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DEPARTNENT OF STATE AND BCONOMIC MOBILIZATION

18 May 1951

CENERAL HEOLMAN: Gontleomon, our talk this morning brings us back
£o the serics of lcctures on the koy mobilizetion agencics of the
Qovernmont. The subject today will bo "Hepartmont of Statoe and Boon-
omic Mobilization.™  Our speakor is the Fonorable Willard L. Thorp,
tho Assistant Secrotary of State for Beonomic Affairse

Mr. Thorp has a distinguishod rcoord as an educator, a business=
"man, an author, an editor, an oconomist, and more rocontly in the
figld of public affairs. Ho has scrvod the Nation with distinction
a8 a roprosemtative of the Government in many important intornational
conforences and as advisor and sonsultant in the ficld of oconomics
and in commorce and banking.

Mr. Secrobary, it certeinly is an honor for us to have you with us
this mormings we roalize you arc baking time out from & busy schodule
Lo como over horee = Wo very much approciate it It ic a groat privilege
to welecome you Lo tho Industrial Collego todaye :

SECRETARY THORP: I want to talk about a number of inbternational
problems that are ereated by the process of mobilizatione I won't
hove time to take any one of Them and do o thorough job on it. I hope
we will have some opportumity for questions later, when maybe I can
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2111 in on any points that you wishe

T should like %o start by reviewing where we wore as of the end
of last year in the poonomy of tho world. In tho first place, looking
ot the United States, we had experienced a most extraordinary decadcCe
mhe United States suffered no domage during the war, although there
had beon & great deal of diversion of effort. After the war 1t sure
vived the problems of reoadjustment and went through the period with
only & brief rooession'in 1ote 1948, Tho decade was & poriod of .
great oxpansion in capacity ond productivitye.

As a metter of fact, if you want to sec capitalism at its boedb,
look at the United States in tho last decade and you will soce it,
boeause in thosc 10 yeors we moved shead in our economic producticn
in this coumtry so that the standard of living of the average citizen~=
although, of coursoc, no Ons is avorage--nas advancod about 30 to 35
percents That advanco in tho United States cutput in the one decado
wag as mich as the botal cconomic production of Russia, twice as much
as the oconomic production of the TUnited Kingdom, and threc timcs as
mach as the cconomic production of Francce
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And et the end of the poriod, to top it off, you might say, thore
wes & real industrial boom, In the last quartor of 1ast year we wore
running at between 20 ang 25 percént above tho rate of production of
tho year before, which is really quito a &top up on what was already
a2 fairly active eéconomye So, as of today, wo have a tremendous ceons
omic machine in operation in the United States,

‘ Buropo had to recover from the sctback and the dostruction and
disorganization it suffored during tho war. But there again in the
last five yoars, spocially the last throo years, theoy have had o
spectacular incrcasc in their productive capacity, Sometime during
tho last year, Durope caught up with the prowar level and moved on
into now lovels, The same boom that had taken place hore in 1950
appcarcd in Europe, so that Europe was also ruming about 25 porcent
at the ond of the year above its ratc of production in 1949,

"In Latin Amcrica there has boon a much more uncven situationg
in goneral there also has been a period of oxpansion. In the Middie
Bost the states aro not yét in a position to make much cconomic cone
tribution intornationallyg but ot loast within the arca they have made
somes  They have quite g difforent form of organization and standard
of living from what had cxisted, especially in the cnicrgency of Isracl.
Or course, the disecovery of oil has groatly affccted the cconomics of
the countrics in which thoro was 0ils Much of the rost of Asia, I
- would say, has tonded to deteriocrate economically, The cconomics of
countries like India arc in poorer shape now than they have Boen in
tho past,

Now, givon this kind of world picture, thoere suddenly is supore
imposcd the absolute requircmonts of rearmamont--the necossity of
diverting a substantial amount of the cconomic activity over into
armamont-production, whilo a lot of people in many categorics arc
taken out of productive activitics and rut into the military serve
lces. This comes at a time when, so far as the United States and -

Europc arc conceorancd, thore is alrcady a high lovel of cconomic activiby,
Thorofore a major economic problem is ercated by the necessity of roorgan~
izing the cconomy and doing this in a way that achicves the rosult desired,
namely, giving the military foreos tho materiel they need, and, of course,
doing that without too greatly‘disrupting tho civilian cconomies.

So far as the United States is concerncd and its international rolations,
we have a cortain numbor of inbteornational problems which are tho very key
to our boing able to move ahoad, The first one is our requiremont for raw
materials, Tho flow of goods to the United States is something that it ig
oxccedingly important for us to have well arranged. We arc not a selfwsuf-
ficicnt country, as you all know, There arc many things which we must got
from abroad, . :
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. The production of raw meterials in the world has not expanded so0
rapidly as manufacturing capacity has expandeds, EBven without the re-
armament affort, we might have been hitting shortages in cerbain raw
materials, because of the expansion in industrial production that has
"~ taken place in the last several'years; ‘The United States, which never
used te have any problem in the matter of lead end zinc, for example,
was already faced with a new problem aboutb 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 have been
cut off. langanese is one of them, We had been getting a great deal
from Soviet Russise Later on there was tungsten, for example, which
hed come normally from China and from Koreass Sp we have these special
cases to worry about. ’ ’ ' '

We have, then, a basic problem to face. Thers probably are not
snough raw materials to meet the requirements of military production
and keep the civilian cconomy going full blast, In the last quarter
of last year not only was the industrial demand making the situation
tight, but people looking forward to rearmement were buying and build~
ing up thoir own inventoriess Businessmen, quite properly=--nothing o
stop them--were btrying to get stocked up with the raw materials they
would need in the fubure, Then the United States Govermment also put
s much greater pressure on its stockpiling offort than it had been
doing over the earlier years. So all these things togebher hit the
raw maberisls market and ran the prices up anywhere from double to five
cimes the level at which they had been befores ‘

Now, this in itself, is helpful in its effect on increasing the
supplys It has made it much more profitable to produce raw materials,
and tho result has been thet in things like rubber the supply has ine
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 treese. That has brought
larger supplies into the markets

But there are other things that have not been helped by the higher
cricess Manganese is one. There we have to move in with a real effort
on the part of the Govermment. The amount of manganese that we get

“from India has been stepped up tremendously through purchascs by General
Services, from 200,000 tons to 400,000 tons, and now it is running about
800,000 tomnse Two enormous manganese projects in Brazil are now in
process of developments It will take a couple of years before they will
e ylelding manganese, but they will greatly reduce our dependence on
long oversea hauls so far as manganese 1s concerneds

~
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In dealing with tho raw matorials situation, thorc arc throo clemonts
to the problems Tho first is that you have to cut back on theoir uscs

- That is being donc by DPA, There just isn't cnough, so you eut back in

two weyse You say, "Thore aro cortain products that cannot bc made any
longor of this matorial. You Just can't mnke any morc brass door knobs,
If poople want door knobs, thoy ear have wooden oncs or glass ones. They
can't have any morc brass ones, bocause wo should not be cxpending brass
in that way." ‘

Then there is the approach to tho use problem at theo othor ond by say-
ing, "We will allow only so much copper for this industry or that industry
and s0 much iron and stocl.” An order is just coming out that tolls how
mich iron and steel the auvtomobilc people will be allowed to use in the
third quarter of this yoaro. Thot produces anothor cutback on the domand.

On the othoer side of the cquation, you also endeavor to stop up the
supply. This is a mattor first of %ho price. A high pricc will encourage
supply, although it may hove other less desirable offocts, Supply may
also be inercascd by long-torm comtracts, Thore arc many producers who
will increaso production if thoy can be surc of a markots but they dontt
want to do it if thoy think they may get into production and thon find
that tho price has fallon out from under, and that there is no place to
sell the product. So we arc gradually moving in the direcction of using
long-torm contracts, This isn't now. TYou may have noticed that the
United Kingdom has just signed a 23-yoar conmtract for aluminum with
Canadae This is the kind of pattorn that is developing for the futurce
Howcver, we have novor contemplated any contracts of that duration so
far as the United States is concornoed. :

Then thore is a third aspoct of the problom, which is particularly
international.  Somc of these commoditics we control becausc thoy come
primarily from tho United Statess Thore arc other commoditics which
other countrics comtrol, Therefore you can have a scramblo for short
matorials among countrics. Even if you don't make brass door knébs in
the Unitod States, maybe- somec other country will make oven more brass
door knobs, and so far as tho froo world is concerncd, you have a wastow-
ful usc. Therofore we also have sot up some intornational machinery to
try to encourage supply, got somc common standards of usc, and to deal
with the problem of intornational allocation,

This international machincry stems back to the time whon Mr. Attlec
came over herc last fall, Shortly aftorward he was followod by Mr,
Plovine Both of them strossed the raw matorials problom. Very inboreste
ingly, a cable came over from London listing the subjects that Mr, Attlee
wanted to talk about, He wantod to talk about Far Bastorn policics
about the organization of the North Atlantic Treaty, and about raw matorials,
Thosc were the three key things thet ho was concorned about. Bub when ho
g0t over hore, it appoarcd that he warted to talk about sulphur and zine
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and cotton linters and one or two othor conroditics, which arc largoly
iters that they get from the Unitoed Statcse

AfPtor somo discussion it became clear that we all have o very dif-
ficult problem in corncchion with raw materials which are mattors of
world intercest. -During the wor we and tho United Kingdom dominated tho
world rew maborial picture. We ran it boeause we combrolled +he ship=
ping. Wo modc our own plans as to whore things should como from and
whorc they should go. We said to tho obher countrics, "You jolly woll
will fcllow this pottorn or you don't got any shipping.” We had a noat,
tidy, cffoctive sanction TO usss :

At the preosent time, with this curious state of affairs in tho world
where we arc not ot war and wo haventt an oxect list of who our allics
arc, there isn't any cffcctive sancticn that can be useds - Wo have to
move at the problem by dcveloping with the countrics most concorncd an
agrood policy with respect to the moborial in questions So we sot up a
sorics of intornational ccommittoes to doal with individual raw naterialse
Thosc arc now functioming hore in Washington. BEach committee has on it
perhaps halfl a dozon leading producers, if it is somothing that is pro-
Juced rather generally, and a half-dozen Joading consumorse That moans
that you have maybe 80 or 90 poroont of the supply and domand represcntod
in this conference. So the consumer countrics that arc griping about the .
high prices and thelr declining balances and the producor countries aro
both prescnt. Those cormittees arc going forward very vigorously, to sco
what they can agroc On in the way of getting more efficient use and cven
oxpending the supply of various commoditicse

It is & little hard to prodict whore thoy will comc oute ‘On sulphur
the committoo has alroady roached the point of coming up with a progrom
invelving an juabornational allccation of sulphur in terms of figuring
what they think should be the omount for ocach countrys The wool commibtec,
which has a very tough problem, has about half a dozen differont approachos
to allocation before ite. Tho molybdonum-tungsten ecommittec, I unddrstand,
is pretty close to coming up with rocommendations to the governments as

to how to deal with that problome

The minizum that this procodurc may do is to get the various countriocs
to undorstand ecoch other's problems and thorofore at loast provide somo
maltilaboral way of putting a bit of pressurc on them ©o take common action.
The most we can hope for is that the countrics will agroe on a program Or
formula that will work through allocation in somc cascs, so thab tho row
matorisls will go whero they arc irmediately noedod and won't be wasteds

In the row natcoricls fiocld thore is a subsbtantial amount of action
going on, Up to now I would soy that no country has had to cut back
soricusly ot least, om its military effort and on its key civilian effort
hocause of a failure of raw motorialse This issuc has gobten into politics

T TR QAR T AIFTFITES TRy
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in England, I might say that the charges that have been made as +o

the United Stotos bchavicr have boon complebely orroncous with respoct

to the presont situation or a probaXle future one, We arc concerned

about achicving a sufficicnt and reosconable distribution of raw materials,
so that the British ceonomy as well as obher oconomics con avoid a come
ploeto collapse,

As to goods coming into tho United States, our first concern is the
raw matericls field; but we 2lso have the problom of dealing with goods
going out of the Unitod Statoss Thc rcason for that is~-wo arc nob go-
ing to be in a position to meot aXl the demands from outsidc and from
inside for quite a long list of cormoditicss The foroign demand will
be substantial since mony foreignébountries, bocause of higher pricos of
rew materials arc going to havo large supplics of dollars on hands A
major shift is taking pilace in countrics like the Philippines, for
instance, which a year &go was asking for help with respoct to dollars.
but now is having the dollars roll in bocause of the high prices of raw
matorials, Indonesia has suddenly shifted from being a dollar deficit
country to being a dollar surplus country. Most of Latin America is in
the semc situaticn, These countrics to which wo are paying the dollars
will in turn want to spend that money herc. They will want automsbilcs
and agricultural machinery and pewer plants and a whole serics of things
which by and large arc or will be in short supply.

The record during the war was that our exports continued to flow out
during the war in larger volume than before, but in spite of that, we
didn't begin to 50p un the dollars,. Many countries piled up big reserves,
Exports like cobtbton cloth and foed and s large numbor of itoms that wers
not particularly in short supply or controlled in comnecction with the
military regquirements werc pur chasod by foreign countries. At the prosont
moment we are having a great expansion in exports boecause tho countrics
are buying hore. Therefore we have a problem on items that arc in relatively
short supply as tc what extont we should rescrve thom to the United Statos
for use in this country, and to what extont we shall recognize the roquire-

monts of forcign countrics,

That brings us, then, to what are the justifisoble requirements which
foreign countrics may have which give them any reasonable c¢laim for goods
from the United States. I Suppose we can forget about the itoms that arc
not significant and that are not strategic and are not important to us,
For those it is porfectly fair to lot the foroign countries come in and
purchase as much as they are able to buy in compotition with our own
consumorss  On this we don't have to make any decision. But on goods that
are in short supply we do have to make o deeision, becauso we will have
to allocatc, In somc cases we not only may havo to allocate them, but
it may be so important that they go abroad that we will have to establish
a sct-aside procedurc that will insurc as much goods going abroad as we
want to go abroad, '
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As to the foreign requirements, the priority ones stom out of
the foreign rearmament progrofia Tt is olear that tho major military
production job is going to bo dome in tho United States, just as the
mpjor production job on almost apybhing is dono in the United Statcese
But, on the othor hand, it is also elonr thot to the oxtont to which
we can get France, the Unitod Kingdom, Gormany, and Italy to produce
some of tho military oquipmont hhat is regquirod, to that oxtont wo
roduce the burdcon on OUY OWn CCONOMYe WO ocursolves have alwoys done
o eortain amount cf the production for then, but some of the additiomal
production, which woe hopo thoy will do; roquires holp to others in thoe
way of goods and materialse

England, for insbance, has o progran for stopping up military pro-
ductions but to do it sho noods almost 10,000 machine toolsa - That is
whot the British are waiting for to sob in. motion a wholc scrics of
sroduction items that they are all rcady to make wheon thosc machine -
tools arrivc. Bub also in this country mechine tools arc one of the
bottloneeks in gotting from the point of lotting armamont contracts’to
actual productions Therefere thero is a choicc that has to bo mado,
on allocation that has to be made as botwoon tho machine tools regquired
for the Unitod Kingdom and the machino tools roquired for the Unitod
Statcs, both of which are for usc in military productions

Obviocusly, machine tools that arc going to bo used for unimportant
things like hairpins or sonc gadgot or othor will havo to go way down
the list, and we will havo to postpone thom for a whilces In this kind
of situation, in order to got tho maximum military offort in tho frec
world, we will have to do some allocating with rospect to tho places

“around the world where nmilitary production can take placoe

; Right along with that as to priority is the oquipment and natorials
ncoded for oxpanding the production of raw motorials throughout the
world, If, as in India, wo havo & situation whore . stepping up the
mongancse shipments to tho Unitod States requires some improvemont of
the railroad lines that bring it down to the ports, thenm the railrood
line improvement becomos a mattor of vory high importance sO far as the
Tnited States is eoncerncde S ‘

Beyond thesc two situations of reguircments we have some others

that I would call lecssor objoctives, bub that we do want to accomplish.
For cxamplo, we have beon trying to get Furopo back on its foote A good
many of the countrios have done oxtromely wolle As you know, on the first
of Jamuwary all assistancoe to the United Kingdom cxcept on military iteds
wos stoppede  On the othor hand, thero arc some countrics, likc Greece,
Austria, and Germany, thab have not gotten on their feet as yets and, in -
order to carry them on through, there will have to be continued support
to their economye ‘ '
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Then there is the question of the extent to which in these countries,
where they have been living on a much greater scale of austerity than we .
have, they can take the military production out of their civilian effort,
Compared with their standsrd of living, of course, our standard of living
is very high.  We 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 fZurope, we can allow a declining standard of living
to set in, without having consequences that are relatively important to
use Ab any rate, that is a consideration thet we have to take into account.

Another corsideration 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 effert of making these countries self-supportinge

Finally, we have a whole serios of counbtries 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
Amorican countries, countries whore our interest is to keep them from goe
ing Communist. In these countries they are not threatened so much with
military attack as they are throatened by the fact that, if things are
too bad there, internal revolution will set in. In order to deal with that,
onc does have to hold some degree of hope for improvement before themg 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 mobion taking
place, so that these various countries will have caught the feeling that
there is a possibility of getting out from their present poverty-stricken
condition, ‘ :

-Of all these comnsiderations, rearmament is the main ones but recovery
and the mainbtenance of the standard of living and cconomic development all
have to bo considered and weighed in the problem of allocation of that part
of our finished goods which prcves to be in short supplye. The interdcpart-
mental organization problem conters largely, of coursc, on Mr., Wilsonfs
shop, wherc they are responsible for tho cconomic arrangenments. The basic
decisions nceded are as to which are the things which must come first,

This whole situation that I havo been talking about is, of course,
& complebe reversal from what has been going on in the world over the
last five years. In the vears sincec the war we have been having a steadily
casing situation on the flow of goods, Countrics have boon talking off
quotas and tariffs., In general in the world there has been less ond loss
govermmont restruction and govermment control with respoct to the flow of
goodse However, at this point of time, we are moving very rapidly back,

8
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end we must move back, into controls with respect to the raw materials
situation apd the finished goods situatlons One of the most difficult
sets of judgments to make 1s that set of judgments as to the relation~
ship between our domestic reguirements and the foreign requirements.

It i8 a problem with which we in +he State Deparbtment have & great con=
cern, because we feel a special responsibility for maintaining as best
we can & free world and doing as much as we can to strengthen the fight
ageinst communisme ,

There is one other element to the commodity problem that I think is
worth talking about. Probably most of you know gbout it slreadys That
is the use of conbrols with respect to commodities for the purpose of
cconomic dofenses. I have discussed the problem of expanding our own
efforts against the Communish world, Obviously, it is Jjust as useful
to slow down the Communists? expansion as it is to speed up our Owlly
because military strength is = relative matters Thereofore, .starting
at the time of the Czechoslovakian coup, We began a policy of beginning
to influence the flow of goods Lo Russia and the satellites.

The policy, as it was sebt up st thet time, was not to completaly
stop the enbtire trade. Wo did went to stop the flow of goods from the
United States which would contribute to the Coviet war potentiale It
was & kind of selective process, if you will, whereby you picked out
certain things that were of strategic significance, and stopped the flow
of those goodse. Since that time we haves through an inberdepartmental
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. Ab the time of the. Chinese aggression it was extended more
drastically with respect to Chipa. Now in thet case we have virtually
a complete embargos ' ‘

But, obviously, it does no particular good for the United States te
set up this kind of program by 1tself. The Soviet Union never got very
much from usg, Its largest source of imports was Germany and, next to
that, the rest of Europee And 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, looke This obviously will be of some interest
to yous We want to put this on a common basise™

When we began talking with the individual countries, we found that
country A would say, e would like to do it, but we won't unless country
B will do ity because if we stop sending our products and some other
country does it instead, a1l we will have done is to hand the marked
over to another coumtrys" So it requires parallel actione :

Over a year ago a committee was set up in Paris, which went o work,
on developing an international 1ist of things which would not be shipped
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o Russia for parallel action, As of the last six months greal progreese

has been made ang now we ‘have over 90 percent of these items on a list
which has been discusséd between ourselves and the other countries.

The element that is so difficult about East-West trade is the fact
that trade is not Just a one-way operation. The western Eurcpean
countries get 12.5 million Gons of coal from Poland, and for that coal
they send +o Poland g variety of things--fish 0il, cotton textiles,
and so forth on the one hand, but also some aluminum 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 Poland"
if the result is g0ing to be that Poland says. "Sorrye No more coal for
youe" Twelve and one-half miliion tons of coal is quite a lot of coal,
If we have to ship it to Burope from the United States, 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 caloulated out rather carefully on a net benefit basis,

MacArthur has kept gocds going from Japan to China up unbtil very
recently, for very obvious reasons., He caloculated that it was to his
interest to send cotton cloth to China and ‘get coking coal backs that
this was a worth-while transaction and very much of a net gain so far
&s Japan was concernsd. 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 character of statisticss I will give you just
one illustration. There were charges made that from Hongkong had been
going %o China airecrafi and locomotives, Well, this sounded Terrible
and we began looking into it. This is what we found; In the Honglkong
statistics there is a line whioh reads; "Aircraft, locomotives, motor
vehicles, and other means of transportation,” and there was a block of
several thousand dollars of shipments under that heading. When we
looked into it, we found that the entire shipment was bicycles, 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 sbteol products®
include not only machine tools but hairpins as well. Wo now have a
large staff in several government departments studying such facts and
breaking them down in detail to find out the extent to which strategic
items ars actually included,

This also is involvod in the gencral problem. of raw meteriale,
To the extent to which Wo cen properly handle the trade with the Soviet
Union and the satellites, wo not only may increase the supply Yo our-
selvos, but we also can curtail the ability of the Soviet Union to
expands However, do not put too much recliance on that, bocause the USSR
is not particularly dependent upon foreign trades Its forcign trade is
only about one percent of its national income, It ig not so  vulnerable
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as Cermany was and even our complote cmbargo during the war against
Cermany had limited effectiveness in reducing its capacity to carry
on, as you know,

The commodity situation of which I have been talking is, as you
can sce, relatively out of balance, and the tremendous now domonds have
noburally led to rising prices which have very serious effeocts on any
cconomy. It means that poople like all of us hero, who prosumably have
relatively fixed incomes, take o torrific beating. It also means that
peoplc who save moncy, iook forward to spending it loss advantagoouslye
A1l of this throws the oconomy badly out of goor ond dostroys the willing-
ness of pooplec to hold monoy for the futurc, bocause, after all, thoy sce
it gotting loss and loss in purchasing powore Therefore the inflation
problem, the rising price problem, is a very importaunt one.

In the intornmational fiold, there arc problems created by our cfforts
to keop priccs stable in the Unitoed Statese I think it is vory important
that we do keep prices stable in tho United Statos. But to tho extont
that we do, herc is what happons: We havo sot a price herc on tungsten
undor the formula for kecping the price lovel stable in tho United Statoess
Tungsten is very scarces. Tho pricc of tungstoen has gone above our American
price. It moans that anybody oxcopt the stockpiling people, who don!t
calculatc things in stabilization terms, who goos out and buys tungsten
in o foreign markot and brings it back to the United States, is going to
talo o loss on it., Whon the foreign prices do not have a coiling and the
Uritod Stotes prices have a coiling, thore is tho possibility that many
items that we need will go abovo our ceiling end thon Ye bought by Brazil,
France, or whatevor country it may be, ‘and our people will just not be able
to buy it unless they are willing to bring it into this country at a loss.

There are thrée ways of mecting that problem, and I suspect maybe woe
will use all of them in time. One of them is for the U.S. Govermnment 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 marginse

There are some situations where the first of those is the obvious
thing to do, Let me give you an illustration, Take copper from Chile.
Let us say that we hope to get from Chile 10 percent of our copper
requirements, but it will take two cents more than the American celiling
price to do it, We are much better off in our economy if the taxpayer
can pay that two cents difference on this 10 percent than if the whole
100 percent is moved up two cents in order to bring in that little Dbit
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 thet this wes & case where you had to broak the price ceiling.
You may have & case whoere perhaps the price to the consumer can be
held but there can be absorption slong the line. There are very real
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problems in comnection with price control where you have price coubrol
in one country and don't have price combrol in othor countries,

Ope other problem is intoresting. - It can perfectly well happen
that in the United States we havo our price conbrol, and let us say
that Hexico does not. Prices may then go up in Mexico, Therefore the
fellow who wants to buy an automobile in ilexico must pay much nore
for it, Obviously, in that kind of situastion the businocssman is going
to send as meny automobiles to licxico as he can bocause there is no
ceiling thore and he can make more money on them. If the price level
in other counbtries gots too far awey from the level in the United States,
1t may become necessary, in order Ho control tho situation, for us to
put soms restriction on cxports to prevent oo many goods from going out
of the United States, And, of course, to the exbent to which goods go
out of the United Statos, that means thet you and I are loft running
around with dollars trying to spend them and there will be fewor goods
for us to spend them on, and thorefore cur price level will have more
pressuc on it than would otherwise be tho casce

Wkat does this all add up to? Tt adds up to this kind of picture,
looking ehoad, the pattern we aro hoping to achieve, It means that in
the United States for the next two yoars we are going to be diverting
such an amount of our activity to roarmamont that you and I as consumers
will suffer somowhat, maybe by as much as 5 porcent or so. Bubt after two
years we will be adjusted to the nccessary military effort, We have a
continuing upward trond in our production in the United States due to our
inereased productivity. Wo as consumers will have a broak in the trend
for a couple of years and we will be getting less of the total than wo arc
now. But then aftor two years, we will get a resumption upward of tho
consumers’ goods trends We will combinuc to carry the new ovorload on
the economy of maintaining and porhaps continuing the expansion of the
military. So far as tho United Statos is concorncd, that is the pattern
that we arc trying to achieve,

In the Buropcan countries tho pattern is very much the samc, oxcopt
that the hopo is that thore won't be so much of a dropping down, Just
becauso their cconomics do not have thoe same degroe of flexibility of
capacity as wo have and thoy arce néarcr tho minimum load. So far as
the rest of tho world is concoruncd, there probably will be not only s
flow of more goods, particularly from the United States and particularly
in the kinds of things that arc not critical, but thoy will also bo
piling up dollars in substantinl smounts. So we will have a now cconomic
situation internatiomally, looking ahcad, in which therec will be perhaps,
after a threc-year poriod, 10, 12, or 15 billion dollars in now gold and
dollar assets in foreign countrics, which wiil represent monoy which
obviously can be used at the appropriate timws in the United States.
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This fact has two significonccse Onc is that it moans wo will
probably have less prossure frow forcign counbries for dollar assistances
Tho othor is that wo will havo a problom at some point in tho futuro in
order to avoid these dollars from abroad suddenly flowing in oand upsctting
our economy. That means that tho controls we are spoaking of with respcoct
to foreign transactions and foroign trade may have to go on somewhat longor

than might othorwise be oxpoctode -

So, spcaking of the oconomio problem, wo arc in tho proccss of develop=
ing controls and machinory, as I have indicated, that is vory compliecated,;
but which wo will necd to have if wo aro to be succossful in mobilizing nob
only our own cfforts, but thoso in most of these other countries. It doos
look as though it is possible for the process to be carricd through without
oxcoss disturboneo of the world cconomys and that perhaps aftef two yoars
or 80 wo can bogin to move forward agein with respoct to what is tho esson-
£ial purpose of our cconouy-=to incroase tho flow of goods and thus improve
our standard of livinge ' :

Wow, if I may, I would like to havo .o fow guostionse

QUESTION: To what oxtent can this prograu that you have outlined
with reospcet to other countrics bo continued without additional legis-
lotion? Whot I am thinking about is that the Deofensc Production Act will
-oxpirce at the cnd of Junc. Prosumably it will be renoweds but, with tho
whole political climate that we hove right now, the gotting of any now
logislation is tough. 7O whot extent might that hamper this program that
you have outlined? ’ :

SECRETARY THORP: I think thore arc many stops in legislation that
arc requircd, becausc this program is one in which wc have to control,
male allocotions, and do a degroc of economic planning in the useo of
rosourcos, which requires the Government o have authority which it
normally doos not reguirce. It also requiros Tthe Govornment Lo have
funds, particularly for purposcs 1ilke the developmont of additional
sourccs of strategic materials, building up stockpiles, and things of
that sorbs ’

%o mudt have the ronowal of the Defonse Production Act, which is
tho source of most of our internal authoritys. Then there will have
to be also a Foreign Assistanco Act, which will probably go to Congross
this next wock., Jt will bo a singlc act bringing togother what has in
tho post been the Hilitary Assistance Program, ECA, and the Point Four
Program along with some other snocial items, like the program for |
Palostine refugoes. This act, which is going to Congross in ono bundler,
involves both military and cconomic assistanccs
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This can be illustratod by the study that is going on with respect
to the island of Formoss, Every time on increese is made in the nilitary
brogram for the island, we have %o nake a change in the cconomic program
for tho island, because it may regquire some roads to be built, or an ine
crease in the so~-called cormon~use itors, like petroleun and so forth,
The differont estimate as to the number of poople who are there also affcet
the government budget and govermment service. So what happens is that
military assistance and ceonomic assistance are interlocked, - We have
put both together in one bill for prosemtotion to Congress,

QUESTION: Mr, Secretary, whot sort of agroement do you get from big
business on this progran? This may not be a good example, but it portrays
what I an trying to get at: Tho National Roads Conferonce, made up of
reprosontatives, if I undeorstand it right, of oil, autotmobiles, highway
building, and machinery manufacturers, is intorested in oxpanding our
foroign market, It secms to me that originally thoir intonded purpose
was just the conmbrary to what we are trying to do now, Whore do we stand
about that?

SECRETARY THORP: Tt deponds on the attitude toward rearmament of the
business group concerncd. Of coursc, you all know the degrec of conflicting
opinion that thore is on that point. In most businecss groups, starting at
least today, thero is a very firm undorstanding of the fact that we have
to do things about rearmament, Thon the next stage is the fact that wo
have to do this, if possible, without disrupting any individual field,

There is complete agrecmont overywhore in the country, so far as I can tell,
that wo ought to do it dn a pay-as-you-go basis. We have sot up & pay=-age
Jou~-go program, but it has bogged down bocause everybody thinks that it
should be the other follew and not he who should pay. Zwerybody is agreod
that in goneral it should be done, but thinks that his particular program
is different, ' '

You get the same thirg, of course, with business groups, The auto=
rnobile peoplo say, "Why should you cut us back on the amount of stosl that
- Wo can usc unless you cut back 4, B, C, and D?" That is bound %o happen.
But to the extent to which there is rccognition of the importance of the
program, and provided it is handlod well, business people arc reasonable,

Of course, somc of them bonefit out of this., For example, I spoke
of the oponing up of mangonose deposits in Brazil, One is being developed
by the Bothlchen Steol Company and the othor by U. S, Stocl; and to both ‘
very large loans arc being made from governtont funds. Thore is o lot of
- domestic expansion of now plants and so forth in very attractive forns for
busincssmen. So there arc some preotty good, substantial carrots in this
business for large parts of the businocss community as inducoments to go
along with it., But in total it disrupts the c¢conorny, and from every point.
of view it is uneccnomic and undesirables One has to admit that, but
s6ill we have to do it,
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QUESTION: I am wondering whothor this accurmlation of dollars in
tho countrics of South America and the Far Bastern countrics is actually
in kceping with the Point Four Program's sbjcetive--to 1lncroasc tho
productive capacity of the countrios==~or whethor it is just going to
create more demard £or consumor goods that later on will croate political
and cconomic headaches in thosc counbriese. '

_ SECRETARY THORP: It is only quite recenbly that this money has been
accumulating. It is interesting to mote that many of these countries

are now asking for loans for economic development projects to supplement
the aid funds. My gvess is that they will take as much as we will be
willing to make available in terms of materials for economic develop-
mente But the problem is, we are short ‘of turbinese They want turbinese
Even if they have the dollars, they are not going to get. all the turbines
they wanbe

My guess is that this will ensble us To put some pressure upon them.
To some extent we can be rather thankful, as a short-run matter, that
some of these funds ere being siphoned off into consumer goods, so there
will be less pressure on the durable goods part of our economye OFf
course, the countries will vary greatly as to the good sense with which
they permit their accumlated funds to be useds

QUTSTIONs Mr. Secretary, we had a United Kingdom spokesman here the
other day and a question was put to him about the volume of British goods
flowing into Hongkonge He very adroitly tossed it back to us by saying
. that we were responsible for a great deal of that flow, through Japan,

and that most of the British goods were bicycles and things like thato
Would you corment on that? ’ :

SECRETARY THORP3 Well, he did that by rlaying a stabistical trick
on you, probablye If he took his 1950 statistics, he was right, because
up until somewhere along well into the £all there was a tremendous £low
from Japan. As a matter of fact, much Japanese stuff was going to China
and a lot through Hongkong,

There was also a flow directly from this country that was very con-
siderables It was not allowed to go if it was on our embargo liste. That -
embargo list has, I think, about 200 commodities on it. Since last summer,
we have bightened up, 80 that now we send to Hongkong only what we calculatce
is needed for certain essential items like food and so forth to meet the
requircments of the people of Hongkong themsclvess So there is a very
narrow flow of goods going %o Hongkong .todaye '

of course, that is a British colony and it is o little tougher for
them. They feel a responsibility for it, But it is a fact that, starting
last fall, we cut back on shipments to Hongkong very drasticallye
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Many of these situations move awfully faste You have to wabtech and
not get caught on past figures on one thing or another, because that
Just isn't tho prosent picture. - The present picture is quite different
in torms of rates and of sibtuctions from what it was last year,

QUESTION: I would like to ask you some things about this wheat to
India situation, Why are demands being made that we moko that an outw-
right gift? Aund do you thirlk that is going to have any effoct on the
relations between Pakistan and India? :

SECRETARY THORP: T will start off with the second part of your
question. So far as Pakisten and India are concernod, Pakistan had
quitc an erratic record in tho last three yoars about its production of
whoat and rice. It had tc back down on what it oxpcoeted to export. Two
years ago it cut off 2ll trade with India., Until a month ago there wos
supposcd to be no trade at all botwoon the two countrios. During that
poriod Pakistan agreecd to sell all surplus wheat to Japan and Germany.
Thoy euntored into contracts for over 200,000 tons,’ Actually, Pakistan
shipped a little over 100,000 tons on these contracts and then cancoled
the rest of them on the basis that tho erop had not done so well as had .
been hoped, So that certainly, as of last year, tho most that India
could actually have gotten would have boen that 100,000 tons. And oven
with the most favorable orop circumstances, the very most would bo

300,000 tons that could have been shipped from Pakistan to India,

The whoat that Pakistan can spare will flow now. Pakistan and India
have scttled their differencos cconomicelly. Thoy still have the Kashmir
dispute, but thoy have settlod thoir foreign oxchange rate problem, which
was the onc that had hung up the trade, But even 500,000 tons would not
have much offcet, India has had to bring wheat in from abroad, I think
it is, something likc 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 mile
lion tons, 8o 300,000 against 2 million docsn't much morc than help a
corner of the problems

Now, as to the grant vorsus gift question, the Indian situation is
mercly this; Here is this tremendous' country. It is not a Commnist
country. It is mot what we would think of as an ontirely capitalist ‘
country, It is an indcependent country. It has a curious point of wvicw
with respect to its attitude toward the Wost., It is cooperative to
some oxtent, and yot has a real nationalist, antiforeign feeling, like
§0 many of the Asian countrics,

India has onc of tho vory lowest standards of living in tho world,
but it accumulated some pounds of sterling during the war, Howovor,
this is not enough to ecarry hor through & developmont program, Our
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feeling is that, if we could give this wheat to India, so that she would
not heve to take the cosh out of limited savings, then she'could'@ove
ahead with a program which would really advance her ecoOnomy and give her
s much better chance to mainbain her indopendences

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
dos MTherefore you will get rupees for it, Those rupees will be pub 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 wheat to Indiae. The consumers in India
pay for it. It is not a matter of their not having the moneys there just
isn't the wheat there. The consumers in India will pay for it in rupecses
These rupses in turn will Po used for agricultural improvement, and the
economic situation will really pick upe

There is a political aspect to this alsos namely, that in Asia the
Communists describe us, quite effectively, as being either warmongers
or imperialists, as having no real interest iri the people there at all,
It was our hope in the State Deparbment that this opportunity would be
taken by the Congress as & way of symbolizing to India the fact that we
do have a concern for thems 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 exccedingly valueble political step to take. '

COMMENT: You heve given us & very encouraging picture of what will
happen two_years from now sbout our standard of living going upe Then
also you said that the production of raw maberials had gone ahead slower
then the industrial development. It seems to me that we have a program
now of wvery 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 conbinue expanding our raw maberials
production. And so I am a 1ittle bit worried about whether we should
continue to take such a high percontage of these vital rew materials
here in the United States for our military productions

SECRETARY THORP: I think that is a caubion worth mentioning. But
the high prices should be helpful in stimulabing this raw maberials ~
situation, I am hoping==I guess I have to talk about this as & hope,
but I am quite sure that it is going to heappen=-~that the problem of
getting these raw materials is going to be pinned on someone, somewhere
in the Goverrment, who will have the job to dve

At the. present time it happens that DPA has a finger in the problemy
as well as the Export-Import Bank, BCA, GSA, and we at the Stabte Departe
memt. All of us are "facilitating® the process, bub nobody is responsible
for the process., This is an important new problem, and I do think it has
to be pinned on SomeonG. '
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Every once in g whilc, a new problem emergese I think it is very
significant that the British Governmecnt has Just takon all the differ=
cut parts of the government that have probloms relating to raw materials
and pinned thom on ope man. He is 'a cabinet officer snd is called the
Hinistor for Raw Hatorials, I don't think that has over happened in
govermment before, There it is in tho British Govornment. Wo oursclves,
I think, must have somebody who is tagged with this job,

- During the war we had several separate corporations whose job it was
to do that., We stoarted with the Board of Economic Warfares then FEA had
the job of foreign procuremont and foreign devolopmont. We don't have
that in our bresent machinery. I think weo ought to have it, Probably it
is the hope 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 raw materials
probleme But it is a problom, and one should not be too optimistic about
it, particularly since wo at the prescent time are fumbling badly in torms

of organizational rosponsibility to deal with it,.

COLONEL BARNES: Mr, Secrctary, I regrot very much that we have to
bring this conference to o close; On bohalf of all of us, I thank you
for this most interesting, clear, and helpful discussion, Thank you
very much,

(17 Juiy 1951--350)3,
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