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DEPARTS.LENT OF STATE ~%l~D ECONOMIC NOBiLIZ~/~ION 

18 i~ay 1951 

GE}~P~LL KOLI@2~: Gentlemen, our -balk this morning brings us back 
ies of the 

to the series J~ lectures on the key mobilize.rich agonc 
Govorr, v~Onto The subject today will be "DeF.,artmcnt of State and Ecofl- 
o~ic 1~obilizationo" Our speaker is the llonorable Will~rd Lo Thorp~ 

the Assistant Secretary of State for Economic Affairs~ 

~!ro Thorp has a dlstlngulsn~ record as an educator, a business- 
man~ an author, an editor, an economist, end more recently in the 
field of public affairs. He has served the Nation with distinction 
as a roorosentative of' the Govorl~uent in ~_any izportant international 

field of economics 
cor.Tcronc~s and as advisor and consultant in the 

and in co~m~erce a~d baP!~i~g. 

l~r~ Secretary, it corts.iniy is an honor • o~ us to have you with us 
this morning~ wo realize you are taking time out from a busy schedule 
to come over hero, We very much appreciate it~ It is a great privilege 

to wolc0mo you to the Industrial College todayo 

SECRET~/RY THORP: I want to talk about a number of international 

problems tha'~ are created by the process of mobilization° I wonTt 
have time to take any one of them and do a thorough job on it, I hope 
we will have some opportunity for questions later, when ~uaybe I cau 

fill in on any points that you wisho 

I should like to start by roviewi~g where we wore as of the end 
of last year in the ceoncn~" of the ~vo#ldo in the first place, looking 
at the United States, we had experienced a most. extraordinary decade° 
The United States suffered, no damage during the war, although there 
had boon a great deal of diversion of effort~ After the war it sur- 
vived the problems of readjust~.ucnt and went through the period with 
only a brief recession in late 1948. The decade was a period of 

grea'b expansion in capacity and productivity. 

As a ~tter of fact, if you want to see capitalism at its bo~t~ 

look at the United States in°the last decade and you will see it, 
because in those 10 ~oars we moved ahead in our economic production 
in this country so that the standard of living of the average citizen "~ 
although, of course, no one is average--has advanced about 30 to 35 
p-~rcento That advance in the United Statcs cutput in the one decade 
~;~as as much as the total economic production of Russia, tv~ice as much 
as the economic production of the United Kingdom, and three" ti~aos as 

much as the economic oroduction of France° 

R  STR CTED 



i EST  CT D 
And at the end of the period, to top it off, you might say~ there 

was a real industrial boom, in the last quarter of last year we were 
running at between 20 and 25 percent above the rate of production of 
the year before, which is really quite a ~top up on what was already 
a fair]y active economy. So, as of today, we have a tremendous econ- 
omic machine in operation in the United Stateso 

Europe had to recover from the setback and the destruction and 
disorganization it suffered during the ,mar. But there again in the 
last five years, specially the last throe ycars~ they have had a 
spectacular increase in their productive capacity. Sometime during 
the last year, Europe caught up with the prewar level and moved on 
into new levels. The same boom that had taken place here in 1950 
appeared in Europe, so that Europe was also running about 25 percent 
at the end of the year above its rate of production in 1949. 

In Latin America there has boon a much more uneven situation9 
in general there also has boon a period of expansion° In the Niddle 
Easz the states are not y~t in a position to n~"~ke much economic con- 
tribution internationally~ but at least within the area they have made 
some. They have quite a different form of organization and standard 
of living from what had existed, especially in the emergency of Israel. 
Of course, the discovery of oil has greatly affected the cconom_ies of 
the countries in which there was oil. Huch of the rest of Asia, I 
would say, has tended to deteriorate economically° The economies of 
countries like India are in poorer shape now than they have l~o~n in 
the past° 

Nc~, given this kind of world picture, there suddenly is super- 
imposed the absolute requirements of rearmament--the necessity of 
diverting a substantial amount of the economic activity over into 
armament production, while a lot of people in many categories are 
taken out of productive activities and put into the ~ilitary serv- 
ices. This coffees at a time when, so far as the United States and 
Europe are concerned, there is already a high level of economic activityo 
Therefore a major economic problem is created by the necessity of reorgan- 
izing the economy and doing this in a way that achieves the result desirodj 
namely, giving the military forces the materiel they need, and, of 
doing that without too greatly disrupting the civilian oconomieso course, 

So far as the United States is concerned and its international relations, 
we have a certain number of international problems which are the very key 
to our being able to move ahead. The first one is our requirement for raw 
materials, The flow of goods to the United States is something that it is 
exceedingly impoz~bant for us to have well arranged. ~To are not a self-suf- 
ficient coufltry, as you all know, There are many things which we must got 
from abroad~ 



The production of raw materials in the world has not expanded so 
rapidly as manufacturing capacity has expanded. Even without the re- 
arma~ulent effort, we might have been hitting shortages in certain raw 
,materials, because of the expansion in industrial production that has 
taken place in the last several years. The United States~ which never 
used to have any problem in the matter of lead and zinc, for example, 
was already faced with a new problem about the supply of lead and zinc, 
and even as a longer-range problem of copper and iron ore. 

Then there are the special cases where our former sources ha~e been 
cut off. l~langanese is one of them, We had been getting a great deal 
from Soviet Russia. Later on there was tungsten~ for example~ which 
had come normally from China and from Korea~ Sp we have these special 

cases to worry about. 

We have, then, a basic oroblem to face. There probably are not 
enough raw materials to meet the requirements of military production 
and keep the ciwllian economy going full blast. In the last quarter 
of last year not only was the industrial demand making the situation 
~ight~ but people looking forward to rearms~went were buying and build- 
ing up their own inventories. Businessmen, quite properly--nothing to 
stop them--were trying to get stocked up with the raw materials they 
would need in the future. Then the United States Government also put 
s. much greater pressure on its stockpiling effort than it had been 
doing over the earlier years© So all these things together hit the 
raw materials market and ran the prices up anywhere from double to fi~ 
times the level at which they had been before. 

Now, this in itself, is helpful in its effect on increasing the 
supply. It has made it much more orofitable to produce raw ~.aterials~ 
and the result has been ths,t in things like rubber the supply has in- 
creased. The supply of rubber has been stepped UP because at the high 
price it was worth while for the natives~ who otherwise might not have 
been doing it, to get out and tap the rubber trees~ That has brought 

larger supplies into the market~ 

But there are other things that have not been helped by the higher 
orices° }~ianganese is one~ There we have to move in with a real effort 
on the part of the Government. The amount of manganese that we get 
from India has been stepped up tremendously through purchases by General 
Services, from 200~000 tons to 400,OOO tons~ and now it is running about 
800~OOO tons. Two enormous manganese projects in Brazil are now in 
process of development. It will take a couple of years before they will 
be yielding ~nganese, but they will greatly reduce our dependence on 
long oversea hauls so far as manganese is concerned° 
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In dealing with the raw materials situation, there arc throe elements 
to the problom~ The first is that you have to cut back on their use. 
That is boir~ done by DPA, There just isn't enough, so you cut back in 
two ways. YOU say, "There are certain products that cannot be nL%do any 
longer of this material. You just can't ~,ko any more brass door knobs. 
If people want door knobs, they can have wooden ones or glass ones. They 
can't have any more brass onos~ because we should not be oxoonding brass 
in that v~ay~" 

Then there is the approach to the use problem at the other end by say- 
ing, "We will all~ only so much copper for this industry or that industry 
and so much iron and steele '~ An order is just coming out that tolls h~v 
~ach iron and stool the automobile people will be all~¢od to use in the 
third quarter of this year° That produces another cutback on the demand. 

On the other side of the equation, you also endeavor to stop up the 
supply~ This is a m~ttor first of the price. A high price will encourage 
supply~ although it nuny have other loss desirable effocts. Supply may 
also bo increased by long-term contracts. There arc many producers who 
will increase production if they can be sure of a n~,rket; but they don't 
want to do it if they think they may got into production and then find 
that the price has fallen out from under, and that there is no place to 
sell the product. So we arc gradually moving in the direction of using 
long-term contracts. This isn't now. You may have noticed that the 
Ur~itod Kingdom has just signed a 23-year contract for aluminum with 
Canada. This is the kind of pattern that is developing for the future. 
H~vover, we have never contemplated any contracts of that duration so 
far as the United States is concerned. 

Then there is a third aspect of the problem, ~ich is particularly 
international. Some of those colmuoditics vce control because they come 
primarily from the United Statoso There arc other commodities which 
other countries control. Therefore you can have a scramble for short 
materials among countries. Even if you don't make brass door knobs in 
the United States, maybe ~- some other country will make oven more brass 
door knobs, and so far as the free world is concerned, you have a waste- 
ful use° Therefore we also have sot up some international ~chinery to 
t~v_o to encourage supply~ get some cozmlon standards of use, and to deal 
with the problem of international allocation. 

This inter_national machinery stems back to the time when ~r. Attlee 
came over hero last falls Shortly afterward he was followo@ by ~#~. 
Plovin. Both of them stressed the raw materials problem. Very interest- 
ingly, a cable came over from London listing the subjects that Nr~ Attlee 
wanted to talk about° Ho wanted to talk about Far ~astorn policies 
about the organization of the North Atlantic Treaty, and about raw materials. 
Those wore the throe key things that he was concerned about. But ~en he 
got ovol- hero, it appeared that ho wanted to talk about sulphur and zinc 
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and cotton lint ors and one or two o~hor coi~oditios.~ which arc largely 

itor.~s that they get from the, United Statoso 

~ftor solue discussion it became clear that we all have a very dif- 
ficult problem in corm_action with raw materials which are ~nttors of 
world intorosto During the v~r we and the United Kingdom dominated the 
world raw material picture. We ran it because we controlled the ship- 
ping. ~o mudo our ovm_ plans as to ~fnore things should come from and 

where they should go. We said to the o~her countries, "You jolly well 

will feller this pattern or you don't got any shipping." Wo had a neat, 

tidy, effective sanction to use, 

in the world 
At the prosun~ time, with this curious state of affairs 

whore v~o are not at w~.r and we haven'~ an exact list of %-he our allies 
arc, there isnvt any o£fcctive sanction that can be used. We have to 
move at the problem by developing with the countries most concerned an 
agreed policy with respect to the material in auostiono So we sot up a 
series of international co~_ittcos to deal with individual raw z~atorials. 
Those arc n~v functioning hero in Washington. Each committee has on it 
perhaps half a dozen lehding producers, if it is something that is pro- 
duced rather generally, and a half-dozen loading consumers. That means 
that you have ~ybe 80 or 90 percent of the supply and do~.nand represented 
in this conforsr~ce. So the" consumer countries that arc griping about the 
high orices and their declining balances and the producer countries are 
both present° Those committees arc going fo~'¢ard very vigorously, to sos 
~vhat they can agree on in the way of getting more efficient use and oven 

expanding the supply of ~rious commoditios~ 

It is a little hard to predict ~horo they will come out. "On sulphur 
the co~tittoo has already roached the point of coming up with a program 
involving an international allocation of sulphur in terms of figuring 
what they thine should be the amount for each country. The wool corm~ittoe~ 
which has a very tough problom~ hs.s about half a dozen different approaches 
to allocation before it. The m~olybdonum-tungsten cen~mittoo, I understands 
is pretty close to co.ruing up with rocoz~.~ondations to the govorrmsonts as 

to h~"~ to deal v¢ith that problem° 

The z~inimum that this procedure may do is to got the various countries 

to undorsta~l each other ~s problems and therefore at least provide some 
multilateral way of putting a bit of pressure on them to take common action° 

The most wc can hope for is that the cou?.trios will agree on a program, or 
formula that will work through allocation in sc~uc cases, so that the raw 
m~torials will go whore they are irauodiatoly needed and won't be wasted~ 

In the raw materials field there is a substantial amount of action 
going on. Up to now I would say that no country has had to cut back 
seriously at least, on its ~uilitary effort and on its key civilian effort 

" ~r r~atorials~ This issue has gotten into politics 
because of a ±a~lu o of raw 
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in England, I might say that the charges that have boon ~uade as to 
the United Sto.tes behavior have been co~:olotely erroneous with respect 
to the present situation or a proba~clo future ono~ We are concerned 
abou-a achieving a sufficient and reasonable distribution of raw materials~ 
so that the British economy as well as other ocono~r~ios can avoid a ce]~-- 
ploto collapse. 

As to goods coming into the United States s our first concern is the 
raw materials field~ but we a]_so have the problem of doa!ing with goods 
going out of the United States, The reason for that is-,-we are not go- 
ing to be in a position to meet a~l the demands from outside and from 
inside for quite a long list of coz~oditios. The foreign doz~nd will 
be substantial since r.~ny foroign~countries, because of highcr prices of 
raw ~-atorials are going to have largo supplies of dollars on hand° A 
z~jor shift is t ~ 

akm..g place in countries like the Philippines, for 
instance, which a year ago was asking for help with respect to dollars. 
but n~!~ is having the dollars roll in because of the high prices of raw 
r.~torials~ Indonesia has suddenly shifted from being a dollar deficit 
country to being a dol].~r surplus oeuntr~r, }~ost of Latin America is in 
the ss~o situation° These countries to which we are paying the dollars 
will in turn want to socnd that money here. They will ~vant automobiles 
and agricultural machinery and Dower plants and a whole series of things 
which by and large are or will be in short supply. 

The record during the war was that our exports continued to flow out 
during the war i~ larger ~-olumc than before, but in spite of that, we 
didn't begin to sop un the do]lars. ~any countries piled up big reserves. 
Exports like o ~ c ~,con cloth and food and a large number of ite~,'~s that were 
not particularly in short supply or controlled in cormcction with the 
military requirements were purchased by foreign countries. At the present 
momer~ we are having a great expansion in exports because the countrics 
are buying hero~ Therefore we have a nroblom on items that are in relatively 
short supply as to what extent we should reserve them to the I~nitod States 
for use in this country, and to vfl~at extent we shall recognize the require- 
monts of foreign countries. 

That brings us, then, to what,a~.e th 9 justifiable requirements which 
foreign countries may have ~uich give them any reasonable claim for goods 
from the United States. I suppose we can forget about the items that are 
not significant and that are not strategic and are not imperT~ant to us. 
For those it is perfectly fair to lot the foreign countries come in and 
purchase as much as they are able to buy in colupotition with our o~m 
consumors~ On this we don't have to make any decision. But on goods that 
are in short supply we do have to make a decision, because we will have 
to allocate. In some cases we not only may have to allocate them, but 
it may be so. important that they go abroad that we will have to establish 
a sot-aside procedure that will insure as much goods going abroad as we 
want to go abroad, 
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As to the foreign roquire~ents, the oriorit~T o~gs stem out of 
the foreign roarmam~nt program. It is clear that the major mi]Stary 
production job is going to bo done in the United Sts.tes, just as the 
nm, jor production job on almost anything is done in the United States. 

~ also clear that to the oxtc~b to whish But, oh the other na~Ld, it is 
we can got France, the iTnitod Kingdom, G or~ny~ and Italy to produce 
some of the military equipment that is required, to that extent we 
reduce the burden on our o~wn economy. We ourselves have always done 
a certain aluount ef the production for them, but sor~o of the additional 
production, ~ich we hope they "~lll do, requires help to others in the 

way of goods and matcrials~ 

England, for instance, has a program for stopping up m±litary pro- 
duction; but to do .~.t she needs almost IO,OO0 m~chino tools. That is 
what the British are waiting for to s~t in motion a whole series of 
oroduction items that they arc all ready to make when those F~chino 
~ools arrive~ But also in this country m~:chino tools are one of the 
bottlenecks in getting from the point ef letting armc~nont contracts'to 
actual production. Therefore there is a choice that has to be made= 
an allocation that has to be m~qdo as bot~voon the machine tools required 
for the United Kingdom and the machine tools required for the United 
States, both of which are for use in military production. 

Obviously, nuqchino tools that are going to be used for uniluportant 
things like hairpins or some gadget or other will have to go way d~-n~ 
the list, and wo will have to postpone them for awhilc, in this kind 
of situation, in order to got the maximum military Off err in the free 
world, we will he.re to do son~o allocating with respect to the places 
around the world whore military production can take place. 

Right along with ~-~h~*~ as to priority is the equipment, and iu~.torials 
needed for expanding the oroduction of raw materials throughout the 
world. If, as in India, we have a situation whore stopping up the 
~anganoso shipments to the United States requires some improvement of 
the railroad lines that bring it din, at to the ports, then the railroad 
line improvement becomes a matter of very high importance so far as the 

~7nited States is concernodo 

Boyomd those two situations of requirements we have soma others 
that I would call lessor objectives, but that we do want to accomplish. 
For example, we have boon trying to got ~aropo back on its foot. A good 
mansr of the countries have dom~ extremely well. As you knc~', on the first 
of January all assistance to the United ilingdom except on military items 
was stopped. On the other hand~ there arc some countries, like Greece~ 

n Y Austria, and Gerr~.ny, that have not go~te~ on their feet as ~et; and~ in 
order to carry them on through, there will have to be continued support 

to their economy. 



Then there is the question of the extent to vfnich in these countries, 
where they have been living on a much greater scale of austegity than we 
have, they can take the military production out of their civilian effort. 
Coz~pared with their standard of living; of course, our standard of living 
is very high° %Ve can postpone buying new television sets for years and 
no one in the United States will suffer° It seems to me that we do have 
a problem of how far, given the temper and the morale and the character 
of the governments of Europe, we can allo~ a declining standard of living 
to set in, without having consequences that are relatively important to 
us. At any rate, that is a consideration that we have to take into aeco~ut. 

Another consideration is that we have been trying to get these countries 
back on their feet~ so they will be self-supporting, But they may have to 
cut back on their exports in order to divert more into their military pro- 
duction. If that goes very far~ we will have to start all over again some 
day on another recovery program. So one has to watch the extent to which 
you can undercut the effort of making these countries self-supporting. 

Finally, we have a whole series of countries that are not involved in 
the joint military effort, but countries where there are political prob- 
lems, ranging all the way from Indonesia and India to some of the South 
American countries, countries whore our ira#merest is to keep them from go- 
ing Communist. In these countries they are not threatened so much with 
military attack as they are threatened by the fact t]~at, if things are 
too bad there, internal revolution will set in~ In order to deal with that, 
one does have to hold some degree of hope for inkorovement before them; and 
that moans some economic development° It doesn't have to be assistance of 
the kind and at the speed that we supply to the nations that are engaged 
in rearmament, but enough so that they know that there is motion taking 
place, so that these various countries will have caught the fooling that 
there is a possibility of getting out from their present poverty-stricken 
condition~ 

Of all these considerations, rear1:~qment is the main one; but recovery 
and the maintenance of the standard of living and economic development all 
have to be considered and weighed in the problem of allocation of that part 
of our finished goods which proves to be in short supply. The interdepart- 
mental organization problem centers largely~ of course, on Nr. Wilson's 
shop, Where they arc responsible for the economic arrangements° The basic 
decisions needed are as to which are the things which must come first. 

This v~holo situation that I have been talking about is, of course, 
a comoleto reversal from what has been going on in the world over the 
last five years~ In the .~,~ars since the war we have boon having a steadily 
easing situation on the flo~ of goods. Countries have boon taking off 
quotas and tariffs. In general in the world there has boon loss and loss 
govor~mo1~b restruction and government control with respect to the flay of 
goods. However, at this point of time, we are moving very rapidly back, 



and we must move back, into controls with respect to the ~aw materials 
situation and the finished goods situation. One of the most difficult 
sots of judgments to make is that set of judgme~nt s as to the relation- 
ship between our domestic requirements and the foreign requirements. 
It i~ a oroblem•with which we in the State Department have a great con- 
cern~ because we feel a special responsibility for ~intaining as best 
we can a free world and doing as m'aoh as we can to strengthen the fight 

against communism. 

• her8 is one other element to tho co~odity problem that I think is 
worth talking about. Probably most of you kn~ about it already. That 
is the use of controls with respect to con~.odities for the purpose of 
economic dofenseo I have discussed the problem of expanding our own 
efforts against the Communist wozldo Obviously, it is just as useful 
to sl~v do~ the Co~2anists ~ expansion as it is to speed up our ow~ 
because military strength is a relative'matter~ Therefore, starting 
at the time of the Czechoslovakian coup, we began a policy of beginning 
to influonco the fl~ of goods to Russia and the satellites~ 

The policy, as it was set up at that time, was not to completely 
stop the entire trade. We did v~nt to stop the flow of goods from the 
United States which would contribute to the Soviet war potential° It 
was a kind of selective process, if you will, whereby you picked out 
certain things that were of strategic significance, and stopped the flow 
of those goods. Since that time we have, through an interdepartmental 
group been building up export-control lists--and applying them--of 
particular items which we felt should not be shipped to Russia and its 
satellites. At the time of the Chinese aggression it was extended more 
drastically with respect to China. Row in that case we have virtually 

a complete embargo. 

But, obviously~ it does no particular good for the United States to 
set up this kind of program by itself. The Soviet Union never got very 
much from ug. Its largest source of imports was Germany and~ next to 
that~ the rest of Europe. A~ud so at the time we started out over two 
years ago to develop the United States policy~ we discussed it with other 
countries and said, '~Now, look. This obviously will be of some interest 

to you. We want to put this on a common basiso ~ 

When we bogan talking ~.~th the individual countries, we found that 
country A would say~ ~'We weulcl like to do it~ but we won't unless country 
B v~ill do it| because if we stop sending our products and some other 
country does it instead, all we will have done is to hand the market 
over to another country." So it requires parallel aotiono 

Over a year ago a committee was set up in Paris, which wont to work 
on developing an interna~ior~l list of things which would not be shipped 
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to Russia fox. parallel action° As of the last six months great ~u-ogr~,~,= 

has been made and now ~e have over 90 percent of these items on a ]~b 
Which has been discussed between ourselves and the other coun#rieso 

The element that is so difficult about East-West trade is the fact 
that trade is not just a one-way operation. The western Eu1"opean 
cour_tries get 12.5 million tons of coal from Poland, and for that coal 
they send to Poland a variety of things--fish oil, cotton textiles, 
and so forth on the one hand, but also some alun~inum and various other 
items that really are strategic. We have the problem of whether or not 
to say to another country, "You must stop sending these things to Polsnd" 
if the result is goir4~ to be that Poland says° "Se2-ry. No more coal for 
youo ~ Twelve and one-half million tons of coal is quite a lot of coal. 
If we have to ship it to Europe from the United steres, it is going to 
be exceedingly difficult~ and it would cost, if it comes from the United 
States, about 25 dollars a ton. Trade is a two-edged business that has 
to be calculated out rather carefully on a net benefit basis. 

Y~cArthur has kept goods going from Jaoan to China uo until very 
recently, for very obvious reasons. He calculated that it was to his 
interest to send cotton cloth to China and get coking coal back~ that 
this was a worth-while transaction and very much of a net gain so far 
as Japan was concerned. This is what makes it very complicated to have 
any very exact rule that says that this and this and this must not be 
shipped, because of the retaliation and cost that is possible~ 

Parenthetically, I might say that one of the things that makes this 
picture look so bad is the cha_acoer~ ~ of statistics. I will give you just 
one illustration~ There were charges made that from Hongkong had~been 
going to China aircraft and locomotives. ~J~ell, this sounded ~errible 
and we began looking into it~ This is ~hat we found; In the Hongkong 
statistics there is a line which reads& "Aircraft~ locomotivos~ motor 
vehicles, and other means of transportation," and there was a block of 
several thousand dollars of shipments under that hoadingo ~q~on we 
looked into it, we found that the entire shipment was bicyclos~ But~ so 
far as the public is concerned, there is no way that anyone could tell 
but what this was aircraft and locomotives. "Iron and steel products" 
include net only machine tools but hairpins as well. We now have a 
large staff in several goverrnuent deoartments studying such facts and 
breaking them down in detail to find ~ out the extent to which strategic 
items are actually includodo 

This also is involved in the general problem of raw mat3rials. 
To the extent to which we can properly handle the trade with the Soviet 
Union and the satellites, we not only may increase the supply to our- 
selves, but we also can curtail the ~biiity o~ • the Soviet Union to 
expand. However, do not put too much reliance on that~ because the USSR 
is not particularly dependent upon foreign trade~ Its foreign trade is 
only about one percent of its national income° It is not so vulnerable 
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as Germany was and even our coraplete embargo during the war against 
Germany had lily, ted effectiveness in reducing its capacity to carry 

on, as you know° 

The commodity situation of which i have been talking is, as you 
can see, relatively out of balance, and the tremendous new do~nnds have 
naturally led to rising prices which have very serious effects on any 
economy° It moans that people like all of us hero, who presumably have 
relatively fixed incomes, take b. terrific boating. It also n~oans that 
people who save money, look fo2,~ard to spending it loss advantageously. 
All of this. throws the ocononkv badly out of gear and destroy.~3 the willing- 
ness of people to hold money for the future, because, after all, they see 
it getting loss and loss in purchasing power. Therefore the inflation 
problem, the rising price problem, is a very important one~ 

In the international field~ there are problems created by our efforts 
to keep prices stable in the United Statos~ I thir~ it is very important 
that we do keep prices stable in the United States. But to the extent 
that we do, hero is ~vhat happens: Wc have sot a price hero on tungsten 
under the fo~mula for keeping the price level stable in the United States° 
Tungsten is very scarce. The price of tungsten has gone abov~ our American 
price° It moans that anybody except tho stockpiling people, who don~t 
calculate things in stabilization ter:us~ who goes out and buys tungsten 
in a foreign market and brings it back to the United States~ is going to 
take a loss on it° When the foreign prices de not have a ceiling and the 
United States prices have a ceiling, there is the possibility that many 
items that wo need will go above our ceiling and then No bought by Brazil~ 
Frances or whatever country it may be, .and our people will just not be ab!o 
to buy it unless they are willing to bring it into this country at a loose 

There are three ways of meeting that problem, and I suspect maybe we 
will use all of them in time° One of them is for the U.S. Government to 
buy, absorb the loss, and bring it back and put it into the United States 
economy. The second is to take our price ceiling off. The third is to 

force some absorption from domestic margins° 

There are some situations where the first of those is the obvious 
thing to do. Let ~2 give you an illustration. Take copper from Chile° 
Let us say that we hope to get from Chile lO percent of our copper 
requirements, but it will take two cents mor~ than the American ceiling 
price to do ire ~re are much better off in our economy if the taxpayer 
can pay that two cents difference on this lO percent than if the whole 
lO0 percent is moved up two cents in order to bring in that little bit 
from Chile° On the other hand~ if you take the case of wool--it being~ 
very largely something that comes in from the outside, you might well 
decide that this was a case where you had to break the price ceiling. 
You may have a case where perhaps the price to the consumer can be 
held but there can be absorption along the line. There are very real 
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problems in connection with price control where you have price e~n~-ol 
in one country and don't have price control in other countries. 

One other problem is interesting. It can perfectly well happen 
that in the United States ~e have our price control, and let us say 
that l~exico does not. Prices may then go up in ~exico. Therefore the 
fellow who wants to buy an auto~obile in i Zexico must pay much more 
for it. Obviously, in that kind of situation the businessman is going 
to send as many automobiles to ifoxieo as he can because there is no 
ceiling there and he can make more money on them. if the price level 
in other countries gets too far e~way from the level in the United States~ 
it may become necessary, in order to control the situation, for us to 
put some restriction on exports to prevent too many goods from going out 
of the United States~ And~ of course, to the extent to which goods go 
out of the United Statos~ that z.~eans that you and I are left running 
around with dollars trying to spend them and there will be fewer goods 
for us to spend them en~ and therefore cur price level will have more 
pressu@ on it than would othelw~ise be the case. 

Y~at does this all add up to? It adds up to this kind of picture, 
looking ahoad~ the pattern we are hoping to achieve. It means that in 
the United States for the next two years we are going to be diverting 
such an amount of our activity to rearmament that you and I as consumers 
will suffer somewhat, maybe by as much as 5 percent or see But after two 
years we will be adjusted to the necessary military effort° We have a 
continuir~ upw~.rd trend in our production in the United States duo to our 
increased productivity. We as consumers will have a break in the trend 
for a couple of years and we will be getting less of the total than we are 
now° But then aft or two yoars~ we will got a resumotion upward of the 
consumers t goods trend~ We will continue to carry the now overload on 
the economy of maintaining and perhaps continuing the expansion of the 
military. So far as the United States is concerned, that is the pattern 
that we are trying to achieve. 

In the European countries the pattern is very much the samo~ except 
that the hope is that there won't be so much of a dropping down, just 
because their economies do not have the same degree of flexibility of 
capacity as we have and they are n6arer the minimum load. So far as 
the rest of the world is concerned, there probably will be not only a 
flow of more goods~ particularly from the United States and particularly 
in the kinds of things that arc not critical, but they will also be 
piling up dollars in substantial amounts. So we will have a now oconomio 
situation internationally, looking ahead, in which there will be perhups~ 
after a three-year period, lO, 12, or 15 billion dollars in now gold and 
dollar assets in foreign countries, which will represent money which 
obviously can be used at the appropriate tim3 in the United States° 
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This fact hns two. significancos. One is that it moans we will 
probably have less pressure from foreign countries for dollar assistance. 
The other is that we will have a problem at some point in the future in 
order to avoid these dolle.rs from abroad suddenly flowing in and upsetting 
our economy° That moans that the controls we are speaking of with respect 
to foreign transactions and foreign trade z~y have to go on somewhat longer 

than might othom~vise be expected. 

So, speaking of the economic problem, we are in the process of develop- 
ing controls and machinery, as I bare indicated,, that is very complicatod~ 
but which we will need to have if we are to be successful in mobilizing not 

~ " but 'those in ~ost of those other countries~ It does only our own o~ol~s, 
look as though it is possible for the process to b~ carried through without 
excess disturbance of the world oconoluy; and that perhaps afte9 two years 
or so wo can begin to move forward again w~.th resooct to what is the ossen- 
rio.1 purpose of our economy--to increase the flow of goods and thus iml?rovo 

our standard of living. 

Now, if I may~ I would like to have-a few questions. 

QUESTIOi~: To what extent can this orogra~q that you have outlined 
with rospcct to other countries be continued without additional legis- 
lation? What I am thinking about is that the Defense Production Act will 
• expire at the end of Juno. Presu~nably it will be ren~#od; but, with the 
whole political cliff,ate that we havo right now, the getting of any now 
legislation is tough. To what extent might that hamper this program that 

you have outlined? 

SECRETARY THORP: I think there are many stops in lcgisl.ation that 
,~s program is one in which we have to control~ arc required, because ~'~: 

~,,'~l:e allocations, and do a degree of economic planning in the use of 
resources, which requires the Government to have authority which it 
normally does not require. It also requires the Government to have 
funds, particularly for purposes like the development of additional 
sources of strategic materials, building up stoci~iles, and things of 

that sort; 

l~Ic mu~t have %he renewal of the Defense Production Act, which is 
the source of most of our internal authority. Then there will have 
to be also a Foreign Assistance Act, which will probably go to Congress 
this next week° It will be a single act bringing together what has in 
the pc.st boon the Ll~itary Assistance Program, ECA, and the Point Four 
Program along with some other special items, like the program for 
Palestine refugees. This act, which is going to Congress in one bundle'~ 

involves both military and economic assistance. 
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This can b e  illustrated by the study that is going on with respect 
to the island of Formosa~ Every time an increase is ~%do in the military 
program for the island, ~vo have to ~mko a change in the economic program 
for hhe island, because it may require so~ roads to be built, or an in- 
crease in the so-called co~zlon-uso itolts, like petroleum and so forth. 
The different estimate as to the number of people who are there also affeet 
the govornn~ent budget and govorrnuont service. So what happens is that 
military assistance and economic assistance a r e  interlocked, l~e have 
put both together in one bill for presentation to Congress. 

QUESTION~ ~[r. Secretary~ what sort of agreen~nt do you get from big 
business on this program? This may not be a good example, but it portrays 
what I am trying to got at.. The National Roads C0nferonce, made up of 
representatives, if I understand it right, of oil, autotmobiles, highway 
building, and machinery manufacturers, is interested in expanding our 
foreign market. It seems to me that origi~qlly their intended purpose 
was just the contrary to what we are trying to do now. %Tnore do we stand 
abou~ that? 

S ,-n. 
ECRsT~Pjf THORPI It depends on the attitude toward rearmament of the 

business group concerned. Of course, you all know the degree of conflicting 
opinion that there is on that point. In most business groups, starting at 
least today, there is a very firm understanding of the fact that we have 
to do things about rearmmment. Then the next stage is the fact that we 
have to do this, if possible~ without disrupting any individual field. 
There is cor.\oleto agreement overp~here in the country 3 so far as I can tell, 
that we ought to do it on a .Day-as-you-go basis. We hays sot up a pay-as- 

you-go program, but it has bogged down because everybody thirties that it 
should be the other fellow and no~ he who should pay. Everybody is agreed 
that in general it should be done, but thinks that his particular program 
is different. 

You get the same thing, of course, with business groups° The auto- 
mobile people say, "V~y should Vou cut us back on the amount of steel that 
we can use unless you cut back A, B, C, and D? '~ That is bound to happen, 
But to the extent to which there is recognition of the importance of the 
program, and provided it is handled well, business people arc reasonable. 

Of courso~ some of them benefit out of this, For example, I spoke 
of the opening up Of manganese deposits in Brazil. One is being developed 
by the Bethlehem Stool Company and the other by U. S, Steel; and to both 
very large loans are being made from govermuent funds. There is a lot of 
domestic expansion of now plants and so forth in very attractive forms for 
businessmen. Se there are some pretty good, substantial carrots in this 
business for large parts of the business come, unity as inducements to go 
along with it. But in total it disrupts the econoLly, and froz~ every poin~ 
of view it is uneconomic and undesirable. One haste adr.~it that. but 
still we have to do it~ 
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QUESTION: I am wondering whether this accur~lation of dollars in 
the countries of South ~merica and the Far Eastern countries is actually 
in keeping with the Point Four Program's objective--to increase the 
productive capo~city of the countries--or whothar it is just going to 
cr@ato more demand for consu~uor goods that later on will create political 

and economic headaches in those countries. 

SECRET~Y TEORP~ it is only quite recently that this money has been 
accumulating. It is interesting to no~e that r.~%ny of these countries 
are now asking for loans for economic development projects to supplement 
the aid funds. ~y guess is that they will take as much as we will be 
willing to make available in terms of ~terials for economic develop- 
mento But the problem is, we are short of turbines~ They want turbines~ 
Even if they have the dollars, they are not going to get all the turbines 

they vra nt. 

~,,iy guess is that this will enable us to out some pressure upon them. 
extent we can be rather thankful, as'a short-run matter, that 

To some goods, so there 
some of these funds are being siphoned off Into consumer 
will be less pressure on the durable goods part of our economy. Of 
course, the countries will vary greatly as to the good sense with v~ich 

they permit their accumulated funds to be used= 

sookesman here the 
QUzST±ON. }&re Secretary, we had a United Kingdom . 

other day and a question was put to him about the volume of British goods 

flowing into Hongkong. He very adroitly tossed it back to us by sayir~ 
that we wore responsible for a great deal of that flow, through Japan~ 
and that most of the British goods were bicycles and things like that° 

Would you comment on that? 

SECRETARY TKORP~ Well, he did that by playing a statistical trick 
on you, probably. If he took his 1950 statistics, he was right, because 
up until somewhere along well into the fall there was a tremendous flow 
from Japan. As a matter of fact, much Japanese stuff was going to China 

and a lot through Hongkong. 

There was also a flm~ directly from this country that was very con- 
siderablo. It was not allowed to go if it was on our embargo list. That 
embargo list has, I think., about 200 commodities on it. Since last sumner, 
we have tightened up, so that now we send to Hongkong only what we calculate 
is needed for certain essential items like food and so forth to meet the 
requirements of the people of !Iongkong themselves. So there is a very 

narr~ fl~r of goods going to Hongkong today~ 

Of course, that is a British colony and it is a little tougher for 
them. They feel a responsibility for it. But it is a fact that, sta~ting 
last fall, we cut back on shipments to Eongkong very drastically. 
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Many of these" situations move av~ully fast. You have to watch and 
not get caught on past figures on one thing or another, because that 
just isn't the present picture° The present picture is quite different 
in t~rms of rates and of situations from what it was last year. 

QUESTION: I would like to ask you some things about this wheat to 
India situation. Why are denmnds being made that we make that an out- 
right gift? And do you thirlc that is going to have any effect on the 
relations bet~eon Pakistan and India? 

ECRoTARY THORP: I w1~! st .... t off' with the second part of your 
question° So far as Pakistan and India are concerned, Pakistan had 
quite an erratic record in the last throe years about its production of 
w .... at and rico. It had to back down on what it expected to export. Two 
years ago it cut off all trade with India, Until a month ago there was 
supposed to be no trade at all between the two countries. During that 
period Pakistan agreed to sell all surolus wheat to Japan and Germany. 
They entered into contracts for over 200,000 tons. Actually, Pakistan 
shipped a little over lO0,000 tons on these contracts and then canceled 
the rest of them on the basis that thd crop had not done so well as had 
been hoped. So that certainly, as of last year, the most that India 
could actually have gotten would have been that lO0,O00 tons. And even 
witl~ the most favorable crop circumstances, the very most would be 
300,000 tons that could have been shipped from Pakistan to India. 

The wheat that Pakistan can spare will flow now. Pakistan and India 
have settled their differences economically. They still have the Kashmir 
dispute, but they have settled their foreign exchange rate problem, which 
was the one that had hung up the trade. But even 300,000 tons would not 
have much effect. India has had to bring wheat in from abroad, I think 
it is, something like 5.7 million tons. She hopes of that 5.7 million 
tons to got over 3.7 million from us~ using her own dollars for 1.7 mil- 
lion tons. So 300,000 against 2 million doosnYt much more than help a 
corner of the problem° 

Now, as to the grant versus gift question, the Indian situation is 
merely this~ Here is this tremendous country. It is not a Communist 
country. It is not what we would think of as an entirely capitalis$ 
country. It is an independent country. It has a curious point of vicuv 
with respect to its attitude toward the West. It is cooperative to 
some extent, and yet has a real nationalist, antiforoign feeling, like 
so many of the Asian countries. 

India has one of the very l~vcst standards of living in the world~ 
but it accumulated some pounds of sterling during the war. However, 
this is not enough to carry her through a development program. Our 
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feeli~.g is that, if w e  oould give this wheat to India, so that she would 
not have to take the cost out of limited savings, then she could move 
ahead with a program which would really advance her economy a~ give her 

a much better chance to maintain her indopendence~ 

Furthermore, if we make a gift of this wheat to India, our Government 
is going to say, "We are giving you this wheat. You are going to sell 
this wheat through your rationing system." That is what they propose to 
do. "Therefore you will get rupees for it. Those rupees will be put in 
a special fund; and, since, after all~ you have done nothing to earn those 
rupees that you collect from the sale of the wheat, you and we will admin- 
ister that fund of rupees to improve the basic agricultural picture." 

By that process we then give wheaZ to India. The consumers in India 
pay for it. It is not a matter of their not having the money; there just 
isn't the wheat there~ The consumers in India will pay for it in rupees. 
These rupees in turn will bo used for agricultural improvement, and the 

economic situation will really pick up. 

There is a political aspect to this also; namely~ that in Asia the 
Communists describe us, quite effectively, as being either warmongers 
or imperialists, as having no real interest in the people there at all. 
It was our hope in the State Department that this opportunity would be 
taken by the Congress as a way of symbolizing to India the fact that we 
do have a concern for them9 in fact symbolizing to all Asia that we can 
be counted upon as a friendly nation, a helpful nation~ We feel that it 
would be an excoedingly valuable political step to take. 

CO_~,G'~ENT : You have given us a very encouraging picture of what will 
happen two years from now about our standard of living going up. Then 
alsoyou said that the production of raw materials had gone ahead slower 
than the industrial development. It seems to me that we have a program 
now of very rapidly expanding our industrial development to take care 
of both our military effort and the peacetime economy, and that it is a 
little questionable whether we can continue expanding our raw materials 
production. And so I am a little bit worried about whether we shoul'd 
continue to take such a high percentage of these vital raw materials 
here in the United States for our military production. 

SECRETARY THORP: I think that is a caution worth mentioning, But 
the high prices should be helpful in stimulating this raw materials 
situation, I am hoping--I guess I have to talk about this as a hope~ 
but I am quite sure that it is going to happen--that the problem of 
getting these raw materials is going to be pinned on someone, somewhere 

in the Government, who will have the job to d~;. 

At the present time it happens that DPAhas a finger in the problem~ 
as well as the Export-Import Bank, ECA, GSA, and we at the State Depart- 
ment. All of us are "facilitating '.° the process, but nobody is responsible 
for the process. This is an important new problem, and I do think it has 

to be pinned on someone° 
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Every once in a while, a new problem emerges° I think it is very 
significant that the British Government has just taken all the differ- 
ont parts of the government that have problon~ relating to rave materials 
and pinned them on one man. He is a cabinet officer and is called the 
~inis,tor for Raw liiaterials° ! don't think that has ever happened in 
government before. There it is in the British Government~ ~e curse!yes 3 
I think, must have somebody who is ~aggQd with this job° 

During the war we had several separate corporations whose job it was 
to do that. We started with the Board of m 

~,conomlo Warfare; then FEA had 
the job of foreign procuromon~ and foreign development. %~Ie don~t have 
that in our present m~chinery. I thi~Lk v{o ought to have it~ Probably it 
is the hooo that we may do it through some such device, plus the fact of 
high prices, that permit me to be a bit optimistic on this ra~ materials 
problem. But it is a problem, and one should noz be too optimistic abou~ 
it, pa~ticularly since we at the present time are umb~ing badly in terms 
of organizational rosponsibi!ity to deal with it. f ~ 

COLONEL BARNES. Ym. Secretary, I regret very much that we have to 
bring this confer@nee to a ciose. On boha!f of all of us, I thank you 
for this most interesting, cloar~ and helpful discussion. Than/¢ you 
very touche 

(17 July 1951--$80)So 
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