~.c that policy is very dcfinite!y cncouraging the 
depiction of oar c,~ reserves. It presents a very difficult and ve~f 
knotty problem, because, as you knc~<.~, ~.,~c arc continually ~.~il].ing a 
%remend6us ntu~ber of ~clls and using very large amounts of steel for that 
purpose. Our production per well or per hole is infinites:~nl compared 
with the }'Jiddle East operation. Lust year~ as I recall it, the I15 ~vells 
that ~s~ere drilled in the Niddle East produced proven reserves ru~nning 
about ten times as grca;h as the ne~'~ reserves that v,'e opened ~;,'ith nearly 
30,000 nev~" wells. 

I cite tbnt only in connection vrith the follo",-ing problems: 
If in wartime ~ve should feel that ~:e cannot import Venezuelan oil, for 
exar.ple, v.~e ~vill at once have the ve~j ~.~port.~.nt psychological problem 
as to ~':hat to do ~vith V6nezuela, ~:hich ~ou!d be faced ~;;ith the, collapse 
Of her internal eeono.rc~o There ;,,~ould bo tremendous uncmp!~-,~u~.cnt and 
tremendous 'unrest in Vcnczubla. Thcre "~'rou!d be a potential d~%nger, ~Thich 
to .~.j m4nd is the most to be feared potential in the event of the next" 
~',~r, of discovering that area, ~rhich ~ve consider to boa friendly zone, 
being bored into from ~-ithin and berg tipped over to the I3orrmnist side. 

i:,~ • ~i-, ~,:~ ~'~ i -~ I-D 7~'-~" ---~ ~U7 .~ ~ 
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Tin is another example. Tin is a pretty _~mportant factor for 
the operation of any ar.nv. Those of you who have been opening tin cans 
in tv, o wars realize how vital a factor it is. our tin stockpiling 
operations have moved ve~ slowly, to say the least. Tin is obtained 

~ndon~sm~., and in an ~ferior grade from fron ~h~e~ areas--from !:~laya, ~ ~ "~ 
Bolivia. But again those co'o_utries are a tremendous distance a-~'my and 
their economies are dependent to a ve~£ gr-~a t extent on tin. Certainly 
Bolivia's is. The ~b.iayan Peninsula is dependent on tin and rubber; and 
Indonesia is dependent upon tin, rubber, rice, sugar, and a ve~z few 
other cor~.odities. 

~ge r.ust keep the sea lanes open, as I see it. That becomes 
aLuost essential, not only from the po~%t of view of carryfmg strate.gic 
r.nteria!s here, but also from the point cf view of support~mg the 
eceno~ies of the cotmtries concerned, -~Ynich are out in scrious jeopardy 
if ~.:e do not keep up the purchases of th,~ir r, rcducts, l~could go 
through a considerable list of those strategic zntcria!s, but ~.;'ould rathe~ 
go on to the dcvelopr:cnt of some of these other points. 

Next we have the question of p~o-e,~oti-¢e buyLn~. Pre-embtivc 
buying is ~omed:ing d~ich i thir~ has to be worked out -~n advanceo ~ During 
World War I the United States purchased colossal quantities of S~edish 
iron ore ~h~.t it never ~ade any use of ~,h~osoever, and then had the 
devil's o~'~n time disoos~ng of it when the ~,~ar was over The ore was 

h~..n~s of the ene~jo purchased solely to keep it from getting into the ~ ~ 
During l~rorld "'~-- .:,.~r II beth the Russians and ourselves did s certain ~ 
of pre-emptive buying. The Germans tried to do it, but the Germans were 
essentially barred f-tom doing pre-emptive buying because they ~.,~ere greatl 
handicaooed by the fact I mentioned a fe~; ~.,o...~nts ago, that of being 
unable to translate any medium of exchanze with ~.,,hich they could p~y into 
goods, and people were unwilling to, take currency which could not be tran 
latcd into goods° So in that :~,~,~ ....... ~_.~.~,~ ~;~',~ o~.,~cration we had considerable 
-~v'~+~ ~. over the '~ ~crmans. 

Curiously enough, since the end of the ~r, we find a certain 
amount of pre-emptive buying has ce1%inued. The Russians have done some 
pre-er©tive buying from the Scandinavian countries and Fir~and. They 
did that because they wanted to establish the dependence of tho~countrie 
on Russia and not on the Western T~orld. 

Then we com, c to the question of buying cert,.in cor~.odities that 
~~e Cannot consider absolutely critical, but ~~hich arc very i~:~ortant for 
us to purchase in order to maintain the econo~cs of countries that we 
need to keep friendly and ,~here ~,~e do not ~-ant to run the danger of theiz 
being taken over interna!ly by the C6mx.'~unists, I tl-J.nk that ?.-ooI might 
be cited as , : r e  of those cor.~uodities. }~aturally ~.~e have a tremendous 

need for ~-~-oolo It could a~:lost be out ~tnder the heading of critical 
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materials. There were tremendous decreases of our flocks of sheep 
during the war period. The movement had already begun prior to the war 
because sheep growing was becoming less and less profitable on certain 
of our ranges, n~ut it was very surprising to me to find ~hat we produce 
in this countzv only about one-third of the wool we use. That means 
that two-thirds of this co,v~.,odity has to come from elsewhere in the world. 
The most obvious sources are Australia, some countries of South America, 
and South Africa, again all ve~ distant points. They are not only veer 
distant points, but the commodity is very bulky. 

To my mind Australia does not present to great a problem from the 
9oint of view of its internal economy:, its ovn~ internal pcli~J~ b~ut 
when you are dealing ~','ith the South ~ " " ~'~mer~ca~ countries, it is really 
important that we should cont~Tae their economies at as high a level as .° 
we possibly can in spite of the fact thrt to accomplish this we may have 
to ~:~ke some very real sP~crifices. ~oo~. is one i~em r~here we can make 
very real use of whatever hmo~unt 7.'e b~y. It is to o~ ~mtual interest 
to have that trade continue. 

You can go to the other extreme and take bananas. Certainly no . 
one can say that bananas are essential" to us in the event of v,~ar. V~en 
we are under all sorts of restrictions~ bananas are obviously not essential, 
although they arc a ve1~ pleasant foodstuff. But bananas are a vital " 
element in the econonry of some four Central American countries--Panama, 
Guatemala~ Honduras~ and Cesta Rica. Those" s~]_l nations form a belt 
right across the IstkmUSo -If those nations, because of serious impair- 
ment of their eqonomie life, should be taken over by thc ver~y alert agents 

se_ ~ous thing ~:-ho are working vigorously there, it ~'ould be an extremely ~ " 
for us. There again we have tried to do what we could in past ~ars. We 
had great difficulties w'ith the banana trade during the last ~.~:ar due to 
the shortage of shipping. A great many bananas that came to this country 
came to the Gulf area in all kinds of schooners, old tubs, and a variety 
of other vessels. Ever~ effort -~:as mad% hovzever, to maintai:q that trade 
because of its Lmportanee to the cconomles of those particular countries. 

Coffee from Brazil, coffee from ~erto Rico, and sugar from Cuba 
are other items that arc of tremendous importance in the internal econ- 
omies of those countries. 

In the Far East we would have a very definite responsibility, it 
seems to me, in lifting the copra and the sugar from tl'le Philippine Islanas. 
The ~ailippines are sittins in a very tough spot today. Undoubtedly thSse 
islands v,-il! be one of the key areas in any ~ilitary operations ~~-hich ~Te 
might have to conduct in the Pacific. If anyone today sho:~Id say that 
the Philippines are not in danger of foreign economic attack, I would 
argue ;'-ith him vcwy strenuously, because there is a strong Com~mnistic 
movement going on in the Philippines at the moment, one .,.~hich undoubtedly 
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would be accentuated to a .marked degree in the event of our oemn~" ~ ~uable 
to maintain the eoonol~z of the Islands through continuing our foreign 
trade with them. 

Finally there is the ~)rob!em to be faced of what we could give 
of our own substance to our allies. That, i think, is an extremely 
difficult question to discuss vzlthout again ~nking a number of assumptions 
that are probably unjustified. A tremendous amo~.t would depend on where 
we were putting our r~jor effort arid the contribution that the other 
nations themselves could make to that effort~ A great deal would depend 
on whether or not~ taking the continent of Eua°ope as an exa~kole, ~::c wcrc 
engagcd in a liberation opcra~ion or engaged ~n a ho]_ding ooeration 
som~,~hcrc along the Oder or Rhine or some ether point in the continent - 
of Europe. Again it would depend on whether or-not ot~r major efforts were 
being ~ndc nc~r thoR~ditorranean, in the 1[iddle ~ "asu, or ~u some other 
Sector of the globe. There is no quost'_on but ~hat with our tremendous 
oconeF~io strength ~-nd tremendous cape, city for production in an all:-ou~ 
%~ar in which we can assume tnc~ -,;e will have allics~ -,'re v;otCLd again be 
draw on in very large -~easure for a contribution of a loart of our pro- 
ductive p~ver. 

How to est~,etc •that I woul~u~t know. During the last ~-.~ar--I am 
afraid that here I am f~,lling into the error that I am told milita_~y men 
are liable to fall into, namely, that of thi~ing of future wars in terms 
of past ~.:~ars; but i kn~-; of nothing else by ~,.'hich to guide our thirff(ing 
except the experience of past wars--we lost very early in the gar-te the 
productive ca9s~,city of the Low Countries and France, We had to r~ake up 
not only that, but we had also to make up for a tr.cmendous part of the 
British effort. On top of that we had to .... '~ . . . .  i(~ a contribution to the 
Russians, a very vital contribution, perhaps the controlling contribution 
in the over-all effort so far as the continent of Europe is concerned. 

In another war I think we would be ca±_ca on again for a great 
contribution. But in this case i s.m hol:~ing that through the work that 

~ ~ .~ ,~ the General Staff and with y o u  d o ,  y o u  w i l l  hr . . re  r e a c h e d  a n  ~ r c  ..... e~,.t ~'" .... _ 

those who control the enoncmies o £  t h e s e  other nations that have great 
productive power as to what each nation is going to concentrate on and 
what each nation ms going to contribute. This might solve at least part 
of the problem, but it ~ron~t solw~ one c ~' th~ ~I, ~!~o that ! want to 

• -r~ J" : - ° emphasize most ana one which we are least concerned ~,_~h now, whmcn is 
the production of civilian goods at a time ~,._un+- cur entirc ~,~ .~no.y~- or the 
greater Dart of our cconor~ ~ has to bc convcrtcd to warti~me goods. 

I can recall, both in world v'.rar I but more particularly in 
V/orld ?hr !I, a whole series of incidents that took place that were terrib] 
headaches to operators of the ~var effort and terrible headaches to our 
policy makers. That was when nations ~-i control of some of the critical 
..uatcriais~ or sor.e of the l~u~ury items if you vm~.nt to call coffee a Ivam~y 
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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 didntt want war goods 
in any way, shape, or form. They wanted to keep their people happy. The 
pressure that they put on us to export automobiles for one thing, but more 
particularly agricultural equipment--tractors and so on--was tremendous. 

I was at the house of a friend when a telephone call came from 
Rio de Janeiro from the then Lhder Secretary of State, Sunnier Welles, ~'ho 
w-as in a conference there v~th some of our Latin American friends. He 
was trying to negotiate the purchase of some very badly needed foodstuffs, 
it so happened, from Argentina. Argentina was being very ~tubborn. He 
called up asking if it wouldn,t be possible for him to mak(~ a cozmuitment 
then and there for thedelivery of a certain amo~nqt of agr:Lcultural 
mach~aery to Argentina. He said he had to get clearance on it right away. 
He was afraid that if he didn,t have that authority by eleven o~clock, the 
conference would break do~"n and we would be in a very bad situation. 

Again, that clearance was realiy tough to get, because we were 
putting a trcmendous burden at that time on the farmers of this country 
to produce to the maximum and we were giving them ve~%r f~v tools with 
which to produce and were taking away from them a very large percentage 
of their ~nnpower. ~aybc some of you can remember the howls of anguish 
that came from thc farmers of t~his country when they heard that agric~ul- 
rural ~echincry ~.Tas being exported to Argentina +' ~na, they co~_d have used 
on their farms to replace wartime equipment or to develop larger acreages. 
The political repercussions ~~-ere tremendous, 

That type of decision does have to be made. It is extremely hard 
to kn~.z at just what level it should be made, because the ,iiplor~ts, 
whose job it is to keep other nations in as happy a frame of r<ind as 
possible, are naturally- anxious to get the ~x~a~m that they can out of 
our total production in order to accomplish their aim. On thc~ other hand, 
the ones who are producing for war in the country and those who require 
essentially the same t~pe of equipment or civilian goods bring tremendous 
pressures to keep anything from going overseaso There was very little 
realization of the Lmportance of so~.e of that ~mterial goi:zg overseas. 
It is very difficult to strike a balance ths.t c~un really bc effective in 
meeting both requirements. 

That in~.7 opinion is a most difficult t;~sh and a :uost complicated 
onc to lay out in advance, because in dccling with the shifting political 
~.chinery in fifty el- sixty" countries that are outside the Russian orbit 
you have a shifting problen. There arc nations ~hich arc pretty, solid 
from the point of vi~7 of not ~wnting to play in the Comuu:nist gar~.c at all. 
At the moment I would say that nearly all the Niddle East countries, ~with 
the possible exccption of Israel, arc fairly ~.nmune to Co~:nunist doctrine. 
On the other hsnd, they live under conditions of poverty, under conditions 
of disease, and there is a verdi fertile ficld for Co~r'~.mist indoctrination. 
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~fe should not deceive ourselves into thinking that Comm.mnist 
indoctrination is not moving very fast in the [~iddle East. The reports 
v'e have recently received are none too encouraging. Tn the Latin American 
countries %o the south of us we naturally have very strong ch~rch 
Lnfluence that is workLng against the Cor~uunist doctrine. On the oth~r 
hand, those of you who know Central and South America know it is a very 
s~r:all jump from some of those existing dictatorships to Corlmunist dictator- 
ships. I% is hard for us at the moment to believe that the city co~ncil 
of Rio de Janeiro was Communist a few years ago, that there is a very 
large pc-~centag~ of Communists %here now, and tlmt the legislative bodies 
in nearly all those countries have a pretty large Cor~.u~ist repres~-ntation. 
Ever~,~-here Communist activities seize on econoric dislocation. The longer 
this economic dislocation lasts, the greater becomes the danger of revolu- 
tion from ~,<ithin. 

For that reason, gcntlcmen, it seems to me that it is trcmemdously 
important as a p~rt of the over-all phase of any economic mobilization 
~d_thin this country to give some consideration to the ~nim~m requirements 
~uhich have %o be met in order %o keep the economy of other nations, which 
are likely to be tipped over to the Co~r.u~nist side, on our side of the 
fence. I think it is naive to'ass~e that merc!y because z~'e have paper 
democracies, papcr allies, n~'r, thcy vril! alv:ays rennin on our side in the 
event of another ~;~r. 

Finally, let me Just stress again that in the event of ~J~ar, money 
car~ot keep people happy, because money cannot buy consmner goods at such 
a time. During times of controlled econo~ there is no guarantee that 
money can buy the things these co~_ntries want. We must buy these things 
through the exchange of civilian goods. That means that only througja the 
exchange of goods can we keep cn our side many nations who today are in 
real do.nger of being influenced adversely and five years hence amy be in 
greater danger of taking the enemyls side~ 

COLONEL }~IS: Gentlemen~ i am sure these of you who have been 
engaged recently in relating the various elements, controls, and functions, 
particularly those of you who have been interested in the foreign 
economic relations aspect of this over-all plan, v,ill have a lot of 
questions that yon will want to ask Congress~m.n Horror at this time. ~/fe 
will throw the meeting open to questions. 

I ~t;ill start off by asking this: In the event of another emergency 
do you think that this over-all fmnction of administering foreign economic 
relations should be in the Dei~%rtment of State or some other established 
agency of the Government, or do you %hir/~ it should be in an emergency 
agency established to develop the function? 

CONGP~ESSL~N HERTER: I think it would havG t~ be in an emergency 
agency. It might well be a coordinating group, such as the Natioml 
Security Resources Board, which v:e have at the present time, representing 
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the different dep~.rtments of the Governmen%~ But i% is obvious that you 
are going to have conflicting in%crests here, You have certain officials 
of the Government today who, theoretically at least, arc 19eking out for 
key segments of %he over-all picture. The Secretary of Ca~.~.crce is 
responsible pr/~narily for the domestic co~.~-ercia] intcrest~ of the counter, 
although at t/~...es he touches on the forei~n ficid very def~.nitelz~. The 
Secreta~r of State naturally has %0 concern himself prJ~?.r5 ~_~v 7rith the 
foreign field and has to bs told very definitely 7~hat the li~..~tations are 
%~ithin which he can operate 

Someone has to balance internal civil.Jan needs, the ~ . % L n i ~ : m ~  needs, 
~.<[th the ~:,~Ar requirements. Ths.t again is a funct'.on of ceerdAnating the 
operations~ It hr.s to be done pretty close to the cabinet ].e~;el, although, 
as I said, during the last ~Tar there were a ~eat many subordinate comit- 
tees thn.t were dea!ing.with specific commodities or ~.-~ith specific indus- 
trial processes. 

Therefore~ .I think .~-,-~+'.-~ . . . . . .  .~ :r.. ...... ~n~ in the na±.urc of a ~'~ar Production 
Board ~[g, ht again have to bc s~t up. It depends a lot on how ¥~ol! 
prepared ~e are in advance., We have a great gift of improvising ~:hen 
an emcrgency comes~ Sometimes it gets us into all kinds of trouble° 
I take more h'o~e from the very type of thing that you ar~ doing no,,~ -- 
trying_ to soell_ out as ~an~r. ~ ~m_kno~:~ factors as can be ~pe].!~d out in 
advance,_ so that the machinery will be availg.blc to ~o~.r~te~ ~ ve~j quickly. 

QVESTiON. Do you thir~_ that the present org}mization of ECA 
could be effectively used as the basis of this emergency ~rt~e 
organization? 

CONGP~SS~.Y[N }~]RTER: I v.rouldn% Pnow. I ,vou]£. have some doubts 
about it. The ECA or~.nization is ~ comparatively s~m:~l! organizationo 
Not that a st2.11 organization ~n't function effectivc~ly~ but it has only 
about 850 people in Europe~ i th!~c, and approxJ.mate!~" the same number, 
800, ~_u Wash~u~ton~ It is deaiins with a lot of probl~ms ~-here in effect 
it is doing a screcn~g job for other countries- it to~:ches only s~a~teen 
countries, i think the tonghest problem ~.~'e'have t.:. deal ~'rith at present 
is China~ That problem just arose recsnt!y~ but ~ther i~cblems are 
continuously arising. We have to think also about Indonesla, Southeastern 
Asia, india, and the ~,{idc[~.e East. These are very Ir.rge .~rcas not covered 
by the ECA organization~ . I thi~< you would have to ~ct ~d~her personnel 
to cover those arcas. Also I . . . .  " ' "  ~n~h~-~ that the ECA is in no way trained 
from the point of view- of ~:ur ovm domestic miiita-~3 requirements and would 
require entirely ne¥~ indoctrination to be effect'.ve. 

QL~ST ION: I~,.Tr ~ C .... on~%~.~s.~m~n, you mentioned that during iTorld War I 
• ~e ~:-ere able tc dc~Ty the G~r,J_~.s~ "'-". co-r rain critical materials ~vhich ~~erc 
needed. Do you feel that tod~-,y dur:Lng peacetJ~.e v~e could d.sny to the 
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Soviet Union certain strategic, rnterials that they need by carr£ing out 
this program of pre-emptive buying in Indonesia, for instance, ~ things 
like rubber,, tin, copper, and so forth? Do you feel that there is a 
possibility of putting it into effect today? 

CONGP~SS~&N I~ERTZR- i think you have brought up a very vital 
problem. The success of ECA .in ,.the~ last fifteen months in increasing 
the productivity of Europe has . ve~:. obviously brought up the vfmolo 
question of marketing. We are all hoping the productivity of Japan and 
Germany can be brought to a octet where through their overseas sales 
they will no longer continue to bc a very hca~ burden on the American 
taxpayer. There are really only t]'u~ee areas in the ~.~or].d wh~re they can 
find ~nrkets ~ ~ ~o. their goods© In Great Brltain'~articularly, an~ certainly 
in the Low Countries, Italy, Ge~mz~, and Japan~ there is one identical 

~" have fundamental prcolem that wc to keep our eyes on, and that is that 
they cannot possibly feed the~'~elves, so that, in order to keep thcir 
pcople alive, they have no alternative but to sell their goods in some 
market which in turn ~'Jill y~ive then foodstuffs for "the products of thcir 
labor. TD~ut means that they have to do eve~,'thing they can to get these 
markets in order to keep themselves alive, and already the competition 
is beginn~g, to be tou~h. 

One of the places where they can sell their goods is the United 
States, ~here any increase Jm the sale of foreign, goods during this 
declining phase of our econo.~.~y ~;~!! obviously ~uuse tremendous political 
howls of one kind or another. Another alternative is to go into the 
Latin Americanl field, into South Africa, and into the Australian field. 
But these are fields where we in the last few years have been trying not 
only to regain through the sale of civilian goods some of the dollars 
that coul~nlt be spent during the v~ar period, but are also filling 
~nrkets that were vacated by the Japanese and Gern~mnSo Everybody is 
trying to get into these nmrkets and take them s~vay from the United Stateso 
That produces repercussions because of the very sharply declining foreign 
trade of the United States, 

The only other place where they can soil their goods is Russia 
and the satellite countries~ Today I thi~]< you have not only the ECA 
people but most of those who are dealing ~.~-ith t~.e -oroblem saying that 
Russia is the place to sell these things, ~n~r~ in my ooinicr._ you have 
a ve~g ~ebatable point~ There is no doubt a ,g~oat r~nr.ket in Russia and 
the satellite countries for these const~cr goods in exchange for grain, 
timber, coal, and various other things. 

To@~.y we ire at a disddvantage ce~!ipared to Russia from the point 
of view of critical ~nterials~ -~;ie have been getting mnnganese and chrome 
from Russ~o~o They are beginning tc cut do-,n on us to keep us from having 
those r?nterials at the present time~ so that they can use our shortage of 
them as a trading point for getting the kind of industrial machine~ and 
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other things that they need, Thus Russia has increased its advantage 
_ ~ AS_-, ve~j raoidly. You will find a serious dcveioomcnt of th~,t in ~ ~a 

The British and some of the other countries are convinced that, ~,~hether 
they want to or not, they ~ill have to do business ~:i.th Co~.~uunist China; 
and that the sooner they bcg~ and the larger volume of it they get, the 
bettor off they v~Lll be. 

So you have to balcnce the question of increasing the ~~,r 
potential of Commtuqist arenas ~:g~th the question of what should be done to 
r~inta~n the productivity of the ECA cot~tries and to help build up the 
other nations. There is c, ne ~,ltern~,.~e. That is the oA~estion of 
whether to develop underdeveloped arocs and create new ~rk,~ts~ ThZs is 
a fairly sl~r and continuinc proccss, one ~rhich cannot meet the emergency 

,.,_in i n  t~,~o years from now. . ,  tD~.t ~,~c arc going to bc faced "~ ~ ~ ~ 

I can cite one story that merely shorts the poiiticai disoosition. 
The other day three .~mufacturcrs of textile ~.chinez-# came to ~%.shington. 

~i~ to be tied bec~uuse for All three werc from New England~ They w~re ~ ~ 
t~w have been furnishing South America with tey~ile ~zchinc~; ~ny ~rears ~-r 

when suddenly there .arrived i~q Rio a ~_~ssion of Japznese headed by a 
nt~mber of Jap ~.mchine~ m~n~faeturirs who v,'ere offerin G Japanese textile 
mnchinery at 40 percent below the price t.~'at we cculd deliwgr it from here. 
Those Japanese textile ~.~,chinery mnnufaott~ers had copied the ; ..... r_c~n 
~.~zchinory bit by bit, paying nothing for patents, paying n0-3hing for 
copyri~ts, and ~n some cases actually cov#in g the imprint of the name 
of the mnnufacturer on the machinery. 

The American uanufacturors to0k the .matter up with cur gover~,ent 
officio, Is and v:ere told that the authorities in Ja~,n had issued a direc- 
tive to get Japan on as near a self-sufficient basis as possible as soon as 
posaible through selling Japanese goods to world r~mkots. Japan's norr,~l 
markets Lu Asia ~.r~ gone~ I~ has t,; sell s~mev,-here. It ha,s to Sell its 
products~ Japan has to iv, port fo+'do Th,?,t is our rcspensibi!ity# 
obviously. As bet~vecn these c~_flict~-ng intercsts there i@ not much 
coordination. 

I thLnk you arc goln.: t.~: scc the same thing happen ?zith Germnn 
goods vc~g soon. You are certai~ly ,,,'-o'Ir. o~" to find it haopen.,. . s, nd are n~v 

• ° r~ flndln~, it haopeninc, ~,~ith British and French goods, Belgian coeds, and 
Dutch goods. It is go~aG tc bca very acute problem that wc mi!zht just 
as well look in the eye. Someone is Cs, lnL~ tO ~- " ,~.~o to ~:~ke that mnjor 
decision, whether to ]:ct these countries exchange Commodities with Russia 
and thesatellite countries ?r let them ~.nrkct their goods in South 
America. 

COLOi,~L NEIS: ~\~at anmver ~:as given to the ~.nnufacturers in that 
situation? 
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CON~RESSI~&N ~RTER: They got no co~ort at all except that the 
Army promised that it ~euld try to set the copyrights and patents pro, 
tected in JaPan in the future. 

QUESTION: AssumJnug" that in a war emergency we have at least 
tw6 emergency organizations, one charged v.-ith handling foreign ~ , ~ ~CO~O .... C 

relntions and the other charged with developing, our national procurement 
policy, which of those t¢~o bodies in your opinion would have pri~r~g 
interest in offshore rcquirer.ents? 

CONGRESS~:~N HERTER: I would guess that it would bc the orjaniza- 
tion chs.rged with handling foreign econoz'ic relations that would probably 
have to car~ out the mechanics of offshore requirements. But obviously, 
the proctu~ement requirements ~:~ould have to be figured by" an organization 
which is responsible priz~nrily for domestic requirements. In other words, 
that organization would have to come up ~ith the list of requirements and 
then'turn it over te another organization to see ~vbat it could do With the 
list. The second organization in ~:,-hich obviously there would be people 
responsible primarily for the foreiguu field, ~ould'have to mnke decisions 
such as w,hat they could get, how they could got it, and u.hat types of 
sacrifices -~7ould have to be made in order to get it~ 

The last is the most difficult thing° You just cannot get this 
chromo or ~Kuatevor it may be from Turkey or an~w~here else unless you can " 
assure the Turks or the other people that they in turn will be given this~ 
that, or the other thing--v,~hatevor it ~ny be~ Then somebody will have to 
balance up those factors end decide whether it is to be done. And ~-e 
~ould have to h~ve continuous interlockJmg in the t~'.-o crga:~izations, 
continuous exchange of information, assmn~ng~ of course, that you have 
t~..'o organiz&tions, ~:'ith another centralized group at the head of the 
whole thing~ 

QUESTION: Congressmnn, sugpcsc we run into a situation s~r.ilar 
to the one you described Ln re!7~.rd to ~r.scntim% that u,e had during the 
last war, where we found it impossible to suploly that country with the 
goods it required. Asst~ng that certain countries would not enter into 
an agreement with us, what ~,~ould be the advisability of using a blockade 
to prevent them from joining hands ~:~ith the enemy, thereby denyin S the 
enemy a~ess to their .goods i ~ 

• CONGRESS~,~$ ~RT~: That is always an 6xtre~ity that ~ne can 
go to, blot it doesnlt solve the pr£~ry probl~m~ The problem in the case 
of Argentina was that ~"c ~,~erc supplying the British ~.~;ith a cohsiderable 
part of their tutorials and all of their meat, ~ll except that ;~hich ~:~c.s 
domestically produced. We had tc get the neat from Argentina. The minute 
you say to the Argentineans, "You are going to get no r ore civilian 
goo£s," they say, "All right; you are going to get no more meat." Then ~. 

you can put on a blcckade to keep them from trading with others. They 
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dontt care particularly about the blockade, but they do care about the 
loss of their trade. In the meanwhile where are you going to get the 
meat to supply the British? ;That is the difficulty° You will have the 
British on your neck morning, noon, and night, saying. "For the love of 
Pete, do something. Give these people something to keep them hap~#. 7Je 
need this meat. Give them what their ~ant out of your ration cards if 
necessal~." " 

You are ~mmediately faced ~with these ve'.~ unoleasant alternatives, 
and they are real alternatives during a war period. The ~ritish will say: 
"O.K. Dontt do any business with Argentina. Don't ~lve it anything. But 
give us some of your supply of meat. Tou divvy with US and give us'a 
part. ~Je would be delighted to have you do that to Argentina if we can 
have some meat. We have turned our entire economy to ~r purposes. You 
are st~7 operating some of your civilian economy. Give a little of it 
to Argentina and then give us o~ meat." 

QUESTION: I would llke to ask a question going back to the subject 
of 0il that you talked about. Of course, oil is just one of these items 

Sta~es ~,~fhat is the chance of bring- that we are using up in the United " ~ . 
ing in these ~mterials from other countries and conserving our own 
supplies?• 

CONGRESSI4AN ~qqTER: That is one of the biggest political problems 
that we have. It al~mys comes up in connection ~th stockp:~ling opera- 
tions. After any -~ar a large part of our stockpiling should be done 
through purchases from overseas. We shouldnYt constantly be depleting 
our o~m resources any more than necessaryo Our commercia~ requirezents 
for all these critical materials are very great. We dontt want to deplete 
them any more than v:e can helpo 

Only recently, as you kn&~r, the prices of lead and copper have 
been going do~m quite ~nteriallyo There b~ve been very large 1cad 
developments in Africa and also in the Yukon° Companies such as General 
Lead send representatives to ~,hshington ~;-b.o say: "V,~y are you spending 
ECA funds and other funds to develop lead in foreign countries? We can 
get lead in o~ ovm c unvry nc~'ro Please ta~<e our lead. ire are entitled 
to keep our full production going, Take our lead before you go overseas." 

There at once you run i~to a head-on collision between the 
domestic producers and the conservationists. The domestic producers vmuld 
rather have us ~. a lot of marginal mines going in this country than to 
bring the material from Per a, the Belgian Congo, and some otlher places. 
There you have a continuous conflict. I don~t think you can ever solve 
the problem until the American people become very conscious of our 
dv~indling supplies and the ve~j real danger that lies in the:Be d~vindling 
supplies, particularly in the metals field~ It is true in the .iron ore 
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field. Or take manganese as an example. We have large quantities of 
tcrribly levy-grade manganese in i~innesota. The domestic people say, 
"Instead of in\oorting manganese from Russia and Brazil, let us develop 
this low-grade stuff." But it is ver~y uneconomical to handle, 

So you have this conflict betv,~een the opposing political forces 
going on all the time. You never can adopt a really effective policy 
until the people of this country give the politicians sufficient backing 
to say: "No. We" s.re going to hold some of err production in reserve for 
the national good, even though ~e may hurt individual companies ~ doing 
so.!' ~ In oil-~ve have probabl$~ the most dramatic example of sm~ of the 
commodities where we need to do that. iron ore is another and ~her~ are 
a number of other s --~oV~_ ~,. materials. 

• COLO~N~L REIS: ?.q~at is being done to acquaint the American publi~ 
v,~th this particular problem that you mentioned? 

CONGF~SS~,:AN H~PJrER: I know of no organized effort. Of course, 
~Te arc taking some steps to acquai~#G them-,-d.th our ~J.indling resources. 
SoF.~ people say these steps are being overdone. The excuse is also given 
that ~~'e will surely be able to find plenty of these things within our ~m 
borders if we only spend more money in geological exploration and so on. 
Back in the days of Gifford Pincher and Theodore Roosevelt~ I thir2, vre 
had a good ~nny conservationists in the country, but today we seer. to 
have very f~-. We hear something about conservation of our t~nber re- 
sources, s.bout reforestation, but ve~j little about the conservation of 
our ~f%nerals. 

QL~STION= During the last war most of the econormic ~.mrfare 
batt!cs took place ~ neutral countries--Sv~eden, S~'itzerland, Spa~, and 
Portugal. You said we did that rather badly, took things for ~dqich we 
had no use. We can asslme that ~rc ~,~ill have tbm.t type of activity in a 
future ~7ar, because of the difficulty of some cf these nations remaining 
neutral, I believe in your talk you referred to that and said you 
expected some of them to be neutral. I wondcr if ~ouo ~:ould develop that 
Ooizt a. little more. 

,',T ~ ~ .  ~' : "r T ' L " ~ ' ~ c ' ~ < ~ .  ~ CO~,~GRESo::L~I~ ~_. ~. V:T_ether or not there T.~II be "any neutrals in 
another vm, r is pIu~ely a mattcr of economics. Theoretically it should not 
be. Theoretical~y they all would have to .%?.ke s'.des one ~.:,;ay or the other. 
On the other hand~ as a faqtual matter it is w:ry tough for us to tell 
people in the countries bordering on the satellites or bordering on 
.Russia that they have to declare vmr on Russia, r:hen we know that t~ha% 
will mean protecting them, and ~;hen they know ~'e caruaot protect them or 
help them in any vmy at all~ 
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It all comes dovm to the bare fact that countries like Burma, 
China, Indonesia, the Philippines, countries of that kind, will say: 
"You want us to declare war. O.K. ~q%at are you going to do to protect 
us? Are you going to send your Navy to protect us? Do yon guarantee to 
keep our shipping going? Do you guarantee to take all our oroducts if we 
go to war? Obviously we have to have some guarantee on soms of those 
things. 5e can't just stick our necks out and get them chopped off." So 
I am a little skeptical as to ~'hether in this phase of the ~,rar there 
~ouldn't be some neutrals. 

COLO}~L ~IS: Do you feel that from the standpoint of legisla- 
tion or the v~ar po~ers of the President v~'e are adequately implemented to 
aggressively pursue these activities, or do you think that additional 
legislation is indicated? 

CONG_RESSi,~tN h~RTER. I don't knower whether additional legislation 
is indicated. The President inevitably in the event of the outbreak of 
~'ar or the i~r~nence of v:ar ~vould be given almost unlimited pov,'ers, as 
• he alvrays 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 jus~ canTt wait until the outbreak 
and ~" v ~l e those pov~ers to him then. That would be a l~xury ~-ou cantt 
afford at this time. So vrhile I see some danger in a complstely 
r~gi~.ented economy under a single control, i think it must be provided 
for in advance and So set up that it car~ immedS~,tely be put into opera- 
tion v~hen an emergency arises. 

C~Z~PAL HOI~L~N: Congressmen Herter, you have certainly given 
us a very interesting and comprehensive discussion this morning on 
foreign economic relations. For the Industrial Collsge and the EaZional 
War College I v~-ould like to say that we s re deeply grateful to you. Some 
of the things which you hs.w~ told us this morning we will remember for a 
groat many days. Thank you. 

(22 July 19f,9--250)S. 
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